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/\udi  is  going  to  Le  Mans  to  win,  to 
dominate,  to  sweep  the  top  three  spots. 


first,  second  and  third.  On  one  car,  the 
decision  was  made  after  a  track  incident 
to  replace  the  transmission  and  rear 
suspension,  but  the  Audi  crew  was 
ready:  The  entire  rear  assembly  was 
replaced  in  three  minutes  and  47  sec- 
onds. When  the  news  broke,  rival 
teams  went  from  merely  disheartened 
to  downright  despondent. 

At  the  2001  Le  Mans,  Audi  finished 
first  and  second.  This  was  the  toughest 
Le  Mans  in  recent  memory.  Whereas  in 
2000  the  race  was  run  in  searing  heat, 
the  2001  Le  Mans  was  run  under  a  near- 
constant  downpour.  It  marked  the  13th 
straight  victory  for  Audi  in  endurance 
sports  car  racing.  The  cars  were  fast  and 
dependable  everywhere  they  raced. 

And  this  year,  at  the  2002  24  Hours  of 
Le  Mans,  Audi  is  going  for  a  hat  trick. 
Winning  three  straight  Le  Mans  has 
been  done,  but  not  for  a  very  long  time. 
And  it  has  never  been  done  by  the  same 
team  of  drivers.  Regardless,  Tom  Kns- 
tensen,  Emanuele  Pirro  and  Frank  Biela 
will  attempt  to  make  history  this  year. 
Says  Biela:  "To  win  Le  Mans  is  difficult. 
To  win  it  a  second  time  is  even  more  dif- 
ficult." But  a  third  time? 

That's  pressure. 

But  the  drivers  are  ready,  and  so  is  the 
Infineon  Audi  R8.  While  the  exterior  of 
the  2002  model  differs  only  slightly  from 
the  2001  R8,  some  dramatic'changes 
have  taken  place  under  the  skin.  The 
chassis  and  powertram  have  been 
improved  for  2002,  just  as  they  have 
been  for  every  previous  season. 

Power  still  comes  from  a  3.6-liter  V-8 


with  twin  turbochargers  -  an  engine 
capable  of  pumping  out  an  earthshaking 
610  horsepower  for  a  full  24  hours  under 
the  severest  of  conditions.  What  is 
required  in  endurance  racing  is  identical 
to  what  is  required  for  a  successful  high- 
performance  street  car.  According  to  Dr. 
Wolfgang  Ullrich,  head  of  Audi  Sport, 
"Optimal  performance  characteristics, 
low  fuel  consumption  and  high  reliability 
are  as  important  at  Le  Mans  as  in  stan- 
dard production."  Audi  engineers  fre- 
quently spend  a  tour  of  duty  on  the 
racing  side,  then  take  what  they  have 
learned  back  to  the  production  side. 

The  2002  Infineon  R8  has  already 
passed  the  toughest  test  that  the  pre- 
Le  Mans  season  has  to  offer  -  the  Amer- 
ican Le  Mans  Series  12  Hours  of 
Sebring.  As  it  has  for  the  past  two  years, 
Audi  dominated  the  50th  running  of  the 
grueling  Florida  race  this  year,  setting  an 
all-time  track  record  in  qualifying,  and  fin- 
ishing first  and  second  before  a  record 
crowd  of  nearly  200,000.  "This  was  an 
important,  and  serious,  test  for  Le  Mans," 
says  Reinhold  Joest,  team  director  for 
Audi  Sport  North  America. "But  we  still 
have  a  lot  to  do." 

Audi  is  sending  four  cars  to  Le  Mans 
this  year -three  "factory"  2002  Infineon 
R8  sports  cars,  plus  a  fourth  "customer" 
car,  fielded  by  Team  Goh  from  Japan.  As 
always,  the  three  factory  cars  will  be 
silver,  with  trim  in  the  black,  red  and 
yellow  of  the  German  flag.  Information 
about  the  Audi  team's  race  preparations 
is  available  online  at  www.audiusa.com 
In  racing,  as  it  does  in  building  the 


finest  passenger  cars,  Audi  follows  fJ 
simple  tenets: 

Never  quit. 

Never  do  the  expected. 

Never  rest  on  your  laurels. 

Never  think  great  is  good  enougrt 

NEVER  FOLLOW. 

The  A. CO.,  the  sanctioning  body 
the  24  Hours  of  Le  Mans,  allows  tear 
that  win  the  race  three  times  in  a  row 
keep  the  trophy  -  something  that  has 
happened  for  decades. 

That's  pressure. 

But  this  is  Audi  we're  talking  about. 

Enter  the  Driving  to 

victory  Syreegstoftes 

Audi  celebrates  its  commitment  tc 
excellence  with  the  Driving  to  Victor) 
sweepstakes.  Enter  to  win  by  visiting 
www.drivingtovictory.forbes.com, 
where  you  will  have  the  opportunity  tc 
answer  questions  about  the  Le  Mam 
Series  in  the  Audi  special  advertising 
sections.  There  will  be  two  question^ 
posted  per  advertorial  unit,  for  a  total  at 
six  questions.  Entrants  who  answer  at 
least  one  of  the  six  questions  correctly 
will  be  eligible  to  win  one  of  two 
first  prize  trips  to  the  Audi  Driving 
Experience  in  Atlanta.  Entrants  who 
answer  all  six  questions  correctly  will  be 
eligible  to  win  the  grand  prize  of  an  all- 
expenses-paid  trip  for  two  to  the  2003 
24  Hours  ofLe  Mans,  with  accommoda- 
tions at  the  Forbes  Chateau  de  Balleroy 
and  an  Audi  vehicle  for  transportation. 

No  iry      Prcirut    I 

Open   to  US    residents,   21   ard  older    Vo 
www.dwingtovictoiylorbes.com  for  complete  OlliCt. 


jnsecutive  years.  Two  courageous  moments.  One  champion.  With  trophies  in  hand  from  the  American 
is  Series  and  the  24  Hours  of  Le  Mans,  we  could  have  called  it  a  dramatic  finish.  But  it's  just  the  beginning. 
ar,  we  return  to  the  track.  Refining  the  world-beating  Audi  R8  racecars.  Defending  our  titles.  And  challenging 
its  of  technology.  Because  we're  not  just  competing  against  other  teams.  We're  competing  against  ourselves., 


quit.  Never  do  the  expected.  Never  rest  on  your  laurels.  Never  think  great  is  good  enough.  NEVER  FOLLOW.' 
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Samsung  Flat  Panel  TVs. 

It's  hard  to  say  where  one  will  turn  up  next. 

Office?  Kitchen?  Bedroom?  There's  almost  no  space  that  won't  welcome  an 
ultra  slim  and  light  Flat  Panel  TV.  These  very  versatile,  highly  connectable 
TVs  also  feature  the  industry's  first  PC  Picture-in-Picture.  Meaning  you  can 
simultaneously  view  e-mails  and  TV,  work  while  watching  the  game  or 
get  financial  news  while  trading  stocks  online. 

■  High  definition-ready  for  superior  image  quality. 

-  Virtual  surround  sound.  Built-in  speakers. 

■  Standard  and  wide  screen  aspect  ratios. 

-  1  5"  and  1  7"  models. 

There's  just  one  question  left.  Where  to  put  it?  See  the  possibilities  at 
www.samsungusa.com. 

Not  just  digital...  Samsung  DigitAII! 


SAMSUNG  DIGITS 

everyone's   invited! 


igitAII  SoundworkS 


MfyHO  fa  Hi-fi 


We  develop  innovative  pharmaceuticals  for  the  treatment  of  cancer. 


So  that  cancer  doesn't  stand  in  the  m 


Millions  of  people  are  diagnosed  with  cancer  every  year.  This  disease  hampers  the 
prospects  of  many  for  a  long  and  full  life.  At  Aventis,  one  of  the  world's  leading  pharmaceutical  companies, 
we  offer  innovative  drugs  for  the  treatment  of  common  cancers,  such  as  breast,  lung  and  colorectal  cancer. 
Our  scientists  are  utilizing  new  technologies,  including  gene  therapy  and  immunology  to  develop  new  agents 
for  the  treatment  of  head  and  neck,  lung  and  gastric  cancer.  Our  goal  is  to  develop  more  effective  treat- 
ments for  cancer;  ones  that  give  people  a  better  chance  to  make  their  dreams  come  true. 

Aventis,  Strasbourg  (France),  is  listed  on  the  stock  exchanges  in  Paris,  Frankfurt  and  New  York,    www.aventis.com 


your  dreams. 


Aventis 


Our  Challenge  is  Life 
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"From  our  perspective, 
Dntario's  workforce 
is  among  the  best  in 
the  world." 

Ed  Kilroy,  President  and  CEO,  IBM  Canada 


Home  to  a  new  generation  off  knowledge  workers,  Ontario  is  fast  becoming 
known  for  the  richness  of  its  human  resources.  •  For  international  companies  like  IBM,  this 
means  the  advantage  of  drawing  on  the  best  possible  candidates  in  a  global  drive  to  offer  their 
customers  a  complete  menu  of  business  solutions.  •  As  Ed  Kilroy  explains,  "What 
impresses  me  most  about  the  workforce  here  is  the  sheer  depth  of  the  skill  base." 

•  The  reasons  IBM  chose  Ontario  include  its  high  quality  education  system, 
multi-language  talent  pool,  excellent  information  and  telecommunications  infrastructure,  and 
a  sterling  reputation  for  customer  service.  •  It's  only  natural  that  Ontario  has  become  such  a 
hub  for  knowledge-intensive  industries.  The  population  is  distinctly  computer-literate, 
fluent  with  existing  technologies  and  highly  proactive  in  creating  new  ones.  •  In  fact,  60%  of 
the  workforce  have  college  or  university  training,  among  the  highest  rates  in  North  America. 

•  Combine  that  with  costs  independently  verified  the  lowest  among  the  G-7,  and  a  quality  of 
life  the  U.N.  ranks  among  the  best  in  the  world,  and  you'll  appreciate  why  for  global  players, 
Ontario  offers  everything  you  need  for  a  winning  business  solution.  Set  your  sights  on  Ontario. 


www.2ontario.com 

1  800  819  8701 


Ontario 

Canada 

The  Futures  Right  Here 
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": I     Giving  your  customers  better  service  means  letting  them 

know  when  they'll  receive  what  you  promised.  Brown  can 
do  that.  With  UPS  E-mail  Ship  Notification,  your  customers 
J  not  only  get  confirmation  that  their  orders  are  on  the  way, 
^^^  Brown  lets  them  track  those  orders  themselves.  So  you'll 
have  time  to  pursue  future  sales  instead  of  past  shipments.  And  you 
thought  we  just  delivered  packages.  WHAT  CAN  BROWN  DO  FOR  YOU?s 


and  the  Customer  Service  Manager 
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When  software  lets  companies  collaborate  better  by  linking  them  closer  together,  that's 
business  with  .NET.  Making  seamless  connections  with  your  business  partners  helps  you  team  up 
in  new  and  powerful  ways.  .NET  connected  software  from  Microsoft  links  your  systems  with  those 
bf  outside  companies,  regardless  of  existing  platforms  or  programming  languages.  So  now,  data  and 
ideas  flow  freely  between  organizations,  which  allows  for  unprecedented  collaboration  and  opens  the 
door  to  new  partnership  opportunities.  That's  one  degree  of  separation.  That's  business  with  .NET. 
Find  out  how  .NET  connected  software  can  help  you  forge  closer  connections  with  your  partners. 
Go  to  microsoft.com/enterprise  Software  for  the  Agile  Business. 


Dollar  Rent  A  Car  wanted  to  let  potential  partners  directly  access  its  mainframe- 
based  reservation  system  via  the  Internet.  Using  .NET  connected  software  from 
Microsoft,  they  built  an  interface  application  that  has  already  produced  thousands 
of  new  reservations  and  millions  of  dollars  in  additional  revenue. 


>  Microsoft  Corporation.  All  rights  reserved.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  The  names 
al  companies  and  products  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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LAKE  LEFT  A  MESSAGE  AT  HIS  COWORKER'S  OFFICE. 
LAKE  LEFT  A  MESSAGE  ON  HIS  COWORKERS  CELL 
LAKE  WAITS  FOR  ANSWERS 
IffllLE  A  COMPETITOR  CLOSES  HIS  DEAL. 
LAKE'S  COMPANY  NEEDS  THE  SPRINT  PCS 
LEAR  WIRELESS  WORKPLACE. 


in  give  your  employees  a  single  number  for  their  office  line  and  wireless  phone, 

ding  calls  to  wherever  they  are  on  the  Sprint  PCS  Nationwide  Network, 

:hing  more  than  230  million  people.  So  they  have  a  better  chance  of  connecting. 

in  also  let  them  check  all  their  messages  by  calling  a  single  voicemail  box. 
hey  can  get,  and  return,  their  messages  sooner. 

I  it'll  do  a  lot  more  to  help  them  stay  in  touch.  It's  one  part  of  the  Clear  Wireless  Workplace 
ed  the  Sprint  PCS  Integrated  Officer  Get  the  whole  story  at  sprintpcs.com 


^Sprint 


Sprint  PCS 


STRETCH  YOUR  INVESTOR  MIND  AND  IT  WILL 
NEVER  GO  BACK  TO  ITS  ORIGINAL  DIMENSIONS. 


MUTL         FUNDS 


RETIREMENT  SERVICES 


EXPERT  GUIDANCE 


TRADI 


4 


where  you  look,  everything  you  learn  helps  you  become  a  more  successful  investor.  So  you  want  those  who 
ge  your  money  to  have  that  same  ever-expanding  passion.  People  who  use  inspiration,  smarts,  and  guts  to  find  what 
s  might  miss.  You  want  Fidelity.  So  call,  click,  or  visit.  Because  you're  not  just  invested.  You're  personally  invested.5 


0. FIDELITY  I  FIDELITY.COM  I  85  INVESTOR  CENTERS  Fidelity 


investments^ 
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wind  in  your  hair. 


^Eorbes 


For  links  to  all  articles  cited  on  this  page,  visit  us  at 
www.forbes.com/contents. 


Forbes  Magazine 


SPECIAL  ISSUE  Wealth  Strategies: 

Forbes 

INVESTMENT! 


College 
Savings 

The  Smartest 
529  Plana 


GUIDE 


Real  Estate 
jMnilsYoui 

Home  Rcallv  Worth? 


Investment  Guide 

Online  only:  Added  data  and 
more  than  15  tools  and  calcula- 
tors to  help  your  investment  and 
financial  planning.  Watch  Senior.  | 
Reporter  Michael  Maiello  on 
our  Video  Network  for  tips  on 
getting  financial  advice.  Talk 
investing  with  fellow  FORBES 
readers  in  our  new  personal 
finance  discussion  forums. 

Forbes  on  Fox 

Watch  clips  from  our  Forbes  on 
Fox  TV  show;  go  online  to  get 
data  and  price  charts  of  stocks 
mentioned  in  our  program. 

Search  Our  Archive 

Instant  access  to  past  issues. 

Forbes  Global 

Beyond  the  Russell  2000 

Better  known  for  its  market 
indexes,  Frank  Russell  Co.  is  a 
$70  billion  (assets)  pension  con- 
sulting, asset  management  and 
research  firm — one  whose  sales 
have  grown  about  25%  annu- 
ally for  the  last  two  decades. 
Also  in  this  issue:  the  annual 
Global  Investment  Guide. 


■R  COM 


What  good  is  the  world  at  your  fingertips  if  you  never  actually  touch  it? 


like  nothing  else" 


itimes  you  find  yourself  in  the  middle  of  nowhere.  And  sometimes  in  the  middle  of  nowhere  you  find  yourself.  The  legendary  HI. 


INDEX    1    Companies 


Each  reference  is  to  the  page  of  the  story  on  which  the  company  first  appears. 


AMC,  50 

AOL  Time  Warner  56, 98, 132, 216 

AT&T,  26, 218 

AccuQuote,  190 

Acker  Merrall  &  Gondii,  239 

AdvancePCS,  146 

Affiliated  Computer 

Services,  208 
Alcoa,  76,  218 
Alfa  Romeo,  252 
Alliance  Capital,  204 
Always  Towing,  146 
Amazon,  218 

American  Express,  82, 236 
Ameritas  Life,  190 
America  Movil,  222 
Anchor  Books,  244 
Arthur  Andersen,  212, 216 
Apollo  Group,  210 
Apple  Computer,  136 
Arch  Chemicals,  248 
Archer  Daniels  Midland,  248 
Asahi  Kasei,  94 
Astra  International,  226 
The  Adantic,  222 
Atlantic  Monthly  Press,  92 
Automatic  Data  Processing,  210 
Avon  Products,  151 
BMW,  132 
Bank  Leumi,  230 
Bank  One,  218 
Bank  One  Investment 

Advisors,  1 1 2 
Bank  of  America,  72 
Barnes  8<  Noble  Books,  244 
Sanford  C.  Bernstein,  54 
Best  Buy,  52, 100 
Biomet,  248 
Black  Enterprise,  58 
Bridge  Information  Systems,  210 
Brightmail,  132 
Bristol-Myers  Squibb,  132 
British  Telecom,  66 
Broadcom,  104 
Broadway  Books,  244 
Budweiser,  56, 132 
Bunge,  248 

Burson-Marsteller,  132 
CCH,  188 
CIT  Group,  72 
CSX,  75 
Calpine,  206 
Caribbean  Telephone 

8c  Telegraph,  66 
Carrefour,  1 1 

I  aterpillar,  218 

Cerberus  Capital  Management,  58 

Cerulli  Associates,  168 

Cherokee,  141 

Chevron  Phillips  Chemical,  76 

ChevronTexacO)  60 

Chicago  YViin 

Chateau  Haut-Brioi    139 

Chateau  1  eoville-Barton,  239 

("lingular  Wireless,  82 

Circuit  City,  100 

Cisco  Systems,  104,218 

(  itco,  48 

Citigroup,  18,  i  1 1 


Citizens  Bank,  144 

Citroen,  251 

Clayton,  Dubilier  8<  Rice,  54 

Coca-Cola,  174 

Codeweavers,  134 

CollegeSure,  204 

Comcast,  100 

Compaq,  103 

Computer  Economics,  128 

ConvergeNet  Technologies,  108 

Cooper  Tire  8<  Rubber,  75 

Cootes  Drive,  48 

Corcoran  Group,  230 

Corporate  Finance  Advisory,  210 

Credit  Suisse  First  Boston,  88 

Cushman  8<  Wakefield,  26 

P.E.F 

DDB  Worldwide,  132 

Data  Mobility  Group,  108 

Davis  Gaming,  88 

Deere,  218 

Dell  Computer,  102 

Delta  Networks,  110 

Deutsche  Bank,  214 

Devon  Health  Services,  146 

Digital  Equipment,  104 

Walt  Disney,  81, 142 

Dodge  &  Cox,  218 

Doubleday,  240 

Dow  Chemical,  216, 218 

Duke  Power,  76 

DuPont,  92 

Dynegy,  60 

EDS,  112 

EMC,  60, 108 

Eagletech  Communications,  46 

Eaton  Vance,  234 

Ebay,  206, 239 

A.G.  Edwards,  214 

Edwards  Theatres,  50 

Emerald  Casino,  86 

Emerson,  92 

Enron,  43, 60, 174,216 

E.piphany,  132 

Expedia,  22 

Explorador  Capital,  222 

ExxonMobil,  174,222 

Fahnestock  8<  Co.,  54 

FedEx,  218 

Federated  Department 

Stores,  248 
Federated  Investors,  206, 248 
Fidelity  funds,  172, 180,218, 

232, 234 
The  Firm,  60 
Fiserv,  208 
FleetBoston,  60 
Ford  Motor,  75, 216, 252 
Forrester  Research,  132 
Free  Press,  50 

G,H,  I 

G&K  Automotive,  252 
I  rnest  &  Julio  Gallo,  152 

ip,  142 
Gartner,  128 
« iateway,  103 
<  .cncr.il  Motors,  56,  75,92 


Given  Imaging,  139 
Golden  West  Financial,  218 
Goldman  Sachs,  210 
Gudang  Garan,  226 
H8(R  Block,  188 
HM  Sampoerna,  226 
Halliburton,  216 
Halstead  Property,  230 
Handspring,  136 
Harley-Davidson,  174, 210 
Hartford  Life,  202 
Heartland  funds,  184 
Heritage  Healthcare,  182 
Hewlett-Packard,  103,218 
Hi-Rim,  68 
Hoechst,  94 
HomeDepot,  22 
Honda,  226 

Huawei  Technologies,  92 
IBM,  103, 134 
IDC,  110 

Incorporate.com,  174 
Intel,  104 

International  Paper,  218 
Intuit,  22,  188 
Iris  Enterprises,  72 
iShares  Russell  2000  Index 

Fund,  180 
Ivax,  206 

mimJLmmJLJmm 

JagNotes.com,  48 

Janus  funds,  172,218 

Jensen  Fund,  248 

Johnson  &  Johnson,  174 

Jones  Apparel,  248 

Jones,  Day,  Reavis  8c  Pogue,  94 

Kinko's,  54 

Calvin  Klein,  142 

Kline  Group,  152 

Kmart,  142,  218 

Lands'  End,  132 

Estee  Lauder,  152 

Legg  Mason,  236 

Limited,  142 

Linux,  104 

Lycoris,  134 


M.N.O 


MCI,  64 

MGM-Mirage,  86 

MSN,  132 

MTS,  52 

Manatee  Capital,  72 

Mandalay  Resorts,  88 

Marshall  Miller  &  Schroeder,  184 

Marvell,  110 

Mattel,  60 

Maxtor,  108 

May  Department  Stores,  248 

McAfee.com,  128 

Medlmmune,  206 

Mellon  Bank,  174 

Merrill  Lynch,  43, 214 

Microsoft,  58,  98,  104,  125,  134 

Miller  8c  Schroeder,  182 

Mindarrow  Systems,  132 

III  Morgan  Chase,  56 

JPMorgan  funds,  236 


Morgan  Stanley,  48, 1 1 2, 1 5 1 , 1 74, 

180,  236 
Morningstar,  218 
Mossimo,  142. 
Motorola,  92,  216 
Mrs.  Field's  Cookies,  142 
NTT  Docomo,  130 
Nagasakiya,  58 
Nanopierce,  48 
National  Bank  of  Canada,  72 
National  Basketball 

Association,  132 
National  Marketing  Services,  146 
Nestle,  206 
Netscape,  100 
Network  Appliance,  108 
Network  Computing  Devices,  174 
New  Vine  Logistics,  239 
Next  Generation  Network,  50 
Nike,  56 
Nintendo,  58 
Nortel,  110 
Office  Depot,  132 
Omega  Trust  8c  Trading,  212 
Oracle,  104 
Orion  Management  Services,  72 

P.Q.R 

PPO-Next,  146 

PT  Telekomunikasi,  226 

Palisades  Capital,  144 

Peet  Packing,  68 

J.C.  Penney,  151 

PepsiCo,  52 

Peters,  Murdaugh,  Parker,  Eltzroth 

8c  Detrick,  75 
Petrobras,  222 
Pharmacia,  75 
Phillips  Petroleum,  218 
Pimco  TIPS  fund,  204 
Pinnacle  Choice,  146 
Plume,  244 
Porsche,  252 
T.  Rowe  Price  Program  for 

Charitable  Giving,  234 
PricewaterhouseCoopers,  130 
Pro  Net,  146 
Puritan  Industries,  142 
Quotesmith.com.  190 
Qwest  Communications,  100,  216 
RBC  Dain  Rauscher,  248 
Ralston  Purina,  206 
Regal  Entertainment  Group,  50 
Research  in  Motion,  136 
Responsys,  132 
Revlon,  152 
RioTinto,218 
Roper  Starch  Worldwide,  132 

S.T.U 

SGI,  103 

SMI  Steel,  76 

Sallie  Mae,  I  1 1 

Salomon  Smith  Barney,  46, 

222, 234 
Sam's  Wine  &  Spirits,  239 
Schering-Plough,  218 
Charles  Schwab,  168, 174,  184 
Sears,  Roebuck,  75, 132, 146,  151 


Select  Advantage,  146. 
Sherry-Lehman,  239 
Sideout,  142 
Smith  Barney  Charitable 

Investment  Fund,  234 
Sony,  58,  134 
Sophos,  125 
Southridge  Capital,  46 
Spectrem  Group,  170 
Martha  Stewart,  142 
StorageApps,  108 
Stryker,  248 
Julian  J.  Studley.,  230 
Sun  Microsystems,  103 
Symantec,  125 
TIAA-CREF,  190,202 
Target,  52, 100, 142 
Tax  Mam,  188 
Tel-Central,  68, 
Telefonica,  130 
Telefonos  de  Mexico,  222 
Telemedia  Networks,  72 
Telkomsel,  226 
Terrier  Partners,  142 
Tesco,  142 

Thomson  Kernaghan,  46 
3Com,  110 
Tower  Records,  52 
Toyota,  226 
Trend  Micro,  130 
Twentieth  Century  Fox,  48 
Twenty  Twenty  Wine 

Merchants,  239 
Tyco,  216 
U.S.  Bancorp,  184 
U.S.  Filter,  44 
UBS  Paine  Webber,  48 
UBS  Warburg,  92 
USAA,  172 
USEC,  26 
Unilever,  176 
Union  Pacific,  218 
United  Artists,  50 
Universal  Pictures,  48 
C.E.  Unterberg,  Towbin,  112 


v,w 


Vanguard,  168,  180,202,234 
Verizon,  222 
Versura,  144 

Vivendi  Environnement,  44 
Vivendi  Universal,  44, 82 
VoiceStream,  136 
Waddell  &  Reed,  202 
Wal-Mart  Stores,  52, 76, 

100, 146 
Walgreen,  206 

Washington  Square  Press,  32 
Waste  Management,  88 
Wells  Fargo,  174 
Winetasting.com,  239 
Working  Title,  48 
WorldCom,  66, 216 

X.Y.Z 

Xerox,  218 

Yahoo  Finance,  1  "4 

Zellers,  142 

Zimmcr  Holdings,  248 


FORBES  is  publisl  i         nbined  in  lune  and  August  and  four  special  issues  in  spring,  summer,  fall  and  winter  by  FORBES  INC.  Subscriptions:  U.S.A.,  one  year  $59.95.  Canad 
one  year,  ( $89.95  (includes  i  ,s  |  i,  Forbes  Subscriber  Service:  lo  order,  change  address  or  other  customer  set  I  ice, call  I  800-888-9896  (U.S.A.  and  Canada),  e-mail  us  at  subscriber@forbes.com, vii 

us  online  at  www.forbes.con  ibscril                 !Q  Box  5471  Harlan,  IA  51593-0971, 

Where  necessary,  pi  iyi  ight  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  222  Rosewood  Dr.,  Danvers,  MA  01923, 

tophotocop)  articlesowi    db  i                           ,  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (0015  6914),  volume,  and  first  and  last  page  number  of  eacH 

article  copied.  (  opying  for  othi  laluseo  internal  reference,  oi  ol  articles  or  columns  not  owned  by  Forbes  without  express  pei  mission  of  Forbes  or  the  copyright  owner  is 
expressly  prohibited. 

To  purchase  back  issues  of  Forbes  n  Ine,  call  1  -800-429-0106.  To  order  reprints:  call  212-620-2399  or  fax  212-206-51 18  or  e-mail  rcprintst^forbes.com 

(minimum  order  500)i  to  requi  in  to  republish  an  article  call  212-620-1819  or  fax  212-206-51 18.  Reprints  reproduced  by  others  are  not  authorized. 


18      I     O    R   B   E   S   ■   ] 


JUST  HOW  WILL  USING  CARDS 
HELP  YOUR  COMPANY 

CONTROL  EXPENSES? 


By  putting  limits  on  where  and  how 
cards  can  be  used. 


By  reporting  spending  by 
employee,  client,  category. 


By  protecting  your  company 
from  unauthorized  spending. 


All  of  the  above. 


It's  not  just  the  American  Express  Corporate  Card. 
It's  an  expense  management  system  that  puts  you  in  control. 


EXPRESS 


Call  1-888-899-6853  or  visit  americanexpress.com/corporatecontrol 
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Introi 
Antimicrobial         ited   Steel 


Last  year  people  spent  a  billion  dollars  on  all  sorts  of  antimicrobial  products.  M  |e 
can  haul  out  the  hard  stuff,  with  new  AglONT  antimicrobial-coated  steel.  It  supf  k 
the  growth  of  bacteria,  molds  and  fungi  on  products  such  as  building  fixtures 


jnts,  food  and  medical  equipment,  and  appliances.  And  customers  are 
o  pay  more  for  the  added  cleanliness.  To  learn  how  to  make  steel 
even  stronger,  call  1-866-571-6351  or  visit  www.aksteel.com/agion. 
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AlTlclTG U I  "lOUr  Have  you  noticed  how  the  do-it 
yourself  sector  is  thriving?  A  busy  executive  will  spend  a  week 
end  renting  a  concrete  saw  to  avoid  a  contractor's  bill,  or  usinj 
TurboTax  to  take  on  the  insanities  of  the  tax  code,  or  bypassing 
the  travel  agent  with  a  Web  search.  Good  news  for  Home  Depoti 
Intuit  and  Expedia,  to  name  three  hot  stocks  that  benefit  frorr 
this  phenomenon.  Perhaps  a  mixed  blessing  for  the  weekenc 
warriors,  who  wind  up  with 
a  few  bruises  for  their 
efforts. 

There's  one  do-it-your- 
self trend,  though,  about 
which  I  can  offer  a  less 
equivocal  endorsement: 
financial  planning.  Begin- 
ning on  page  170  Brigid 
McMenamin  details  how 
six  people  act  as  their  own 
money  managers. 

Two  things  make  wealth 
management  a  particularly 
fruitful  area  for  the  gifted 
amateur.  One  is  the  money 
to  be  saved.  Suppose  you 
have  $500,000  in  the  market  and  want  to  put  it  away  for  2( 
years.  In  an  index  fund  it  would,  let  us  speculate,  quadruple 
With  stock  picking,  or  just  handholding,  from  a  pro  you  coulc 
expect  the  same  results — minus  1%  a  year  for  his  services.  I 
your  expert  is  merely  average,  he  will  leave  you  $364,000  poorer 
You  think  your  expert  could  beat  the  market?  He  might.  He 
might  do  much  worse.  How  do  you  know  in  advance  wilier 
kind  you  have?  An  average  contractor  can  at  least  fix  your  stoop 
but  an  average  money  manager  is  worthless. 

The  other  problem  with  money  experts  is  that  most  of  their 
confront  a  conflict  between  your  needs  and  their  own.  Is  t 
whole-life  insurance  policy  a  better  way  to  escape  the  estate  ta> 
than  making  gifts  every  year  to  your  descendants?  You  can'! 
expect  the  insurance  salesman  to  analyze  this  question  dispas- 
sionately. As  Warren  Buffett  is  wont  to  say:  Don't  ask  a  barber  il 
you  need  a  haircut. 

Here's  a  compromise  solution  to  wealth  management  thai 
will  save  you  bucks  but  not  enslave  you  on  weekends.  Put  mosl 
of  your  stock  market  money  in  index  funds,  but  set  aside  a  smal1 
portion  to  actively  manage  yourself.  Make  big  decisions  on  youi 
own,  but  call  in  experts,  paid  by  the  hour,  for  specialized  tasks 
like  deciding  when  to  exercise  employee  stock  options.  We  tell 
more  about  that  on  pages  186  to  190.  Lastly,  educate  yourself.  1 
am  not  a  dispassionate  source,  but  I  think  a  $60  magazine  sub- 
scription will  go  further  than  a  financial  planner  costing  a 
hundred  times  that. 
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This  is  about 
the  parents  who  managed  to  squeeze  out 

one  more  semester  of  colleg, 

by  getting  rid  of  what  stood  in  their  way. 

J\  lot  of  investors  ask  the  same 
question  when  it  comes  to  saving 
for  a  child's  college  education. 
"Where  is  the  money  going  to 
come  from?" 

Comparing  mutual  fund 

expenses  could  be  part  of  the  answer.  For  example,  take  a 

fund  with  an  expense  ratio  of  1.3  percent  versus  one  with 

an  expense  ratio  of  just  .3  percent. 

Applied  to  an  initial  $5,000 

investment,  with  subsequent  annual 

investments  of  $5,000,  returning 

10  percent  and  compounded 

over  15  years,  the  difference  adds  ' 

up  to  $15,398.  That's  a  semester,  and  then  some 

To  get  your  expenses  in  order,  call  us  at  1-800-962-5027, 
or  visit  us  at  Vanguard.com™  We  can  help. 


1-800-962-5027 

www.vanguard.com 


THr\feinsuardGROUfe 

Invest  in  our  way  of  invcsi 


ore  information,  including  risks,  charges,  and  expenses,  about  any  Vanguard  fund,  obtain  its  prospectus  from  The  Vanguard  Group.  Read 
sfufly  before  you  invest  or  send  money.  ©  2002  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Comfortably  seats  five  car  critics. 

"The  new  Q  is  a  first... stellar  performance  and  soul." 

-  Forbes.com 

"The  cabin  features  a  dazzling  array  of  technology." 

-  Automobile  Magazine,  May  2001 

"A  serious  player  in  the  high-end  segment." 

-AutoWeek 


'Ready  to  take  on  the  best  from  Lexus,  BMW  and  Mercedes-Benz." 

-  AMI  Auto  World  Magazine 

"Performance,  technology  and  luxury  abound  in  the  new  Q." 

-  Motor  Trend 

The  QA5.  From  Infiniti.  In  the  neighborhood  of  $55,000.* 


Accelerating   the  future"        INFINITI 


;  price.  INFINITI  Model  Names  are  Nissan  trade  002  INFIN! 
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Wireless  Static 

"Zeglis  the  Zealot"  (May  27,  p.  59)  creates 
a  false  picture  of  AT&T  Wireless.  Your  story 
states  the  AT&T  Wireless  network  is 
"jammed  to  capacity."  It  uses  a  worst-case 
scenario  to  construct  an  estimate -of 
blocked  calls  that  is  overstated.  We  operate 
below  the  industry  standard  of  2%  for 
blocked  calls  in  most  of  our  markets.  The 
story  paints  a  misleading  picture  of  our 
debt.  Net  debt  at  the  end  of  the  first  quar- 
ter was  $6.8  billion,  a  key  metric  watched 
by  rating  agencies.  You  cite  total  debt  of 
$11.2  billion  but  do  not  count  cash  on 
hand.  Nor  do  you  indicate  that  our  recent 
$3  billion  bond  offering  generated  even 
more  cash  and  did  not  change  our  net 
debt.  The  story  omits  details  of  our  CEO's 
work  history.  Before  heading  the  wireless 
division,  which  became  independent  last 
July,  John  Zeglis  was  president  of  AT&T, 
with  responsibility  for  the  company's  con- 
sumer business  and  international  opera- 
tions, as  well  as  its  wireless  activities. 

ADELE  AMBROSE 

Executive  Vice  President,  AT&T  Wireless 

Basking  Ridge,  N.J. 

Nuclear  Waste 

In  "Nukes  for  Sale"  (May  27,  p.  54)  Joseph 
Stiglitz  continues  his  diatribe  against  the 
privatization  of  the  U.S.  Enrichment  Corp. 
None  of  his  gloomy  predictions  have 
come  to  pass.  USEC  and  its  Russian  partner 
have  eliminated  bomb-grade  material  for 
almost  6,000  nuclear  warheads,  keeping 
them  out  of  terrorist  hands.  USEC,  not  the 
government,  is  financing  the  elimination 
of  these  warheads  by  working  with  Tenex, 
Russia's  executive  agent.  In  the  past  eight 
years  we  have  eliminated  nearly  one-third 
of  Russian  bomb  material  and  are  about 
30%  ahead  of  the  original  schedule  estab- 
lished by  the  U.S.  and  Russian  govern- 
ments in  1993. 

CHARLES  B.YULISH 

Vice  President,  USEC 

Bethesda,  Md. 

Mistaken  Identity 

Cushman  &  Wakefield  is  a  full-service 
real  estate  firm,  not  a  developer,  as  it  was 
described  in  "A  Tempest  Over  $21  Bil- 
lion" (May  27,  p.  112). 


STOCK  PICKING 
Do  It  Uke  The  Pro 


Hung  Jury 

"The  Tort  Mess"  (May  13,  p.  91) 
is  hurting  medical  care  in  my 
rural  area.  It  has  driven  country 
doctors  to  the  point  where  we  can 
not  deliver  our  babies  and  we  can 
not  take  care  of  our  old  folks. 
JAMES  W.  MIDDLETON  JR.,  M.D. 
Munfordville,  Ky. 

When  a  physician  issues  a  bill,  it 
should  show  that  $500  is  for  con- 
tingent lawyer  fees.  The  public 
would  catch  on. 

W.B.  RUSHING 
Lubbock,  Tex. 

A  better  title  for  the  article:  "If  you  , 
build  it  badly,  they  will  sue."  I  rep- 
resent homeowners  whose  savings 
were  wiped  out  by  builders  who  ig- 
nored service  obligations  and  used 
nonunion  labor  and  poor  materi- 
als. The  owners  can't  sell  their  prop- 
erties. Lawsuits  are  their  only  hope. 
WAYNE  S.  KREGER 
Los  Angeles,  Calif. 

So  a  neurosurgeon  was  too  lazy  to 
order  the  proper  tests  and  we're 
supposed  to  shed  tears  for  him 
when  this  costs  a  young  guy  his  life? 
MURIEL  A.  HUDSON 
Arlington,  Va. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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.ismess  transformation  outsourcing  can  be  a  direct  line 
i  growth  in  any  company.  Accenture  is  combining 
.itsourcing  capabilities  with  consulting  experience  to  deliver 
orld-class  supply  chain  management,  increased  speed 
•  market,  and  enhanced  retailer  service  and  satisfaction  for 
r&T's  PrePaid  Card  business.  To  learn  how  Accenture  can 
>lp  you  transform  your  business  and  drive  top-line  results,    . 
sitaccenture.coin/outsourcing. 

insulting  •  Technology  •  Outsourcing  •  Alliances 


accenture 


Innovation  delivered. 
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COLOR  LASER  COPIER  5000 
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Since  Canon  color  speaks  for  itself,  let's  talk  spec 
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O  Canon's  legendary  color  and  image  quality .j 

O 

O  yours  at  a  speed  that  has  everyone  talkii, 

i^j  The  50-page-per-minute  Canon  CLC  5000  1 

c^j  machine  designed  with  all  of  the  innovat  jl 
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tered  trademark  and  Canon  Know  How  Is  a  trademark  of  Canon  Inc.  IMAGEANYWARE  is  a  service  mark  of  Canon  U.S.A..  Inc.  ©2002  Canon  U.S.A 
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:hnology  Canon  is  known  for.  Our  advanced 
tomatic  Image  Refinement  technology  for  the 
uivalent  of  800x400  dpi  resolution.  Our  Finer 
ighter  Toner  for  a  wider  array  of  colors.  And  a 


Call  1-866-EZCOLOR  or  visit  www.usa.canon.com 


Single-step  Direct  Transfer  System  for  amazing  pinpoint 
registration.  It's  big  news  in  a  small  footprint.  At 
Canon,  we're  giving  people  the  know-how  to  create 
unrivaled  color  images  at  truly  remarkable  speeds. 


Canon 


KNOW  HOW 


TM 


With  Avaya,  you're  already  this  close  to  IP  Telephony. 

In  fact,  as  the  leader  in  voice  solutions,  Avaya  can  give  you  Enterprise  Class  IP 
Solutions  now.  By  merging  voice  and  data  into  one  network,  you  cut  costs  while 
enabling  employees  to  stay  in  touch  with  clients  and  colleagues,  utilizing  multimedia 
communications  seamlessly  —  anywhere,  anytime.  And  our  MultiVantage™  Software  utilizes 
an  open  architecture,  which  allows  integration  with  your  existing  systems  and  business 
processes.  So  you  can  extend  the  benefits  of  IP  Telephony  at  your  own  pace,  however  it 
makes  sense  for  your  company.  See  how  close  you  are  to  IP  Telephony  at  avaya.com/yes 
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COMMUNICATION    WITHOUT    BOUNDARIES 


EACT  AND  COMMENT 

By6teve  Forbes,  Editor-in-Chief 

"With  all  thy  getting  get  understanding" 


A  DEFINING  MOMENT  FOR  PRESIDENT  BUSH 


THE  US  SENATE  IS  PLAYING  GAMES  V\1TH  INTERNATIONAL  TRADE 
that  could  have  devastating  consequences.  President  Bush  is  try- 
ing to  get  authority'  from  Congress  to  negotiate  major  trade  agree- 
ments. So-called  fast-track  authority'  means  that  an  agreement  is 
voted  either  up  or  down  in  Congress — no  amendments  are  per- 
mitted. Our  trading  partners  would  not  make  politically  difficult 
concessions  if  they  knew  Congress  could  gut  any  American  recip- 
rocal concessions.  Yet  the  Senate  recently  passed  a  "killer"  provi- 
sion that  would  allow  Congress  to  play  special-interest  games  with 


U.S.  trade  pacts.  If  this  becomes  law,  the  movement  to  ease  trade 
barriers,  pursued  since  World  War  II,  will  come  to  an  abrupt  end. 
These  Senators  must  be  oblivious  to  the  principal  cause  of  the 
Great  Depression:  The  ultraprotectionist  Smoot-Hawley  Tariff, 
which  destroyed  global  trade  and  capital  flows.  The  resulting 
economic  distress  made  possible  the  rise  of  Adolf  Hitler  and  set 
the  stage  for  WWII.  If  the  Senate's  killer  amendment  remains,  the 
President  must  follow  through  on  his  threat  to  veto  this  legislation. 
Otherwise  we  risk  a  re-descent  into  the  purgatory  of  the  1 930s. 


OVERDRAWING  A  GOOD  THING 


INCREDIBLY.  CONGRESS  IS  CONSIDERING  RAISING  THE  CURRENT 
deposit  insurance  ceiling  for  banks  from  $100,000  to  $130,000  for 
individual  bank  deposits  and  to  $260,000  for  certain  types  of  retire- 
ment accounts.  This  move  should  be  stopped.  The  last  time  Wash- 
ington hiked  the  limit  (in  1980,  from 
$40,000  to  $100,000),  it  helped  fuel  the  cat- 
astrophic savings  and  loan  collapse.  A 
mini -industry  grew  from  brokers  who  sold 
high-yielding  bank  CDs.  Customers  did 
not  care  about  these  institutions'  financial 
soundness;  after  all,  Uncle  Sam  was  guar- 
anteeing the  deposits.  These  banks,  partic- 
ularlv  the  S&Ls,  went  on  a  lending  binge. 

Small  banks  say  they  need  higher 
insurance  to  compete  more  effectively.  It's 
hard  to  see  why.  Many  of  them  are  more 
profitable  than  their  larger,  oft-hidebound, 
brethren  and  are  growing  faster.  Moreover,  large  banks  will  also  get 
the  increased  coverage.  Depositors  who  find  the  $100,000  limit 
confining  can  easily  spread  their  money  into  CDs  at  other  banks. 


Deposit  insurance  is  supposed  to  prevent  bank 
runs,  not  encourage  bad  practices. 


Anyway,  the  average  bank  account  today  is  well  below  $100,000, 
and  only  about  2%  of  bank  deposits  are  not  covered  by  insurance. 
The  Federal  Deposit  Insurance  Corp.  is  willing  to  see  the  ceil- 
ing boosted  if  it  gets  more  flexibility  in  setting  deposit  insurance 
premiums.  Currently,  premiums  must  go 
up  if  FDIC  reserves  fall  below  1 .25%  of 
outstanding  insured  deposits.  The  FDIC 
says  this  means  that  during  bad  times  it 
would  have  to  exact  more  money  from 
the  banks.  But  isn't  this  what  usually 
happens  to  insurance  policy  prices  after 
a  disaster?  If  Congress  wants  to  give  the 
FDIC  flexibility  to  have  the  reserves 
range  between  1%  and  1.5%,  it  should 
do  so  in  separate  legislation.  But  legisla- 
tors should  know  full  well  what  would 
happen  if  there  were  not  hard  and  fast 
rules  on  premiums:  Regulators  would  be  under  pressure  to  keep 
premiums  and  reserves  low.  In  a  crisis,  the  taxpayer  would  be  left 
holding  the  bag.  Which  is  exactly  what  happened  with  the  S&Ls. 


DISENFRANCHISING  MOST  VOTERS 


BOTH  THE  REPUBLICAN  AND  DEMOCRATIC  PARTIES  HAVE  BEEN 
accelerating  the  timetable  for  the  presidential  nominating 
process.  In  1996  and  2000  nominees  were  known  by  early  March, 
even  though  the  conventions  did  not  take  place  until  late  sum- 
mer and  the  general  election  until  November.  Now  the  Demo- 
crats are  front-loading  the  system  even  more:  In  2004  both  the 
Iowa  caucus  and  the  New  Hampshire  primary  will  be  held  in 
January,  with  other  state  contests  coming  fast  and  furious 
in  early  February.  By  Valentine's  Day  the  contest  will  be  over. 

Why  the  rush?  Why  deprive  most  of  the  country  of  a  chance  to 
have  their  voices  heard  in  the  nominating  process?  Party  profession- 
als front-loaded  the  contests  in  2000  to  hobble  outsiders.  Their  the- 


ory: Outsiders,  even  if  they  scored  well  in  Iowa  or  New  Hampshire, 
wouldn't  have  enough  time  to  assemble  the  resources  necessary  to 
compete  effectively  in  a  dozen  primaries  falling  on  a  single  day.  (Of 
course,  an  unknown  could  burst  onto  the  scene  and,  thanks  to  the 
abbreviated  process,  win  before  he'd  undergone  proper  scrutiny.) 

In  a  parliamentary  system,  voters  know  the  party  candidates 
for  the  top  office  well  in  advance  of  an  election.  In  the  U.S.,  by  con- 
trast, voters  must  get  to  know — and  size  up) — aspirants  during  the 
presidential  campaign  itself.  Just  about  every  candidate  who  gets 
traction  eventually  undergoes  a  hazing  from  the  press,  in  which  he 
is  the  subject  of  numerous  unflattering  stories.  Swarms  of  TV 
reporters  badger  the  candidate  with  questions,  hoping  to  trip  him 
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up.  It's  not  pleasant  to  undergo,  but  it  does 
give  voters  the  opportunity  to  gauge  how 
well  the  wanna-be  nominee  handles  pres- 
sure. Given  the  nature  of  the  presidency,  with 
its  unexpected  crises  and  incessant  domestic 
demands,  voters  want  to  see  if  a  presidential 
contender  can  stand  the  heat.  Ross  Perot,  for 
instance,  would  probably  have  won  the  pop- 
ular vote  in  1992,  and  perhaps  even  the  Oval 
Office  itself,  had  he  not,  while  undergoing 
intense  media  probing,  suddenly  withdrawn 
from  the  race  from  July  16  to  Oct.  1. 


Unlike  recent  elections,  the  GOP's  1976 
nomination  battle  between  Reagan  and 
Ford  lasted  several  months  and  involved 
most  GOP  voters. 


Instead  of  a  now-you-see-it-now-you- 
don't  approach,  the  parties  should  make  the 
presidential  nominating  process  more  delib- 
erate, more  inclusive.  After  Iowa  and  New 
Hampshire,  why  not  have  only  two  or  three 
primaries  or  caucuses  a  week?  Voters  would  gel 
to  know  the  candidates  better,  and  more  states 
•  would  have  a  real  voice.  Issues  would  gel 
thrashed  out,  and  the  public  might  become 
more  engaged.  Nominating  contests  would  still 
be  over  before  summer  began.  Such  a  change 
is  so  sensible  it  will  probably  never  happen. 


GREAT  BOOK;  GREAT  PROJECT 


War  Letters — edited  by  Andrew  Carroll  (Washington  Square  Press, 
$16).  An  extraordinary  compilation,  ranging  from  the  Civil  War  to 
our  campaigns  in  the  Balkans.  Future  editions  will  certainly  include 
writings  from  our  current  war  against  terrorism.  Many  of  these  let- 
ters jab  you  with  their  poignancy.  You  feel  the  full  sweep  of  human 
emotions,  as  well  as  all  aspects  of  military  life:  the  prospect  of  battle, 
the  actual  fighting  and  the  aftermath;  boredom;  accidental  death; 
death  from  "friendly"  fire;  idiotic  orders  from  superiors;  yearning 
for  family;  acts  of  heroism  and,  occasionally,  atrocities;  being  jilted 
by  a  lover  safe  in  the  U.S.;  delight  in  receiving  messages  and  pack- 
ages of  goodies  from  home;  forlornness; 
camaraderie;  the  sobering  maturity  arising 
from  mortal  responsibilities  being  thrust 
on  young  shoulders;  love  of  country;  and 
faith  in  the  future.  The  reader  vividly  feels 
how  precious  life  is  and  what  sacrifices 
countless  Americans  have  made — and  will 
make — to  preserve  our  freedom. 

Six  weeks  ago  editor  Carroll  launched 
a  fantastic  initiative  by  releasing  an 
abridged  version  of  War  Letters  in  a  for- 
mat not  used  since  the  end  of  WWII — 
the  "Armed  Services  Edition."  These 
pocket-size  paperbacks  will  be  distrib- 
uted to  members  of  the  armed  services 
and  to  veterans  throughout  the  country, 
free  of  charge.  Carroll  is  using  his  own 
money  to  pay  for  some  of  the  books,  and 


During  WWII,  GIs  received  millions  of  pocket-size 
books  like  this  (lower  left).  Just  before  his  death,  an 
airman  sent  this  sketch  to  his  wife  and  newborn  son 


Washington  Square  Press  and  the  Veterans  of  Foreign  Wars  are 
helping  out.  Carroll  was  inspired  by  an  amazing  World  War  II 
project.  More  than  1,000  works — histories,  mysteries,  biogra- 
phies, novels,  poetry — were  published  and  sent  to  U.S.  troops 
serving  overseas,  with  more  than  120  million  copies  distributed. 
Those  wishing  to  support  Carroll's  undertaking  to  preserve 
our  wartime  correspondence  (a  project  aided  enormously  by  a 
1998  "Dear  Abby"  column)  can  contact:  Legacy  Project, 
P.O.  Box  53250,  Washington,  D.C.  20009;  or  www.warletters.com. 
Excerpt  Dear  Conor,  I  am  very  sorry  that  I  could  not  be  home  for 
your  seventh  birthday....  There  aren't  any. 
stores  here  in  Bosnia,  so  I  couldn't  buy  you 
any  toys  or  souvenirs  for  your  birthday. 
What  I  am  sending  you  is  something  very 
special,  though.  It  is  a  flag.  This  flag  repre- 
sents America  and  makes  me  proud  each 
time  I  see  it.  When  the  people  here  in 
Bosnia  see  it  on  our  uniforms,  on  our  vehi- 
cles or  flying  above  our  camps,  they  know  it 
represents  freedom,  and,  for  them,  peace 
after  many  years  of  war....  This  flag  was 
flown  on  the  flagpole  over  the  headquarters 
of  Task  Force  4-67  Armor,  Camp  Colt,  in 
the  Posavina  Corridor  of  northern  Bosnia- 
Herzegovina,  on  16  September  1996.  It  was 
flown  in  honor  of  you  on  your  birthday. 
Keep  it  and  honor  it  always.  Love,  Dad. 
[Tlurty-six-year-old  Maj.  Tom  O'Sullivan] 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  other  FORBES  eatery  experts 
Tom  Jones,  Patrick  Cooke  and  Monie  Begley. 


•  Blue  Smoke-  I  i  f  East  27th  St.  (Tel:  447-7479).  This  place  is 
hotter  than  ; '  e  < ■■■  [1  i hey're  cooking  on!  Particularly  notewor- 
thy: the  spic\  salt-and  pepper  ribs,  the  beef  brisket,  and  the 
vegetable  salad  and  ■  d  eggs.  And  don't  pass  up  the  sticky 
toffee  pudding. 

•  Olica-I  45  East  50th  St.  (Tel.:  583-0001).  Gorgeous  room, 
good  service  a  id  i  lectable  food.  Highly  nvommended:  the 
lobster  salad  with  eal  crackers  and  lemongrass  dressing  or 


the  tasty  Alsatian  pizza  with  onions  and  bacon,  for  starters.  For 
entrees:  the  tournedos  de  boeuf  with  mushrooms  or  the  bluefin 
tuna  with  fennel. 

•  Wild  Tuna- 1081  Third  Ave.,  at  63rd  St.  (Tel.:  838-7570):  Stan- 
dard American  fare  with  an  emphasis  on  seafood.  Luxuriously 
spacious  spot,  where  the  service  is  friendly  and  the  food  is  good, 
hearty  and  "comforting."  Great  basics:  New  England  clam  chow- 
der, chicken  soup,  Cobb  salad,  tuna  burgers.  An  easy  "Go."       F 
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Other  certified  pre-owned  programs 
would  like  to  be  as  good  as  ours.* 


They  just  aren't. 


IntelliChoice   rated  the  Ford  Quality  Checked  Certified  Pre-owned  Program  among 

the  best  non-luxury  certified  pre-owned  programs  in  America.  Which  means  we  beat 

out  Chevrolet,  Buick,  GMC,  Saturn,  Chrysler,  Dodge,  and  Jeep.  Not  to 

mention  Toyota,  Volkswagen,  and  Hyundai. 


^  Available  on  all  1998-2002  Ford  cars, 
light  trucks,  and  SUVs 

J  Manufacturer's  six-year/75, 000-mile 

powertrain  limited  warranty"  backed  by  Ford 

J  115-point  inspection 

J  24-hour  roadside  assistance 


f  Vehicle  history  report 

J  Service  available  at  any  Ford, 

Lincoln,  or  Mercury  Dealer  nationwide 

^  A  full  tank  of  gas,  fresh  oil,  and  filter 
at  delivery 

J  Even  financing  as  low  as  4.9%  APR 
on  select  vehicles1 


Small  wonder  the  Ford  Quality  Checked  Certified  Pre-owned  Program  has  been  rated  among 

the  best  for  two  years  running.  So,  if  you're  considering  a  certified  pre-owned  car  or  truck, 

we  seriously  suggest  a  visit  to  your  nearest  Ford  Quality  Checked  Certified  Pre-owned  Dealer. 

To  find  us,  call  866-222-6798,  toll-free.  Or  log  on  to  www.fordcpo.com. 


QualityChecked 

Certified  Pre-owned 


&OKt 


"Source-  IntelliChoice  '  Inc    www  intellichoice.com,  September  2001  review  of  23  manufacturer  programs.  Ford  Quality  Checked  Certified 

Pre-owned  ranked  #2  non-luxury  manufacturer.  "See  dealer  for  a  copy  of  the  warranty.  t4.9%  limited-term  APR  available  on  Explorer,  Taurus, 

Ranger  Crown  Victoria  and  Windstar.  Not  all  buyers  will  qualify.  Take  retail  delivery  from  dealer  stock  by  6/30/02.  See  dealer  for  details. 


Life. 


Covered  by  Allianz  Group. 


Wherever  you  are,  whenever  you 
need  us,  the  Allianz  Group  is 
always  there  for  you. 


Life  both  precious  and  fragile  needs  to  be  protected  as  well 
as  to  be  allowed  to  flourish.  The  Allianz  Group  as  one  of 
the  world's  leading  insurers  has  always  been  the  partner 
for  a  secure  future.  With  our  experience  all  around  the 
globe  we  have  learned  how  to  turn  risks  due  to  social 
change  into  individual  opportunities.  This,  of  course,  is  only 
possible  with  the  know-how  and  financial  backing  of  a  truly 

global  leader.  Allianz.  The  Power  Beside  You. 


Allianz  ® 


Allianz  Group.  Europe's  leading  global  insurer 
and  provider  of  financial  services. 


OTHER  COMMENTS 


Prosperity  is  only  an  instrument  to  be  used,  not  a  deity  to  be  worshiped. 

—CALVIN  COOLIDGE 


A  Step  Backward  The  Senate  [in  May]  voted  to  give 
Congress  the  power  to  remove  from  a  trade  deal  any  language  that 
affects  laws  that  shield  U.S.  firms  from  foreign  subsidies  and  prod- 
uct dumping.  That  is  pure  protectionism.  That  will  make  it  impos- 
sible for  the  president  to  negotiate  with  other  nations  in  good 
faith.  International  trade  does  cost  some  jobs — and  it  creates  jobs. 
Economists  may  argue  the  impact  of  Nafta,  but  most  evidence 
shows  it  has  been  a  significant  boon  for  this  country.  Government 
can't  cushion  every  impact  of  international  competition — nor 
should  it  try.  The  benefits  of  trade  flow  widely  through  the  econ- 
omy to  workers  and  consumers.  Some  immediate  costs  fall  direcdy 
on  some  workers.  The  best  way  to  ensure  those  workers  have  a 
future  is  to  keep  productivity  rising  and  the  economy  expanding. 
That  doesn't  happen  by  increasing  the  burdens  on  the  economy. 

— Chicago  Tribune 

Y rimary  Vanish  The  presidential  primary  was  once  a 
long-distance  run.  It  will  soon  be  a  10-yard  dash.  [In  January] 
national  Democratic  Party  officials  shoved  up  the  starting  dates 
of  the  2004  presidential  primaries,  setting  the  stage  for  a  crush 
of  state  contests  and  the  selection  of  a  nominee  by  mid-Febru- 
ary, nine  months  before  the  November  election. 

Compression  of  the  primary  season  defeats  the  value  of  the 
primaries:  to  let  voters  across  America  vet  candidates  over  time 
while  testing  the  eventual  nominee.  It  raises  the  odds  that,  in  the 
haste  to  choose,  the  party  will  be  saddled  with  a  flawed  candidate. 
And  it  will  up  the  ante  for  entering  the  race,  making  it  harder  for 
lesser  known  but  rising  party  stars  to  run,  while  heightening  the 
power  of  lobbyists  and  insiders  who  supply  early  campaign  cash. 

— San  Jose  Mercury  News 
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'Trust  me:  Cattle  future,  itre  the  last  place  you  want  to  invest." 


VjOt  JVlilK;  Recent  studies  (including  one  by  the  Genei 
Accounting  Office,  the  federal  government's  own  auditors)  reve 
that  farm  subsidies  are  America's  largest  and  most  expensive  co 
porate  welfare  program.  Perhaps  the  most  nonsensical  of  all  far 
programs  is  the  federal  dairy  program.  In  the  1930s,  when  most 
the  nation's  milk  was  produced  in  the  Midwest,  policymakers  wo 
ried  that  milk  would  spoil  during  the  long  train  ride  to  the  coas 
So  to  encourage  milk  production  on  the  coasts,  Congress  ma 
dated  that  the  price  dairy  farmers  receive  (and  consumers  pa 
would  be  fixed  at  levels  that  increased  the  farther  away  you  g 
from  the  Midwest.  Today,  however,  the  dairy  capital  of  America 
California,  not  Wisconsin.  Milk  no  longer  travels  cross-country  I 
train,  and  70  years  of  technological  innovation  have  decreast 
travel  times  by  leaps  and  bounds.  Yet  this  Depression-era  poli 
still  adds  as  much  as  20  cents  to  the  price  of  a  gallon  of  milk. 

—BRIAN  RIEDL,  Heritage  Foundatic 

EjIIQ  rCeSlllt  It  almost  looks  as  if  analysis  were  the  third 
those  "impossible"  professions  in  which  one  can  be  quite  su 
of  unsatisfying  results.  The  other  two,  much  older-establishe 
are  the  bringing  up  of  children  and  the  government  of  nation 

— SIGMUND  FREL 

Discovering  Truth  Dearest  Woman,  You  know  the 
is  an  old  saying,  which  runs  like  this,  "When  the  devil  was  sic 
the  devil  a  monk  would  be.  But  when  the  devil  was  well,  tl 
devil  a  monk  was  he,"  and  I  believe  that  mortals  are  more  or  le 
that  way,  that  fear  of  what  may  be  awaiting  them  across  tl 
"great  divide"  makes  virtuous  men  and  women,  but  it  isn't  fe 
that  I  am  speaking  about  now.. . .  My  one  prayer  is  that  I  may  1 
privileged  to  have  one  more  opportunity  to  try  to  make  yc 
happy.. . .  — Write — write.  Your  devoted  Hubby. 

— 2nd  Lt.  Francis  M.  Tracy  [Sept.  20, 1918].  Tracy  was  kilk 
on  Sept.  27, 1918. 

— War  Letters,  edited  by  ANDREW  CARROl 

lllSSy  rltS  I  put  on  HBO  and  see  their  new  young  poet 
show.  Young  poets — well,  they  say  they're  poets;  I  guess  they' 
more  like  performance  artists — come  on  and  sort  of  strut  aroui 
a  stage  and  yell,  and  the  more  authentic  their  anger  seems,  tl 
more  the  audience  applauds  and  hoots.  These  poets  see: 
attached  to  their  separateness  and  in  love  with  their  grievanc 
"I  am  one  angry  Lebanese  lesbian,"  "I  am  one  angry  NewYoria 
mother-lovin'  whatever."  They  pour  out  their  pain.  But  they  dor 
actually  seem  to  be  in  pain.  They  all  look  like  they  went  to  Brow 
and  hang  out  downtown  and  have  invested  fully  and  happily 
the  Misery  Industrial  Complex.  They  look  like  they  want  an  ager 
—PEGGY  NOONAN,  OpinionJournal.com 
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i  may  know  Delphi  as  the  world's  leading  provider  of  automotive  technology. 
we  don't  stop  there.  Our  technology  is  showing  up  in  ATVs,  motorcycles, 
Bears,  agricultural  equipment,  bulldozers,  boats,  jet  aircraft,  even  satellites  — 
jcally  in  everything  that  moves.  And  then  some.  It's  being  used  by 
(physicists,  the  military,  medical  professionals  and  broadcast  technicians, 
phi  is  constantly  exploring  new  routes.  Find  a  road  map  at  www.delphi.com. 
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Lotus,  software 


WINNING  TAKES  MORE 
THAN  TEAM  CHEMISTRY. 

IT  TAKES  TEAM  SOFTWARE 


Team  communication  is  everything.  Lotus  collaboration  software,  with  online  meeting 

spaces  and  secure  corporate  instant  messaging,  makes  communication  instant,  so 

every  project  goes  down  in  the  "win"  column.  Lotus.  Part  of  our  winning  software  team, 

ig  with  DB2  Tivoli"  and  WebSphere9  Check  out  our  Webcast  at  ibm.com/lotus/team 
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@  business  is  the  game.  Play  to  win. 


FOR   400  YEARS,  EVERY   LEAF   AND   STONE    HAS   TOLD   A   STORY. 
THE   OTANI   GARDEN.  GINZA   LINE   TO   AKASAKA. 


SQ   FROM   LOS   ANGELES   TO    TOKYO.    DAItY. 


UNITED  MILEAGE  PLUS   MEMBERS  HAVE  ACTUAL  FLIGHT  MILES  EARNED  ON  SINGAPORE  AIRLINES  QUALIFY  TOWARDS  PREMIER  STATUS  LAS  VEGAS  SERVICE  BEGINS  AUGUST  2,  2002.     WWW.SINGAPOREAIR.C 


A  great  way  to  fly 

SinQAPORE  AIRLinES 

A  STAR  ALLIANCE  MEMBER 


HONG    KONG 


AMSTERDAM 


SEOUL 


FRANKFURT 


TAIPEI  AND    OVER    60    MAJOR    C 


CURRENT  EVENTS 

By  Paul  Johnson 


THE  TWO  SICK  MEN  OF  EUROPE 


AMERICANS  ARE  INCREASINGLY  MYSTIFIED  BY  THE  EUROPEAN 
Union — and  no  wonder.  It  purports  to  be  an  alternative  center 
of  economic  and  political  authority  to  the  United  States,  to  chal- 
lenge the  U.S.'  title  as  sole  superpower,  and  certainly  there  is  an 
undertone  of  anti-Americanism  in  many  of  its  pronounce- 
ments. Yet  most  of  the  EU's  actions  tend  to  promote  European 
weakness  rather  than  strength. 

HI'  regulations  insist  that  workers,  with  their  35-hour  work- 
week, do  less  and  less,  yet  the  cost  of  employing  them  rises  steadily. 
Welfare  provisions  paid  by  corporations  now  exceed  nominal  wages. 
As  a  result  unemployment  is  high  throughout  the  EU  (Britain  being 
an  exception  I,  growth  tiny  or  nonexistent,  and  investment  low.  On 
the  militan  side,  EL'  forces  (with  Britain  again  a  notable  exception) 
are  small,  badly  equipped,  ill-trained  and  poorly  motivated.  Plans 
for  a  "European  force"  capable  of  operating  by  land  or  sea  anywhere 
in  the  world  are  political  hot  air.  They  do  not  exist — even  on  paper. 

Declining  Morale 

Behind  this  poor  performance  lies  the  declining  morale  of  the 
two  main  components  of  the  putative  European  superpower: 
Germany  and  France.  ( iermanv,  though  still  running  the  world's 
third-largest  economy,  seems  incapable  of  recovering  the  entre- 
preneurial spirit  that  produced  the  postwar  German  Miracle.  It 
has  well  over  4  million  unemployed.  The  ruling  Social  Demo- 
crats are  plainly  on  their  way  out,  and  the  Christian  Democrats, 
likely  to  take  over  this  autumn,  are  sliding  to  the  right.  But  there 
is  no  sign  o\\\  major  political  leader  of  the  stature  of  Adenauer, 
or  even  Helmut  Kohl,  to  give  the  Germans  a  sense  of  purpose. 
Thev  are  a  puzzled  and  discontented  people,  waiting  to  be  led.  To 
put  it  crudely,  they  miss  the  bark  of  command. 

The  French  are,  if  anything,  even  more  depressed.  Their  econ- 
omy is  stagnant.  Their  politics  are  in  a  mess.  Recently,  for  fear  of 
xenophobic  presidential  candidate  Jean-Marie  Le  Pen,  they  felt 
themselves  obliged  to  give  a  resounding  vote  in  favor  of  Jacques 
Chirac,  a  president  in  whom  they  have  no  confidence  and  whom 
many  believe  to  be  on  the  take.  No  doubt  Chirac  will  take  the  vote 
as  an  invitation  to  do  as  he  pleases,  but  for  the  French,  who  pride 
themselves  on  their  logic,  the  next  five  years  promise  a  descent 
into  an  abyss  of  cynicism,  corruption  and  despair. 

Indeed,  as  a  student  of  France's  troubled  history  and  an 
observer  of  its  politics  for  over  half  a  century,  I  suspect  France  is 
entering  a  prerevolutionary  phase  and  that  a  major  convulsion 
is  just  over  the  horizon.  For  the  malaise  from  which  France  is 
suffering  is  not  just  political  but  cultural.  The  nation's  most 


acute  intellectual  observer,  Marc  Fumaroli,  has  just  published 
an  important  book:  Quand  I' Europe  parlait  francais.  In  it  he 
reminds  us  that,  between  the  mid- 1 7th  century  and  World  War  I, 
French  was  the  universal  language  of  diplomacy,  culture  and 
fashion  and  that  an  ability  to  read  and  speak  it  was  essential  to 
anyone  claiming  to  be  educated.  But  today,  says  Fumaroli,  all 
that  has  gone  with  the  wind.  The  government's  attempts  to  pro- 
tect the  French  language  have  failed  miserably,  as  have  the  vast 
sums  it  has  spent  on  the  arts,  which  Fumaroli  explained  in  an 
earlier  book,  L'Etat  culturel.  Indeed,  these  efforts  have  made 
things  worse. 

Fumaroli  admits:  "Today,  it  is  in  English,  in  publications 
faithful  to  the  tradition  of  the  'Republic  of  Letters'  produced  in 
London  and  New  York,  that  the  last  word  in  the  global  value  of 
books  is  printed  and  established."  That  is  an  awesome  admis- 
sion for  a  French  savant,  a  member  of  the  Academie  Francaise, 
to  make.  Yet  it  is  scarcely  less  defeatist  than  the  recent  decision  of 
Le  Monde,  France's  most  influential  newspaper,  to  publish  a  reg- 
ular 20-page  supplement  in  English.  This  was  accompanied  by  a 
proprietorial  admission  that  French  has  decisively  lost  the  battle 
for  status  as  the  world  language  and  that  English  is  now  the 
established  global  means  of  communication,  for  practical  mat- 
ters and  for  a  growing  range  of  cultural  ones.  In  France  the 
young  use  an  increasing  number  of  English  words,  including 
main  verbs,  and  say  it  is  "cool"  to  accept  the  triumph  of 
"franglais"  (as  their  elders  call  it).  This  cultural  capitulation  by 
the  young  seems  intolerable  to  traditional-minded  Frenchmen, 
who  regard  French  culture,  as  symbolized  by  their  beautiful  and 
precise  language,  to  be  the  very  soul  of  the  nation. 

In  Brussels,  the  bureaucratic  heart  of  the  EU,  French — at  the 
insistence  of  the  French  government — is  still  the  lingua  franca. 
Many  EU  documents  are  published  only  in  French;  memos  cir- 
culate in  French;  and  important  figures  hold  press  conferences 
in  French,  without  simultaneous  translation,  though  the  world's 
press  does  its  business  in  English,  as  everyone  knows.  Logically, 
the  main  language  of  the  EU  ought  to  be  English,  a  fact  admit- 
ted by  a  growing  number  of  corporations  in  Germany,  the 
Netherlands  and  Sweden  that  hold  board  meetings  in  English 
for  purely  practical  reasons.  How  can  the  EU  claim  to  be  a  polit- 
ical model  for  the  21st-century  superstate  when  it  remains  so 
backward-looking  on  this  key  point?  But  this  is  merely  one  of 
the  unanswered  questions  about  the  EU  that  imperils  its 
future — if  it  has  one — and  makes  it  such  an  unpredictable 
ally — if  it  is  one.  F 


Forbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan 
are  now  periodically  writing  this  column  in  addition  to  Forbes 
Web  site  at  www.forbes.com/currentevents. 


Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  Mexico. 
Chairman  Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our 
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WHY  THE  RECOVERY  FEELS  BAD 


VHAT  IF  TED  KENNEDY  TOLD  FOX  NEWS  TOMORROW  THAT  HE 
iad  changed  his  mind  and  had  decided  to  become  a  tea-sipping, 
ax-cutting  Republican?  You'd  be  shocked.  Then  suppose  a  week 
ater  Strom  Thurmond  jumped  up  to  a  microphone  and  said 
from  under  his  saucy  new  Che  beret)  that  he,  too,  had  had  a 
:hange  of  heart.  He'd  decided  he  wanted  to  live  out  his  days  as  a 
>ro-Castro  liberal.  Well,  there'd  be  chaos.  "What  in  blazes  is 
lappening  to  America?"  you  might  wonder. 

This  is  how  I'm  beginning  to  feel  about  the  amalgamated 
:onundrums  known  as  the  U.S.  economy.  The  best  quarter  in  two 
ears — 5.8%  GDP  growth  in  Q\ — is  met  with  Bronx  cheers  of  dis- 
>elief  by  CEOs  everywhere.  Stocks  run 
or  a  day  or  a  week,  then  they  pot.  Two 
teps  up,  three  down.  This  is  not  the 
■ay  things  are  supposed  to  go  after  1 1 
merest  rate  cuts,  a  tax  cut,  a  produc- 
ivitv  bounce  and  a  boom  quarter. 

So  frets  the  Federal  Reserve's 
hief  inflation  hawk,  J.  Alfred  Broad- 
lus  lr.  Meditating  upon  these  oddi- 
ies,  Broaddus  has  completely 
lipped.  The  career  inflation-fighter 
ays  inflation  is  a  slain  beast.  The 
nonster  is  deflation.  Fed  colleagues 
ire  shocked  by  Broaddus'  change  of  thought. 

But  wait.  It  gets  nuttier.  Brian  Wesbury,  last  year's  top 
xonomic  forecaster — and  a  bull  who  sees  an  1 1,000  Dpw  and 
i  2500  Nasdaq  this  year — has  decided  to  pull  a  Broaddus  him- 
elf.  Only  Wesbury  has  gone  from  ...  dove  to  hawk!  "What  is 
pooking  the  market,"  he  yells  through  my  car  phone  one  day 
ast  month,  "is  inflation."  Inflation?  I  pull  over.  I  can't  drive  any- 
nore.  I  am  shocked  and  confused. 

stench  and  Overhang 

["here  is  a  shred  of  comfort  in  this  confusion.  If  smart  guys  like 
Jroaddus  and  Wesbury  are  switching  jerseys  to  figure  out  what 
lils  the  U.S.  economy  in  2002,  then  anybody's  guess  is  good — 
nine  included.  So  here  goes: 

»  The  recession  of  2001-02,  I  think,  has  reached  its  third  act. 
\ct  I:  a  tech  bust  that  sucked  $4  trillion  out  of  the  stock  market 
ind  left  the  largest  inventory  overhang  in  history.  Act  II: 
>ept.  1 1,  of  course.  Act  III:  Enron  and  sleazy  accountants.  But 
:his  is  good  news.  Accounting  scandals  are  so  boring  that  it 
neans  we  must  be  near  the  play's  end. 

•  The  stench  from  the  accounting  scandals  will  take  another 
]uarter  to  dissipate.  What  is  happening  now,  CFOs  tell  me,  is 
hat  public  companies  are  on  a  migratory  path  to  more  conser- 


The  Fed's  Alfred  Broaddus  has  turned  inflation  dove. 
Economist  Brian  Wesbury  has  turned  hawk.  Confused? 


vative  accounting.  Numbers  stated  conservatively,  of  course, 
look  awful  at  first.  Recall  how  January's  optimism  fell  victim  to 
April's  numbers?  That  was  accounting.  After  a  quarter  of  pain, 
expectations  will  be  set  low  again — low  enough  to  beat. 

•  The  tech  inventory  overhang  is  over,  too.  But  this  happy  news 
is  offset  by  the  fact  that  CFOs  are  freezing  new  tech  expenditures 
right  and  left.  How  long  will  this  CFO  lockdown  last?  Good 
question — but  irrelevant.  Tech  needs  to  come  up  with  new  killer 
apps  that  are  so  darn  cool  they  will  blow  their  way  past  CFOs. 

•  The  overhang  of  bubble  business  models  is  not  over.  Soon  it 
will  be.  The  necessary  triggering  event  will  be  a  big  telecom  bank- 
ruptcy or  two  to  clear  the  field.  Let  us 
also  pray  for  the  death  of  a  hundred 
or  so  me-too  venture  capital  firms  in 
Silicon  Valley  that  never  funded  any- 
thing more  durable  than  Webvan. 
Only  then  will  the  VC  field  clear  and 
its  $60  billion  jump  off  the  sidelines. 
•  Last  year's  Bush  tax  cuts  are  weak  tea. 
They  do  not  offset  weightier  "taxes," 
such  as:  the  costs  of  post-Sept.  1 1  secu- 
rity, which  affect  travel,  buildings  and 
computer  networks.  Then  there  is 
exploding  litigation;  fading  free  trade, 

wounded  by  a  thousand  cuts  in  Washington  and  Brussels;  and  new 
pork,  as  exemplified  by  last  month's  $190  billion  farm  welfare  bill. 
One  cut  at  a  time,  the  U.S.  economy  is  being  bled  by  legislation,  reg- 
ulation, litigation — taxes,  no  matter  how  they're  labeled.  Atlas  sags. 

•  The  biggest  boom  snuffer  of  all  may  be  the  threat  to  interstate 
commerce  posed  by  state  attorneys  general,  such  as  New  York's 
Eliot  Spitzer  in  his  reckless  pursuit  of  Merrill  Lynch. 

Time  to  Break  Eggs 

What  is  to  be  done?  Where  to  start?  How  about  with  some  deep, 
offsetting  tax  cuts,  starting  with  capital  gains,  to  motivate  entre- 
preneurs and  investors?  How  about  with  an  end  to  the  Fed's  see- 
sawing, and  a  promise  of  lasting  price  stability?  How  about  with 
the  Bush  Administration's  standing  up  for  free  trade  and  stand- 
ing down  the  power-mad  state  AGs?  How  about  with  Michael 
Powell's  breaking  some  eggs  at  the  FCC?  How  about  with  the 
Supreme  Court's  choosing  Silicon  Valley  over  Hollywood  in 
matters  of  digital  copyright?  How  about  with  the  Valley's 
returning  the  favor  by  inventing  some  new  products  as  cool  and 
profound  as  the  PC  and  Web  browsers? 

How  about  with  Saddam's  head  on  a  pike?  F 


;  T^Yy!" t\f*C  I  vis1'  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
.L___^S^m  I  ore-mailhimatpublisherwforbes.com. 
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Hot  Water 

Vivendi  finds  itself  in  the  middle  of  one  of  the  biggest  water  wars 
in  the  long  history  of  California's  water  wars. 

BY  SETH  LUBOVE 

NTERTAINMENT  MOGUL  JEAN-MARIE  MESSIER 
has  offices  in  Paris  and  Manhattan,  the  better  to 
oversee  the  glittering  transatlantic  array  of  assets 
held  by  Vivendi  Universal,  among  them  Universal 
Studios,  USA  Networks  and  music  acts  such  as 
Luciano  Pavarotti  and  Sting.  Maybe  the  Frenchman 
should  also  get  a  pad  in  Imperial  County,  Calif., 
where  Vivendi  has  a  valuable,  and  much  fought-over,  asset: 
water  rights. 

The  Imperial  Valley  is  about  as  far  as  you  can  get  from  the 
glitz  of  Hollywood  and  Paris.  Located  on  the  Mexican  border 
east  of  San  Diego,  the  4,597-square-mile  desert  county  has  only 
one  Starbucks.  Cattle  graze  lazily  under  the  blistering  midday 
sun  in  dust-choked  fields.  Highlights  of  the  year  include  the 
Holtville  Carrot  Festival  and  the  Brawley  Cattle  Call. 

An  unlikely  place  to  find  a  slick  global  outfit,  yet  Vivendi  is 
the  largest  landowner  in  the  county.  Its  63%-owned  water-and- 
sewer  subsidiary,  Vivendi  Environnement,  has  45,000  acres.  This 
places  Vivendi  squarely  in  the  middle  of  an  ugly  water  war, 
whose  outcome  could  decide  how  much  San  Diego  and  the  rest 
of  southern  California  can  grow. 

The  story  begins  in  the  mid-1990s  as  the  billionaire  Bass 
brothers  quietly  buy  up  acreage  in  Imperial  County.  The 
parched  soil  would  be  of  little  value,  except  that  it  comes  with 
rights  to  250,000  acre-feet  of  Imperial  County's  annual  draw  on 
the  Colorado  River.  The  quirks  of  history  and  politics  mean  that 
the  thinly  populated  rump  county  takes  as  much  as  3.1  million 
acre- feet  (that's  a  trillion  gallons)  a  year  from  the  Colorado.  The 
allotment  is  as  much  as  Arizona's  and  Nevada's  combined,  and 
six  times  the  allotment  to  the  Los  Angeles  area. 

The  water  is  almost  free,  since  it  travels  mosdy  by  gravity 
down  from  the  Colorado  to  Imperial.  Farmers  there  pay  $15.50 
an  acre-foot,  compared  with  as  much  as  $431  paid  by  urban 
water  agencies  in  southern  California,  where  the  water  has  to  be 
pumped  over  mountains  before  it  can  fill  all  the  hot  tubs  and 
swimming  pools. 

The  Bass  brothers  i  to  let  their  land  go  fallow  and 

resell  the  water  to  thirsty     in  1  >iego  for  whatever  the  traffic 


Vivendi's  Jean- 
Marie  Messier 
has  cast  his 
company  in  a 
real-life  version 
of  Chinatown. 


►  By  the  Numbers 


Price  per  thou 
gallons  San  Diego  will  pay  for 
Imperial  County's  water. 


would  bear.  But  there  was  a  little  hitch.  In  some  sense  the  wate 
is  "owned"  not  by  the  farmers  who  have  rights  to  it  but  by  th 
Imperial  Irrigation  District,  which  operates  the  canal  system. 

The  Basses  abandoned  the  plan  after  it  fanned  a  firestorrt 
among  the  locals  and  pitted  various  water  agencies  against  on 
another.  True  to  form,  the  brothers  cleaned  up  anyway  after  flip 
ping  the  land  in  1997  to  U.S.  Filter  for  the  equivalent  of  $22' 
million  in  stock,  three  times  what  they  reportedly  paid  for  th 
property. 

Now  Vivendi  Environnement — which  bought  U.S.  Filter  ii 
1999 — has  stepped  up  to  the  bargaining  table.  After  years  c 
delays  hearings  began  this  April  before  California's  Wate 
Resources  Control  Board,  the  bureaucracy  that  will  approve  an 
transfers.  San  Diego  has  agreed  to  pay  $250  per  acre-foot  fo 
federally  subsidized  water  that  Imperial  County  gets  for  free. 

Vivendi  has  wisely  kept  a  low  profile  in  the  dispute,  whicl 
has  reached  a  boiling  point  in  recent  months  as  locals  denounc 
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t  Amount  of  water  San 

Diego  County  has  to  import 
from  outside  sources. 


Price  per  thousand 
gallons  paid  by  residential 
customers  in  Los  Angeles. 


Price  per  thousand 
gallons  paid  by  residential 
customers  in  Chicago. 


Price  per  thousand 
gallons  paid  by  Arizona  farming 
customers  for  Colorado  River  water. 


strong-arm  attempts  by  outsiders  to  hijack  their  precious  water. 
"Can  you  imagine  the  target  they  would  be?"  says  Larry  Grogan, 
the*  folksy  mayor  of  Imperial's  largest  town,  El  Centra.  "A  for- 
eign company  taking  our  livelihood  and  selling  it  to  San  Diego? 
You  probably  couldn't  warm  up  the  tar  fast  enough." 

Agreed,  says  Stephen  Stanczak,  executive  vice  president  and 
general  counsel  of  Vivendi's  U.S.  Filter  unit.  "We've  taken  a  pas- 
sive approach  because  of  the  sense  that  U.S.  Filter,  as  the  succes- 
sor to  the  Bass  brothers,  was  a  lightning  rod."  Instead,  the  com- 
pany is  quietly  working  the  statehouse  and  holding  on  to  the 
land  because  it's  "inevitable"  that  agricultural  water  will  eventu- 
ally have  to  be  sold  to  urban  areas,  contends  Stanczak. 

One  big  new  complication  is  the  fate  of  the  grandly  named 
Salton  Sea,  a  365-square-mile  freak  of  nature  that  subsists 
entirely  on  the  agricultural  runoff  from  Imperial  County.  Divert 
the  excess  water  from  Imperial  County  and  you  starve  the  sea. 
And  with  it  goes  the  fate  of  millions  of  transitory  birds  that  have 


adopted  the  murky  water  as  a  flyway.  Or  such  is  the  theory.  So 
the  birds,  or  the  groups  that  represent  them,  are  already 
demanding  costly  mitigation  efforts.  It  will  help  Vivendi's  case 
that  other  landowners  in  Imperial  don't  want  to  make  any  sac- 
rifices for  the  Salton  Sea.  The  suggestion  that  they  fallow  their 
farmland  to  conserve  water  for  the  sea  is  met  with  more  howls 
of  protest,  since  it  would  mean  layoffs  of  farmworkers. 

Adding  to  the  urgency  is  another  wrinkle.  California  has 
habitually  exceeded  its  legal  allotment  of  4.4  million  acre-feet  of 
water  from  the  Colorado.  That  wasn't  a  problem  so  long  as  Ari- 
zona and  Nevada  drained  less  water  than  they  were  permitted. 
No  longer.  California  has  until  the  end  of  the  year  to  come  up 
with  a  plan  to  live  within  its  means,  or  face  a  potentially  drastic 
cutoff.  The  solution  to  the  crisis  depends  on  Imperial  County's 
shipping  its  excess  water  to  the  thirsty  city  slickers. 

Good  luck.  "We  don't  have  to  share  it  with  anybody,"  smiles 
Imperial  Irrigation  District  spokeswoman  Susan  Giller.  F 
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Sinking  Fund 

Have  financiers  torpedoed  struggling 
small  companies  they  were  supposedly 
helping?  Lawsuits  raise  some  ugly 
accusations  by  brandon  copple 


RODNEY  YOUNG  THOUGHT  HE'D 
hit  the  big  time.  For  months  he 
had  been  casting  about  for  cash 
to  save  his  young  telecom-ser- 
vices outfit,  Eagletech  Commu- 
nications. Then  in  March  2000  he  sent  a 
team  of  executives  to  New  York  to  meet  a 
group  of  potential  investors  at  Salomon 
Smith  Barney.  Young  had  a  patent,  but  no 
sales,  and  yet  here  were  five  Salomon  offi- 
cers and  a  group  of  investors  offering  to 
buy  convertible  preferred  shares  from 
Eagletech  for  up  to  $6  million.  "I  thought 
these  people  wanted  to  help  us,"  he  says. 

He  was  soon  disabused  of  that  notion. 
Immediately  after  the  meeting  at 
Salomon,  Eagletech 's  share  price  began  to 
sink.  By  Nc  -mber  it  was  down  from  $14 
to  75  cents,  rasing  $113  million  in  stock 
market  value.  V  n  seemed  extreme  even 


for  a  company  that  had  only 
$300,000  in  cash  and  was  burn- 
ing $100,000  a  month. 

Young  now  claims  the  wave 
of  selling  was  led  by  the  very 
investors  at  Salomon's  table.  In  a 
suit  filed  in  Florida,  where 
Eagletech  is  based,  Young  alleges 
that  mighty  Salomon,  along 
with  a  group  of  conspirators,  set 
him  up  for  a  fall  with  convertible-deben- 
ture financing,  then  shorted  the  common 
stock  all  the  way  down.  Salomon  has  asked 
the  court  to  throw  out  the  complaint, 
claiming  it  did  nothing  to  harm  Eagletech. 
Eagletech's  suit  is  one  of  five  similar 
actions.  They  are  led  by  John  O'Quinn,  a 
rapacious  plaintiff  attorney  in  Houston 
who  has  conjured  multimillion-dollar  ver- 
dicts in  breast  implants  and  tobacco. 
Much  of  the  legal  legwork  is  being  done  by 
another  Houston  lawyer,  James  W.  Christ- 
ian. Each  complaint  has  been  filed  on 
behalf  of  puny  companies  against  well- 
heeled  financiers  who  allegedly  offered 
desperately  needed  capital  and  then  prof- 
ited by  short-selling  of  shares — all  in  the 
thinly  regulated  world  of  Bulletin  Board 
stocks.  One  plaintiff,  a  legal-research  outfit 
known  as  Internet  Law  Library,  says  it  has 
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identified  more  than  100  companies 
damaged  in  convertible-securities 
schemes,  resulting  in  billions  of  dol- 
lars in  lost  market  value. 

The  kind  of  financing  at  issue, 
since  discredited,  goes  by  the  telling; 
name  of  "death  spiral  preferred."  It 
worked  like  traditional  convertible 
securities,  except  that  the  conversion 
price  was  a  movable  goalpost.  The 
more  the  stock  went  down,  the 
more  shares  the  owner  of  the  con- 
vert could  claim  on  converting. 

In  malevolent  hands,  this  kind  of 
convert  could  produce  a  windfall  for 
the  owner  of  the  preferred  and  dis- 
aster for  the  company  that  issued  it. 
Suppose  a  company's  common 
stock  is  trading  at  $10  and  you  pro- 
vide $5  million  in  convertible 
financing.  In  a  conventional  convert 
deal,  the  preferred  would  be 
exchangeable  for,  say,  400,000  shares 
In  the  death  spiral  variety,  the  holder 
of  the  convertible  is  entitled  to  $5 
million  worth  of  shares,  whatever  their 
price.  So  you  might  buy  the  convertible 
preferred  and  immediately  short  500,000 
shares  of  common  stock.  If  the  stock  sinks, 
you  could  short  more.  You  might  run  the 
stock  down  to  $1,  pocketing,  say,  $20  mil- 
lion on  the  short  sale  of  10  million  shares. 
Now  you  convert  your  preferred  shares, 
demanding  the  10  million  common  shares  V 
you're  entitled  to  and  using  them  to  cover  J 
short  sales.  You  have  shelled  out  $5  million  f 
and  collected  $20  million. 

Whether  anything  this  blatant  hap- 
pened is  a  matter  of  dispute.  What's  cer- 
tain: Plenty  of  companies  with  death  spiral 
financing  saw  their  common  shares  go 
into  death  spirals.  Somebody  was  selling 
all  the  way  down,  and  those  sellers  may 
have  been  in  cahoots  with  convert  holders. 
In  O'Quinn's  cases  the  alleged  con- 
spirators range  from  top-tier  investment 
banks  like  Salomon  to  mysterious 
Caribbean-based  straw  entities.  The  suits 
single  out  two  active  players  in  convertible 
deals:  Mark  Valentine,  former  chairman  of 
Canadian  brokerage  Thomson  Ker- 
naghan;  and  Steven  Hicks,  president  of 
Southridge  Capital.  Proving  that  they  t 
either  shorted  stocks  or  worked  with  oth-  fli 
ers  who  did  won't  be  easy. 

ft 
t 


>e  been  devoted  to  n  SIXESS. 


I've  been  devoted  to  my  CLIENTS. 


And  I've  been  devoted  to 


BEHOLDERS. 


all  I  want  is  to  devote  a  little  MORE  TIME 


hing  for  BONEFISH. 


n  Lincoln 


At  Lincoln  Financial  Group,  we  offer  clear,  understandable  retirement  solutions  to  help  you  protect  and 
enjoy  the  work  of  a  lifetime.  Call  us  at  1-877-ASK-LINCOLN.  Clear  solutions  in  a  co?nplex  world® 

www.LFG.com 

tate  and  Financial  Planning  •  Mutual  Funds  •  Annuities  •  Life  Insurance  •  401(h)  Plans  •  529  Plans  •  Investment  Management 


XK  Lincoln  National  Corp.  Financial  planning  services  offered  through  Lincoln  Financial  Advisors  Corp.,  a  registered  investment  advisor,  or  Sagemark  Consulting,  a  division  of  Lincoln  Financial  Advisors  Corp.  Securities  offered 
jgh  Lincoln  Financial  Advisors,  a  broker-dealer  (Member  SIPC).  Insurance  offered  througti  Lincoln  affiliates  and  other  fine  companies.  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  Nationsl  Corp.  and  its  affiliates 
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say  "Everybody  I  knew  was  buying,  but 


the  allegations  are  com- 
pletely unsubstantiated 
and  have  asked  the  courts 
to  dismiss  the  cases.  Michael  Rosenblum, 
an  attorney  defending  those  suits,  says 
even  if  the  allegations  are  true,  it  doesn't 
constitute  stock  manipulation.  Thomson 
Kernaghan  is  suing  one  of  the  plaintiffs, 
Nanopierce,  for  defamation  in  Canada. 

According  to  the  suits,  Hicks  arranged 
convertible  financing  for  desperate  com- 
panies, then  the  investors  directly  or  indi- 
rectly shorted  the  borrowers'  stock 
through  Valentine's  brokerage,  covering 
their  trail  by  running  sales  through  U.S. 
and  offshore  brokers  and  marketmakers. 

The  outside  investors  may  not  even 
exist.  Internet  Law  Library  claims  in  its 
suit  that  the  "investor"  buying  its  convert- 
ibles— Cootes  Drive  LLC,  named  after  a 


who  the  hell  was  selling?" 
Conclusion:  It  had  to  be  naked  short-seNers. 


street  where  it  is  based  in  Grand  Cay- 
man— was  a  shell.  The  entity's  correspon- 
dence is  sent  care  of  Citco  Trustees,  which . 
is  part  of  Citco,  a  private  financial  services 
company  that  claims  to  have  $88  billion  in 
assets.  Citco  hasn't  been  sued. 

The  victims  were  smallish  companies 
traded  on  the  Nasdaq  Bulletin  Board. 
Christian  and  his  clients  claim  the  Cana- 
dian bankers  and  others  exploited  lax 
oversight  of  this  market  by  the  National 
Association  of  Securities  Dealers,  selling 
stock  they  didn't  have — "naked"  short- 
selling.  Stockbrokers  can  sometimes  get 
away  with  it,  if  the  buyers  of  shorted 
shares  don't  demand  to  see  the  certificates. 

It's  on  this  very  point  that  one  alleged 


Hollywood  On  The  Thames 

If  Star  Wars  taught  us  anything,  it's  to  never  underestimate 
the  underdog,  by  richard  c.  morais 

Given  all  the  machinations  Hollywood  executives  go 

through  to  ensure  their  movies  turn  in  a  big  opening  week, 
it's  no  wonder  most  of  the  major  studios  avoided  the  third 
weekend  in  May  like  a  black  hole.  That's  when  Twentieth 
Century  Fox  unleashed  Attack  of  the  Clones,  the  fifth  install- 
ment in  George  Lucas'  wildly  popular  Star  Wars  franchise. 
The  film's  four-day  (Thursday  through  Sunday)  domestic 
box  office  gross  was  $116  million. 

But  not  everyone  was  intimidated.  That  same  weekend 
Universal  Pictures  released  About  a  Boy,  a  $24  million  romantic  comedy  starring  Hugh  Grant.  "We 
weren't  putting  our  chin  out  and  saying,  'Bring  it  on,'"  admits  Universal  Pictures  Chairman  Stacey 
Snider.  "But  we  were  saying,  'We'll  be  there.'  We're  a  distinct  and  viable  alternative." 

The  source  of  Universale  confidence:  Working  Title,  Universal's  London-based  production 
house  run  by  Tim  Bevan,  43,  and  Eric  Fellner,  42.  Since  1994  Working  Title  films  that,  in  aggregate, 
cost  just  $320  million  to  make  have  generated  $2  billion  in  ticket  sales.  Among  the  duo's  credits: 
Hotting  Hill,  Fargo,  Dead  Man  Walking  and  Four  Weddings  and  a  Funeral. 

Based  on  a  novel  by  Nick  Hornby,  About  a  Boy  took  in  $8.4  million  on  its  opening  weekend- 
just  enough  to  keep  Star  Wars  from  surpassing  the  box  office  record  set  by  Spider-Man 
two  weekends  earlier  ($115  million  over  its  first 
three  days). 

Running  their  autonomous  company  from 
Oxford  Street,  the  pair  have  been  called  "the 
Weinsteins  of  Europe,"  an  illusion  to  the  pro- 
ducers behind  Disney's  Miramax  unit. 

Says  Snider:  "You  get  this  ens    hey 
are  building  Europe's  film  industi ,.        F 
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victim  has  decided  to  fight  back.  Gary 
Valinoti,  chairman  of  JagNotes.com,  a  tiny 
media  company,  needed  cash  to  build  a  TV 
station  for  his  online  stock-news  service 
So  he  agreed  to  take  down  $10  million  in) 
convertible  preferred  financing.  It  seemed) 
to  be  a  better  deal  than  selling  common  a 
$3  a  share. 

As  soon  as  JagNotes  booked  the  invest- 
ment, the  share  price  began  to  fall.  Much) 
to  Valinoti's  puzzlement,  the  stock  contin 
ued  falling,  in  good  times  and  bad.  He  was 
further  baffled  by  the  list  of  large  share 
holders,  required  to  disclose  their  holdings 
each  month,  which  showed  no  selloffs. 
And  yet  by  February  2001,  the  stock  was 
trading  at  10  cents.  "Everybody  I  knew 
was  buying,  but  who  the  hell  was  selling? 
Valinoti  wondered. 

He  concluded  it  had  to  be  naked 
short-sellers.  Instead  of  suing  his  tormen 
tors,  Valinoti  decided  to  call  their  bluff.  In 
February  2002  he  announced  a  recapital- 
ization plan,  reconstituting  JagNotes  com- 
mon stock  into  new  Class  A  and  B  shares. 
To  receive  new  issues,  shareholders  had  to 
hand  in  their  old  stock  certificates. 

The  recap  took  effect  Apr.  8.  As  bro- 
kerages began  sending  in  certificates  on 
behalf  of  their  clients,  gaps  appeared. 
Citibank's  beneficial  holder  list,  for  exam- 
ple, accounted  for  6,300  shares;  one 
investor  claimed  he  owns  1.2  million 
shares  through  his  Citibank  account. 

Brokerages  that  didn't  bother  to 
demand  certificates  when  clients  bought 
JagNotes  shares  are  in  a  jam.  Morgan 
Stanley  has  a  deficit  of  500,000  shares, 
reports  JagNotes.  UBS  Paine  Webber  seems 
to  be  missing  252,000  shares.  Eventually 
brokers  must  collect  from  whoever  soldi 
them  the  phantom  shares.  Meantime  they 
may  have  to  buy  on  the  open  market  to 
cover  their  clients'  positions.  That  should 
drive  up  the  shares  of  JagNotes  and  gener- 
ate a  windfall  for  Valinoti,  who  owns  5 
million  shares.  Recent  price:  39  cents. 

Expect  a  fierce  fight.  O'Quinn  has 
already  spent  about  $3  million  on  discov- 
ery. He'll  keep  spending  because,  he  says, 
"This  could  be  bigger  than  tobacco."      F 
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WE  ARE  PROFESSIONAL  GRADE! 


OM  PROFESSIOdAL 


AOE  PEOPLE 


ME  PROFESSIONAL 


THANKS  TO  CINDV  KRIZMANICH  AND  THE  ENGINEERING  TEAM,  IT  HAS  THE  TIGHTEST  TURNING  RADIUS  AND  IS  THE  ONLV 


i-SEAT  SUV  IN  ITS  CLASS*  WITH  A  POWERFUL  320  HORSEPOWER  ENGINE  AND  THE  SERIOUS  TRACTION  OF  FULL-TIME 


ALL-WHEEL  DRIVE.  AS  IF  THAT'S  NOT  ENOUGH  TO  MAKE  YOU  COMFORTABLE  IN  ANY  SITUATION,  CONSIDER  ITS  HEATED 


LEATHER-TRIMMED  SEATS  AND  BOSE»  AUDIO  SYSTEM.  THE  SURPRISINGLY  AGILE  YUKON  XL  DENALI.  IT  DOESN'T  JUST 


GET  YOU  OUT  OF  TIGHT  SPOTS.  IT  GETS  YOU  INTO  THEM 


IT  MAKES  THE  MOST  DANGEROUS 

EM  ROUTINE. 
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l  GM  segmentation.  Excludes  other  GM  vehicles. 

enafc  and  GMC  iogp  are  registered  trademarks  of  General  Motors  Corporation"" 

tenerai  Motors  Corp  A!  I  rights  reserved. 
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Coming  Distractions 

If  you  think  you've  already  seen  enough 
advertising  on  movie  screens,  wait  until 
Phil  Anschutz  gets  done  by  dorothy  pomerantz 


ALK  ABOUT  GOOD  TIMING. 
On  the  same  week  in  May 
when  Philip  Anschutz  took 
his  Regal  Entertainment  the- 
ater chain  public,  Spider-Man 
set  a  record  with  a  weekend 
box  office  haul  of  $1 14  million.  Not  con- 
tent to  just  buy  a  ticket, 
some  investors  apparently 
decided  to  buy  a  piece  of 
the  movie  theater  as  well, 
sending  the  stock  up  14% 
to  $21.75  on  the  first  day  of 
trading. 

Why  the  enthusiasm? 
The  economics  of  the  exhi- 
bition business  haven't 
changed  much  since  last 
year,  when  six  chains  went 
bust,  three  of  which — 
United  Artists,  Edwards 
Theatres  and  Regal  Cin- 
ema— were  rolled  up  into 
Anschutz's  screen  saver, 
growth  (6%  a  year  since  1965)  was  never 
high  enough  to  rescue  the  theaters, 
because  the  owners  kept  going  crazy  with 
megaplex  expansions. 

Ever  the  contrarian,  Anschutz  appar- 
ently isn't  just  interested  in  showing  Hol- 
lywood flicks,  though.  Buried  in  the 
prospectus,  Anschutz  reveals  his  grander 
scheme:  To  make  his  5,885  screens  the 
centerpiece  of  a  digitally  wired  network 
that  will  feature  more  advertising  in  the- 
aters than  ever  before,  as  well  as  stage  cor- 
porate meetings  and  other  events  to  fill 
the  greater  part  of  the  day  when  only  a 
few  people  go  to  the  movies. 

"In  the  past,  advertising  has  always 
been  an  afterthought,"  says  Kurt  C.  Hall, 
the  former  head  of  United  Artists  who 
now  serves  as  co-chief  exec  1 1  ive  officer  of 
the  entire  Regal  chain.  "Now  we're  going 
to  really  focus  on  it." 

Folks  who  like  to  arrive  earl)  to  snag  a 

prime  seat  may  want  to  linger  in  the  lobby 

>id  the  upcoming  barrage  of  ads  in- 
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Sticky  web:  Anschutz  plans  to 
blitz  customers  with  ads. 


Ticket  sales 


side  one  of  Anschutz's  movie 
theaters. 

"Research  shows  lots  of 
people  are  in  their  seats  15  min- 
utes or  so  before  the  show.  We 
can  maximize  the  value  of  those 
spaces,"  enthuses  Hall.  The  company 
expects  to  invest  $50  mil- 
lion to  $60  million  through 
next  year  on  costly  digital 
projectors,  but  not  just  to 
show  crisper  versions  of 
Freddy  Got  Fingered.  Digi- 
tal allows  a  theater  to  click 
ads  into  place  with  a  com- 
puter mouse,  instead  of  the 
laborious  cut-and-paste 
method  used  by  most  the- 
aters now,  or  the  glorified 
slide  shows  featuring  ama- 
teurish ads  from  local  car 
dealers  and  chiropractors. 
But  don't  expect  any 
peace  in  the  lobby.  Anschutz  recendy  paid 
$2.8  million  for  a  controlling  stake  in  Next 
Generation  Network,  a  financially  trou- 
bled maker  of  freestanding  flat  screens  that 


blast    advertising    at 
checkout   lines   and  other 

gathering  places.  Expect  to  endure  yet 

more  ads  while  you're  waiting  in  line 

for  the  $4  popcorn. 

What  of  the  90%  of  the  time  during 
the  week  when  movie  theaters  are  either 
empty  or  showing  cheap  matinees  to 
senior  citizens  or  kids  playing  hooky? 
Hall  plans  to  have  businesses,  and  even 
churches,  stage  their  meetings  at  the  mul- 
tiplex, where  they  can  use  the  new  digital 
projectors  and  satellite  dishes  to  broad- 
cast the  boss  live  on  the  screen.  The  idea 
isn't  new.  AMC,  the  second-largest  theater 
chain  in  the  country,  has  found  little 
enthusiasm  for  its  meeting  services. 

"It's  a  plan  that  sounds  great  on 
paper,  but  we've  never  been  able  to  satisfy 
ourselves  how  big  and  deep  the  market 
is,"  says  an  AMC  spokesman. 

Of  Regal's  $2  billion  of  pro  forma 
sales  last  fiscal  year,  just  $70  million  came 
from  on-screen  advertising  and  other 
sources.  Not  to  worry,  says  Hall:  "We're 
going  to  put  capital  and  resources  into 
this  like  it's  never  been  done  before."     F 
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Be  a  Law 
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Even  schoolchildren  understand  that  the  U.S.  legal  system 

has  run  amok.  Georgia  high  schoolers  Jeff  Koon  and  Andy  Powell 
have  written  a  whole  book  about  it.  You  May  Not  Tie  an  Alligator  to 
a  Fire  Hydrant  (Free  Press,  $13)  is  a  collection  of  101  of  the  most 
ridiculous  federal,  state  and  city  laws  in  America.  The  boys  also 
post  their  picks  on  dumblaws.com.  —Susan  Adams 

•  In  Kern  County,  Calif,  it  is  illegal  to  play  bingo  while  drunk. 

•  In  Illinois  no  one  may  hunt  bullfrogs  with  a  firearm. 

•  It  is  illegal  to  dye  a  bunny  rabbit  in  Massachusetts. 

•  Kites  may  not  be  flown  in  the  village  of  Schaumburg,  III. 

•  In  Pacific  Grove,  Calif,  it  is  illegal  to  molest  butterflies. 

Coasting  one's  car  downhill  in  neutral  is  illegal  in  Rhode  Island. 

The  book  comes  with  a  red  warning  label:  "May  cause  readers  to 
lose  any  desire  to  pursue  a  career  in  law."  Indeed.  I 


Whoever  said  getting  there  is  half  the  fun 
didn't  have  to  get  there  with  a  three  year  old. 

Search  for      shortest  flights 

Sometimes  the  best  way  to  get  there  is  the  fastest  way  to  get  there.  Expedia  lets  you 
sort  your  flight  options  by  shortest  flights,  arrival  times,  lowest  price,  and  you  can  change 
your  search  without  using  the  back  button.  Easy  and  secure  transactions  backed  by 
24-hour  customer  support.  It's  never  been  easier  to  find  the  trip  you're  looking  for. 

flights         hotels         cars         vacation  packages        cruises        deals        business 


Expedia.com 

Don't  just  travel.  Travel  Right: 
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an  ateo  find  us  under  Travel  on  mstt* 
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Leaning  Tower 

Can  a  tottering  music  chain  find  a  new  hit? 


Pulp  Friction 

A  patent  showdown  threatens 
Tropicana's  lock  on  a  juicy  new 
blend,  by  dirk  smillie 

Squeezing  oranges  to  make  OJ  does  not 

exactly  take  high  technology.  But  somehow 
Tropicana  Products  wrangled  a  patent  two 
years  ago  to  use  four  new  varieties  of  Florida- 
grown  Brazilian  oranges  in  its  flagship  "Pure 
Premium"  juice. 

Now  Florida  citrus  growers  are  arguing  that 
the  U.S.  Patent  and  Trademark  Office  blundered 
by  giving  invention  status  to  a  recipe. 

Patentable  or  not,  the  new  juice  makes 
sense.  By  adding  more  of  the  Brazilian  varieties 
to  the  mix  at  certain  times,  Tropicana  can  pro- 
duce not-from-concentrate  OJ  year-round  with- 
out running  up  big  cold-storage  costs.  That's 
because  Brazilian  oranges  ripen  earlier. 

"Let  them  blend  better  juice,  but  not  at  the 
expense  of  other  growers  and  processors,"  says 
Andrew  LaVigne,  chief  executive  of  Florida 
Citrus  Mutual,  a  growers  group.  If  the  patent 
stands,  Florida  growers  would  be  squeezed, 
because  Tropicana,  a  division  of  PepsiCo,  would 
have  a  near-monopoly  on  the  purchase  of  the 
new  Brazilian  varieties  for  the  premium  not- 
from-concentrate  market.  Oranges  sold  for 
making  concentrate  fetch  as  much  as  30% 
less  per  pound. 

Thomas  Cotter,  an  intellectual  property 
professor  at  the  University  of  Florida  law  school, 
doesn't  think  the  patent  will  hold.  "It's  a  glorified 
recipe,  but  it's  the  obvious  nature  of  the  recipe 
that  makes  it  vulnerable,"  Cotter  says. 

The  patent  office  has  agreed  to  review  the 
patent,  with  a  decision  due  this  summer.  Heaven 
forbid     e  patent  stands.  What  if  Julia  Child  had 
patent  ed  the  omelet?  F 
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BY  IAN  ZACK 

USSELL  SOLOMON  IS  A  LEC- 
end  in  music  retailing.  The 
|  earthy  founder  and  chair- 
man   of    the    42-year-old 
Tower  Records  chain  helped 
usher  in  the  superstore  era  with  his 
20,000-square-foot-plus  shops  whose 
endless  racks  were  manna  to  music 
fans  in  big  cities.  Two  years  ago  Tower 
had  194  stores  and  was  expanding 
overseas.  There  was  even  talk  about 
taking  the  company  public. 

But  Solomon,  76,  miscalculated. 
Underestimating  the  threat  posed  by 
the  Internet,  he  loaded  up  on  debt  to 
fund  his  expansion  and  build  bigger 
stores  with  even  larger  inventories. 
Now  he's  having  trouble  paying  his 
bills.  In  April,  faced  with  a  cash 
squeeze  and  a  recent  debt  level  99 
times  equity,  Tower's  privately  held 
parent,  MTS  Inc.,  asked  for  a  two- 
month  extension  on  a  $150  million 
loan.  It  was  forced  to  renegotiate  its 
short-term  debt  twice  last  year,  and 


the  company's  $110  million  (fac 
value)  bonds,  demoted  by  both  Stan- 
dard 8c  Poor's  and  Moody's  to  low- 
grade  junk,  recently  traded  at  36  cent 
on  the  dollar. 

"It's  circling  the  drain,"  says  Jack 
Colombo,  editor  of  Income  Securitie, 
Advisor. 

What  happened?  Solomon  can 
blame  Wall  Street  malaise  for  derailin] 
his  plans  for  a  stock  offering.  But  it' 
his  fault  for  not  anticipating  the  threat 
from  online  vendors  and  Wal-Mart, 
Target  and  Best  Buy.  Tower's  decen- 
tralized corporate  structure  mad 
reining  in  costs  difficult.  It  lost  $90 
million  in  fiscal  2001  following  a  $10 
million  loss  in  2000. 

Now  Solomon  is  in  retreat.  As 
part  of  a  restructuring  plan,  he  closed 
23  weak  stores  last  year  and  con 
verted  a  half-dozen  locations  in 
Argentina,  Hong  Kong  and  Taiwan! 
into  franchises. 

In  April  he  agreed  to  sell  Tower's 


By  the  Numbers 

$13.7  billion  in  U.S.  music  sales  in  2001. 

41 /i)  Proportion  of  music  bought  in  non-music  stores. 

Z3/0  Proportion  t)f  music  bought  in  nan-mu§ic  stores 
*     i      thl99l.    * 


bum 


34  /o  Proportion  of  Tower's  2001* revenues  generated 
by  stored  in  Japan. 

L 

Sources:  Bernstein  Research  Call;  Recording  Industry  Assocmtion  of  America; 
SEC  filings. 
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When  it  comes  to  wealth  management, 
one  company  has  unparalleled  focus. 

To  serve  the  affluent  investor  with  a  maximum  level  of  attention,  without  the  distractions 
of  other  business,  such  as  investment  banking.  At  U.S.  Trust,  we  call  it  true  wealth  management  - 
the  kind  that  dedicates  the  time  and  the  right  people  to  deliver  personalized  solutions  for 
every  client. 

Of  course,  focus  is  valuable  only  when  accompanied  by  expertise.  Every  day,  our  leading 
experts  in  tax  planning,  estate  planning,  and  private  banking  work  in  concert  with  our  portfolio 
managers,  as  well  as  your  personal  advisors,  exploring  alternatives.  Because  wealth  management 
is  much  more  than  textbook  solutions  -  it's  about  finding  appropriate  and  tax-intelligent  solutions. 

Our  focus  helps  clients  achieve  their  objectives.  Objectives  as  unique  as  our  clients  themselves, 
who  include  heads  of  some  of  America's  largest  corporations  and  owners  of  successful  businesses. 
Now,  we'd  like  to  focus  on  you,  and  your  unique  needs.  Let's  talk  -  at  1  800  US  TRUST  -  ask  for 
Richard  Foley,  Managing  Director.  Or  visit  us  at  www.ustrust.com. 


U.S.Trust 

The  expert  in  wealth  management7. 
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Wisdom  of  the 
Solomons?  Michael, 
left,  and  Russell  have 
proven  to  be  savvy 
marketers.  Record 
industry  executives  hope 
they  can  figure  out  a 
way  to  make  Tower 
profitable  again. 


,  ■ 


— 


51  Japanese  outlets  to  a  Tokyo  investment  firm  for  $122  million. 
The  cash  infusion  should  help  the  company  pay  off  its  short- 
term  debt.  But  the  Japanese  stores  were  among  the  most  prof- 
itable in  Solomon's  stable,  according  to  Sanford  C.  Bernstein 
analyst  Colin  McGranahan. 

Solomon  declined  to  be  interviewed.  But  in  a  March  state- 
ment his  son  MichaeJ  said  that  the  company,  after  refinancing  its 
short-term  debt,  "will  be  in  a  strong  position  to  embrace  the 
revival  of  the  American  economy  and  embark  on  a  slow  and 

steady  domestic  expansion " 

The  cost-cutting  has  reduced  overhead  by  two  percent- 
age points  to  24.5%  of  sales,  but  with  the  music  business  suf- 
fering its  worst  slump  in  two  decades,  it  will  be  hard  for  Tower 
to  embrace  a  revival  of  any  kind.  As  of  May,  music  sales  in  the 
U.S.  were  down  9%  from  last  year.  Piracy  is  still  a  major  dis- 
tribution channel  on  college  campuses. 

"Tower  still  has  a  chance,"  says  Barry  Sosnick,  an  ana- 
lyst with  Fahnestock  &  Co.  "I'm  not  saying  it's  a  great 
chance."  F 


Family  Feud 

Six  years  ago  Kinko's  founder 
Paul  Orfalea  and  his  partners 
handed  over  the  keys  to  their 
printing  empire  to  a  buyout 
firm.  They're  still  waiting 
for  a  payday. 

BY  RISHAWN  BIDDLE 

OR  A  COMPANY  THAT  ONCE 
prided  itself  on  collegiality,  last 
month's  annual  meeting  of 
Kinko's  at  the  Inter-Continental 
Hotel  in  Dallas  was  a  sobering 
event.  The  privately  held  copy- 
ing giant  provided  only  soda  and  water  for 
the  20  or  so  attendees,  several  of  whom 
blasted  Kinko's  largest  shareholder,  buyout 
firm  Clayton,  Dubilier  &  Puce. 

One  unhappy  shareholder  was  con- 
spicuously absent:  Paul  Orfalea,  the  soft- 
spoken,  self-deprecating  founder  of 
Kinko's,  whose  curly  red  hair  was  the 
source  of  the  company  name.  Although 
he  still  owns  15%  of  the  company  and 
holds  the  honorary  title  of  "chairperson 
emeritus,"  Orfalea  has  been  persona  non 
grata  at  Kinko's  for  the  past  two  years.  He 
needs  permission  ft  "i  the  company  to 
visit  anv  of  Kinko's  l,l()0  .lores. 


But  that  hasn't  prevented  Orfalea  from 
launching  a  behind-the-scenes  feud  with 
Clayton,  Dubilier,  whose  funds  own 
42.5%  of  the  company  and  control  7  of  its 
13  board  seats.  Orfalea  and  his  125  former 
partners,  who  collectively  own  35%  of  the 
company,  are  demanding  that  Clayton, 
Dubilier  either  take  Kinko's  public  or  buy 
them  out.  Clayton,  Dubilier  has  rejected 
both  requests.  "My  brother  expected  Clay- 
ton, Dubilier  to  take  us  public  in  two  or 
three  years.  They  haven't  delivered,"  says 
Orfalea's  older  brother  Richard,  a  former 


customers,  the  co-workers  and  us  former 
partners.  We're  family  to  him,  and  he  re- 
ally hates  the  way  we've  been  treated,"  says 
Eric  Johansing,  who  recentiy  sold  his  re- 
maining stake  back  to  Clayton,  Dubilier  | 
and  the  company. 

The  squabble  has  its  roots  in  a  series  I 
of  transactions  beginning  in  1996,  when] 
Clayton,  Dubilier  rolled  up  the  130  part- 
nerships that  owned  Kinko's  into  one] 
company  in  exchange  for  a  27.5%  stake 
and  effective  control.  Looking  to  take  ad- 
vantage of  the  late-  1990s  bull  market,  Or- 


Unprintable:  Paul  Orfalea , 
choice  words  for  Kinko's 
management. 
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Kinko's  executive. 

Retorts  Kinko's  board  member  and 
Clayton,  Dubilier  President  Donald  Gogel: 
"The  company  can't  go  public,  and  that's 
the  position  we're  in." 

Although  it's  been  several  years  since 
Orfalea,  54,  has  had  any  day-to-day  re- 
sponsibilities at  the  company,  he  can't  de- 
tach himself.  "He  feels  an  obligation  to  the 


falea  and  his  partners  took  stock  in  the  j 
new  company  with  the  expectation  that  it 
would  go  public  in  a  feverish  market  for 
new  issues. 

"Clayton,  Dubilier  showed  us  charts 
and  stuff,  telling  us  we  were  supposed  to  be 
the  next  Starbucks,"  says  former  blackjack  j 
dealer  Gerald  Alesia,  who  co-owned  nine 
stores  with  Orfalea.  "That's  the  only  reason 
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Gives  her  broker  investment  ideas. 


Is  taking  her  company  public. 


Earns  more  than  her  CEO  husband. 


Wonders  why  anyone  would  be  sur. 
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Today,  more  women  are  making  more 
money  in  more  ways  than  ever  before. 
Phoenix  has  been  helping  people  who've 
done  well  do  better  for  more  than  150  years. 


Money.  It's  just  nojgprhat  it  used  to  be. 


'earn  about  our  products  and  services, 
_  your  financial  advisor  and  visit  us 
at  phoenixwm.com. 


CUMULATE.    PkKSIRVE.    Tl<  ANSFI    K.  PHOENIX 


WEALTH      MAN  AG  E  M  E  N  T 


Investment  Management  provided  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  Annuities  issued  by  Phoenix  Life  Insurance  Company 
)10922-C  (Statutory  Office:  East  Greenbush,  fJYj  and  its  insurance  subsidiaries:  Members  of  The  Phoenix  Companies.  Inc.  ©2002  The  Phoenix  Companies,  Inc. 
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why  anyone  did  the  deal." 

Six  years  and  a  bear  mar- 
ket later,  the  partners  are  still 
waiting.  While  Clayton,  Du- 
bilier  bought  back  some 
stock  two  years  ago,  they  of- 
fered just  a  64%  premium  over  the  origi- 
nal share  price  of  $1 1.  There's  no  telling 
what  price  the  shares  would  command  on 
the  open  market  today.  This  much  is  clear: 
Wall  Street  is  cool  to  new  issues  these  days. 

Orfalea  has  hired  lawyers  and  an  invest- 
ment banker.  He  is  also  looking  to  sue 
Kinko's  and  Clayton,  Dubilier  for  refusing 
to  issue  the  same  earnings  projections  to  the 
smaller  shareholders  that  it  allegedly  pro- 
vides to  AOL  Time  Warner  and  J.P.  Morgan 
Chase,  who  each  hold  1 1.5%  stakes. 

In  the  meantime,  Orfalea  has  been 
hounding  management  with  a  weekly 
fusillade  of  e-mails  and  single-spaced  let- 
ters in  which,  among  things,  he  blames 
Clayton,  Dubilier  for  the  company's  56% 


"[Orfalea]  feels  an  obligation  to  the  customers,  the 

co-workers  and  us  former  partners.  We're  family  to  hin 
and  he  really  hates  the  way  we've  been  treated." 


decline  in  net  income  since  1996,  to  $60 
million  last  year  on  revenue  of  $2  billion 
(Clayton,  Dubilier's  Gogel  disputes  the 
numbers,  but  refuses  to  cite  the  official  re- 
sults). Orfalea  slyly  hints  in  his  missives 
that  Clayton,  Dubilier  is  dragging  its  feet 
on  the  public  offering  in  order  to  avoid 
losing  the  more  than  $5  million  in  annual 
management  fees  it  collects  under  the  pre- 
sent arrangement. 

Nonsense,  says  Gogel.  "We  would  love 
this  company  to  go  public  more  than  any- 
one. We've  got  a  lot  of  money  into  this 
company  and  we've  been  in  it  for  six  years. 
But  everyone  knew  that  a  significant  trans- 
formation would  be  required  in  order  for 
it  to  go  public.  And  it's  been  far  more  dif- 


ficult to  do.  It's  like  Gallo  wine:  You  don 
go  public  before  its  time." 

As  for  the  other  shareholder  com 
plaints,  Gogel  is  hardly  sympathetic 
"We're  the  ones  who've  made  the  signifi 
cant  new-dollar  investment,  and  we'v 
done  it  twice.  Other  people  left  and  too 
money  off  the  table." 

In  February  Kinko's  said  it  may  con 
sider  buying  back  the  shares  held  by  Orfale 
and  his  partners.  But  such  a  resolution  ma 
come  too  late  for  Cathy  S.  Reissman,  wh 
learned  she  had  lung  cancer  soon  after  hi 
sister  and  fellow  shareholder  died  last  yea 
"My  sister  didn't  get  a  chance  to  reap  th 
fruits  of  her  life's  efforts.  And  now  it  loot 
like  I  may  have  to  fight  to  see  mine."      ¥ 


Kicks  Are  for  Kids 


Like  clockwork,  the  U.S.  gets  serious  about  men's  soccer,  by  monte  burke 


To  the  short  list  of  life's  certainties— death,  taxes, 

the  Cleveland  Browns'  never  winning  the  Super  Bowl— we 
can  add  another  inevitability:  Every  four  years  U.S.  sports 
officials  cook  up  a  new  scheme  to  make  the  U.S.  an  inter- 
national powerhouse  in  men's  soccer. 

It  has  been  a  history  filled  with  disappointment 
including  a  last-place  finish  at  the  1998  World  Cup, 
a  drubbing  made  all  the  more  humiliating  when  the 
women's  team  won  the  World  Cup  in  1999.  But  with 
the  2002  World  Cup  starting  May  31  in  South  Korea 
and  Japan,  the  U.S.  Soccer  Federation  thinks  it 
finally  has  a  winning  formula:  Invest  heavily  in 
young  talent. 

Armed  with  $30  million  in  sponsorships  from 
Nike,  Chevrolet  and  Budweiser,  the  USSF  is  trying  to 
complete  a  neat  hat  trick.  They  are  assembling  a 
group  of  120  players  under  the  age  of  14  and  train- 
ing 20  of  the  most  promising  players  under  17  at  a 
full-time  Nick  Bollettieri/lMG  academy  in  Florida. 
The  most  significant  of  the  three  programs  is 
Project  40,  a  partnership  with  Nike  that 
plucks  promising  prospects  out  of  high 
school  and  college,  and  places  them  on  Major 
League  Soccer  teams.  All  U.S.  players,  men  and 
women,  will  eventually  train  at  a  $125  million  center  in 


Heads  up: 

Project  40  graduate 

Landon  Donovan. 


Carson,  Calif,  that  broke  ground  last  month,  courtesy, 
in  part,  of  Philip  Anschutz. 

Three  Project  40  graduates  will  be  part  of  the  team 
going  to  Korea  and  Japan:  DaMarcus 
Beasley,  Landon  Donovan  and  Josh 
Wolff.  "It's  like  a  consumer  product,"  says 
Daniel  Flynn,  executive  director  of  the  USSF. 
"We  have  R&D  costs,  then  we  have  to  build,  moni- 
tor and  maintain  our  product." 

In  countries  like  England,  player  development  is  done 
at  no  cost.  Rich  teams  like  Manchester  United  cultivate 
talent  for  the  national  team.  The  USSF  doesn't  have 
that  luxury,  but  its  new  emphasis  on  the  most  promis- 
ing young  players  has  worked  before.  The  U.S. 
Olympic  Committee  took  $18  million  and  pumped  it 
into  "Podium  2002,"  which  concentrated  only  on 
those  athletes  deemed  medal  contenders  for  the 
Salt  Lake  City  games.  The  result:  a  best-ever  34  win- 
ter medals,  many  of  which  came  in  obscure  sports, 
like  luge. 

The  U.S.  team  won't  win  the  World  Cup  this  year, 

but  there  is  plenty  of  pressure  to  improve  on  the  dismal 

1998  showing.  Another  last-place  finish  could  be 

devastating  to  fundraising.  Would  Nike  have  hired 

Michael  Jordan  if  he  kept  missing  the  basket?  F 
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Only  a  Xerox  Document  Centre"  shifts  your  office 

into  overdrive.  It  prints,  copies,  faxes,  scans  and  e-mails 

like  no  other.  Saving  you  time  and  money. 

There's  a  new  way  to  look  at  it. 


rformance  proves  it.  Top  companies  know  it. 
It's  why  86%  of  FORTUNE  500®  companies  rely 
Document  Centre  Multifunction  systems  to  save 
•m  time  and  money*  Our  unique  design  provides 
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maximum  network  performance.  The  result  is  cost- 
crunching  productivity  that   puts  your  business 
fP*"1   way  ahead  of  the  pack.  To  find  out  how  we  can  save 
your  business  time  and  money,  get  in  touch  today. 


sit:  Mfww.xerox.com/vroom  Call:  1-800-ask-xerox  ext.VROOM 


THE  DOCUMENT  COMPANY 

XEROX 


an  Document  Centre  features  are  optional  ©2002  XEROX  CORPORATION  All  rights  reserved  XEROX?  The  Document  Company?  Document  Centre*  and  There's  a  new  way  to  look  at  it  are  trademarks  ot  XEROX  CORPORATION 
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The  Informer 
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Cochran  Jr. 

Labor  Versus  Capital 

Last  month  Microsoft  Corp.  picked  up  much  of  the  tab  for  Black 
Enterprise  magazine's  annual  Entrepreneurs  Conference  in 
Nashville  honoring  the  nation's  top  black-owned  businesses.  A 
press  release  lauded  the  "historic  pairing"  of  the  publication  and 
the  software  giant.  Yet  Microsoft  faces  several  racial  discrimina- 
tion lawsuits  across  the  country.  A  very  prominent  case,  in  Seat- 
de,  was  filed  by  ex-O.J.  Simpson  lawyer  Johnnie  Cochran  Jr. — a 
scheduled  speaker  at  the  conference.  Microsoft  denies  wrongdo- 
ing but  declines  further  comment.  Cochran  associates  say  their 
suit  has  now  been  settled.  — Tomas  Kellner 


Land  of  the  Rising  Debt 

In  2001  Cerberus  Capital  Management  LP,  the 
New  York  hedge  fund  run  by  Stephen  Feinberg, 
shelled  out  $180  million  to  buy  Japan's  huge 
Nagasakiya  department  store  and  grocery 
chain,  which  had  collapsed  under  $3  billion  of 
debt.  Oops!  Cerberus  won't  confirm  or  deny 
rumors  that  it  only  learned  after  the  purchase 
about  numerous  loan  guarantees  by  Nagasakiya 
not  on  the  books.  Amid  banks  balking  at  con- 
tinuing cash  flow  financing — and  run-down, 
almost  empty  stores  in  suburbs — Cerberus  reps 
say  they  now  want  out.      — Benjamin  Fulford 

Holy  Cow!  1 

UCLA  finance  professor  Avanidhar  Subrah- 
manyam  says  in  a  new  study  that  the  S&P  500  ex- 
ceeds its  average  daily  return  of  4  basis  points  by 
22  basis  points  around  Rosh  Hashanah,  the  fes- 
tive Jewish  New  Year,  while  underperforming  by 
29  basis  points  around  Yom  Kippur,  the  solemn 
Day  of  Atonement.  The  study,  co-written  with 
graduate  student  Laura  Frieder,  ascribes  this  High  Holy  Days 
anomaly  to  the  mood  swings  of  large  numbers  of  Jewish  traders. 
But  other  religious  holidays  on  which  markets  are  open,  Jewish 
and  not,  show  little  or  no  effect.  — Ira  Carnahan 

Monopoly?  What  Monopoly? 

Despite  Microsoft's  huge  p.r.  blitz  engaging  Bill  Gates  himself,  the 
Japanese  are  shunning  Xbox,  Microsoft's  new  videogame  toy.  In- 
troduced in  Japan  in  February,  the  gizmo  has  only  a  4%  market 
share,  compared  with  86%  for  Sony  PlayStation  2  and  10%  for  the 
Nintendo  Game  Cube.  A  secondhand  Xbox  sells  at  a  30%  discount 
to  its  $235  list  price;  used  PlayStations,  only  10%.  — B.F. 
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How's  the  old  alma  mater  doing  financially?  Here,  the  latest  stand 

BEST  SCHOOLS                 ENDOWMENT  (SMIL)                CHANGE 

Grinnell  College                        $1,025                          18.8% 

ngs  of  the  biggest  winners  and  losers.— William  P.  Barrett 

WORST  SCHOOLS                 ENDOWMENT  ($MIL)                CHANCE 

Boston  University                          $665 

University  of  Louisville                  503 

10.7 

Carleton  College                             543 

-20.1 

1 

;  University  of  Oklahoma                  603 

9.6 

Wake  Forest  University                     812 

-16.2 

New  York  University                    i ,  ]]  8 

8.5 

Rensselaer  Polytechnic  Institute        6 1 9 

-15.2 

1 

University  of  Pittsburgh               ] ,  1 03 

8.4 

Emory  University                          4,3 1 6 

-14.2 

Yeshiva  University                         831 

7.2 

Ohio  State  University                     1,112 

-14.1 

1 

Yale  University                          10,700 

6.1 

St.  Louis  University                          8 1 9 

-11.5 

University  of  Pennsylvania 

5.7 

Macalestcr  College                          500 

-11.4 

1 

University  of  Richmond                1,122 

5.0 

Williams  College                           1,208 

-11.1 

Tufts  University 

4.9 

Syracuse  University                         735 

-10.9 

a 

Data  for  year  ending  6/>           '  endowments ' 

500  million  and  mc 

>re.  Source:  The  Chronicle  of  Higher  Education. 
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How  can  you  increase 
customer  profitability? 

Identify  (and  keep)  your 
most  valuable  customers? 


And  get  greater  ROI  from 
your  marketing  campaigns? 


SAS  is  all  you  need  to  know. 


I  other  SAS  Institute  Inc.  product  or  serviOj  r,air>? 
>  Institute  ir.-  AD  rights  reserved    4995RUS  CUC? 


Only  SAS  provides  you  with  a  complete  view  of 
your  customers.  So  you'll  understand  their  needs, 
enhance  their  lifetime  value  and  achieve  greater 
competitive  advantage.  To  find  out  how  leading 
companies  are  reaping  the  rewards  of  SAS 
customer  intelligence  software,  call  1  866  270  5723 
or  visit  us  at  wwH.sas.com/customer 


The  Power  to  Know, 


.  in  the  USA  and  olrw  ies  USA  registration. 
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Follow-Through 


Dynegy's 


Chuck  Watson 

andwha'he 
,o  do  next 


DECEMBER  24,  2001 


Son  of  Enron 

IN  THE  WAKE  OF  ENRON'S  COLLAPSE,  WE 
predicted  that  Dynegy  Chief  Charles 
Watson  would  face  a  long  struggle  to  re- 
claim legitimacy  for  his  Houston-based 
energy  trading  business.  Long  indeed. 

Flashbacks 


Since  the  Securities  &  Exchange  Com- 
mission said  in  May  that  it  would  probe 
several  suspect  Dynegy  deals,  the  stock 
has  slumped  to  $8,  and  its  debt  is  being 
scrutinized  for  a  possible  downgrade. 
But  Dynegy  has  something  Enron  never 
had— a  big  brother.  ChevronTexaco 
owns  26%  of  the  company  and  has 
dropped  in  billions  of  relief  dollars 
before.  Look  for  a  bailout  before  a 
bankruptcy.  — Lynn  J.  Cook 

DECEMBER  25,  2000 

Fleet  Defeat 

IN  1999  AND  2000  FLEETBOSTON'S  STRONG 
balance  sheet  helped  it  buy  up  rivals, 
putting  it  on  the  brink  of  becoming  a  na- 
tional powerhouse.  But  since  Chief  Ter- 
rence  Murray  retired  at  the  end  of  last 
year  (he  remains  chairman),  the  buying 
spree  has  stalled.  Earnings  fell  76%  last 
year  as  the  company  took  charges  from 
bum  loans,  trouble  in  Argentina  and  reel- 
ing venture  capital  investments.  Fleet  is 
now  a  rumored  takeover  target. 

— Bernard  Condon 


DECEMBER  10,  2001 

Jeff  Who?  1 

FORBES  WAS  THE  FIRST  TO  REPORT  THAT 
Jeffrey  Kwatinetz  and  his  little-known 
outfit,  the  Firm,  were  quiedy  negotiating 
to  take  over  Hollywood  superagent 
Michael  Ovitz's  crumbling  empire.  The 
Firm  sealed  the  deal  for  an  undisclosed 
sum  in  May.  Now  Kwatinetz  has  to  prove 
that  he  can  succeed  where  Ovitz  failed. 
— Dorothy  Pomerantz 

NOVEMBER  26.  2001 

Squall  in  the  Family 

CRITICIZING  THE  CRONYISM  ON  THE) 
EMC  board,  we  suggested  company 
founder  Richard  Egan's  pals  and  relatives 
might  be  partly  to  blame  for  the  Hop- 
kinton,  Mass.  data-storage  giant's  woes. 
Shareholders  evidently  agreed.  At  EMC's 
annual  meeting  in  May,  they  passed  a  res- 
olution calling  for  more  outsiders  than 
insiders  on  the  board.  True  to  form, 
management  opposed  it. 

— Daniel  Lyons 


80  YEARS  AGO  IN  FORBES/MARCH  4,  1922 

MlSGr  Or  WlSGr?  What  will  Henry  Ford  do  with  his 
immense  fortune?  He  doesn't  believe  in  "charity,"  and,  apparently, 
he  doesn't  think  "giving"  of  any  sort  does  much  good.  Most  of  his 
rows  with  associates  are  said  to  have  grown  out  of  his  belief  that 
earnings,  so  far  as  practicable,  should  go  back  into  the  business 
which  produces  them,  and  that  expansion  knows  no  limit.  Henry 
Ford's  philanthropy  is  based  on  the  theory  that  people  may  be 
aided  in  accomplishing  for  themselves,  but,  ultimately,  every  one 
must  solve  his  own  problems.  The  word  he  uses  with  most  scorn 
is  "loafer." 

30  YEARS  AGO  IN  FORBES/SEPTEMBER  15,  1972 

Suckered  by  a  Pretty  Face  Eanyin  the  sixties, 

Mattel  was  just  a  bright-eyed  little  California  toy  stock  selling  over- 
the-counter.  Then  Wall  Street  took  one  look  and  swooned.  Analysts 
made  reputations,  the  institutions  made  millions— and  so  did  the 
company's  cofounders,  Ruth  and  Elliot  Handler.  The  little  toy  stock 
had  become  a  glamour  girl.  But  alas.  Mattel  has  gone  on  to  deceive 
her  admin  ^s.  From  last  year's  high  the  stock  has  plunged— by 
70%!— to  15.  Who  is  to  blame  for  the  debacle  ?  The  girl  who  pre- 


tended to  be  more  beautiful  than  she  really  was?  Or  the  big 

investors  who  seemed  so  eager  to  be  fooled? 

Mattel  cofounder  Ruth  Handler,  creator  of  Barbie,  died  in  April. 

IS  YEARS  AGO  IN  FORBES/OCTOBER  S,  I9B7 

Name  that  Gold  Mine  When  Twentieth  Century  Fox 
and  director  George  Lucas  were  preparing  to  release  Star  Wars  in 
1977,  the  company  used  focus 
groups  to  test  the  movie's  title. 
The  response  was  overwhelm- 
ingly negative.  "They  said  they 
had  no  interest  in  seeing  a  pic- 
ture with  the  word  'star'  in  it, 

because  that  suggested  sci-  f  pw  ;  ^■^■^■^■mb  f  t 
ence  fiction,"  says  Sidney 
Ganis,  the  former  marketing 
vice  president  of  Lucas  Films 
who  now  heads  marketing  at  Paramount  Pictures.  "Science  fiction 
wasn't  in  vogue  then.  Also,  they  didn't  want  to  see  a  movie  about 
war;  Vietnam  was  still  fresh.  George,  though,  made  it  clear  he  liked 
Star  Wars,  and  the  studio  supported  him 
Star  Wars:  Episode  2— Attack  of  the  Clones  opened  in  May. 
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Tm  changing 
jobs.  What 
should  I  do 
with  my  401  (k)?" 


A  more 
complete 
approach 
to  wealth 
management 

Today,  achieving 
financial  security  is 
a  two-sided  effort: 
growing  your  assets, 
and  protecting  what 
you've  built.  With 
decades  of  experience 
in  both  asset 
management  and 
insurance.  Prudential 
Financial  is  creating 
new  and  more 
powerful  ways 
to  grow  and 
protect  wealth. 


Make  the  most  of  your  40l(k) 
rollover  with  Prudential  Financial. 

If  you're  leaving  a  job,  what  to  do  with  your  401  (k)  is  a  high-stakes  decision. 
At  Prudential  Financial,  you'll  find  the  advice  you  need  to  make  sound 
investment  choices.  We'll  show  you  how  to  roll  your  savings  over  to  an  IRA 
that  puts  you  in  control.  If  you  need  to  access  your  money,  we  can  help 
you  avoid  costly  mistakes.  And  we'll  help  you  capitalize  on  new  savings 
opportunities  created  by  the  recent  tax  law. 


Before  you  roll  it  over,  think  it  over. 

Starting  a  new  job  is  also  a  good  time 
to  reconsider  your  overall  retirement 
strategy.  Are  your  goals  still  the  same? 
How  will  the  new  tax  legislation  affect 
your  financial  plan?  A  Prudential 
professional  can  help  you  set  a  course, 
using  sophisticated  planning  tools. 

Access  a  world  of  investment 
choices.  Prudential  offers  a  complete 
spectrum  of  investment  options  for  your 
Rollover  IRA.  Select  mutual  funds  from 
Prudential,  Janus,  Fidelity,  AIM,  INVESCO 
and  other  top  names,  plus  individual 
stocks  and  bonds,  CDs,  and  more. 
Your  Prudential  professional  can  help 
you  diversify  your  IRA — and  readjust 
as  your  needs  change. 


Prudential  provides  the  tools  to  manage 
your  IRA  wisely.  Online  account  access. 
An  online  trading  option.  Asset  allocation 
services.  In-depth  investment  research 
reports.  At  Prudential,  you'll  find  whatever 
you  need  to  make  timely,  informed  decisions 
for  your  retirement  investments. 

Learn  more  today.  For  more 
smart  retirement  solutions, 
call  today  to  find  a  Prudential 
professional  near  you.  And  be 
sure  to  ask  for  our  new  guide, 
Managing  Your  Retirement 
Plan  Distribution. 

1-800-THE-ROCK 

ext.  9408,  or  visit  us  at: 
prudential.com 
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Prudential »  Financial 

Crowing  and  Protecting  Your  Wealth® 


iential  Finoncial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  products  and  services  are  offered  through  Pruco  Securities  Corporation,  751  Broad  Street, 
/ark,  NJ  07102,  and  Prudential  Securities  Incorporated,  199  Water  Street,  New  York,  NY  10292  (members  SIPC).  Both  are  Prudential  Financial  companies.  For  more  information  about  the  different  mutual  funds, 
jding  charges  and  expenses,  please  contact  your  Prudential  professional  for  o  current  prospectus.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  Neither  Prudential  nor  its  companies  are  tax  advisors, 
ise "consult  your  tax  advisor  for  advice  regarding  the  type  of  IRA  that's  appropriate  for  your  situation.  If  you  have  employer  stock  in  your  401  (k)  plan,  you  may  want  to  consider  other  strategies.         IFS-A0691 1 2 
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NEW  RANGE 


THE  NEW  RANGE  ROVER. 


HIGHER  GROUND. 


Ultra-modern  creation  emerging  from 


a  clean  slate.  Tasteful  evolution  of 


an  undisputed  icon.  From  the  grand 


avenues  of  Monaco  to  the  deserts 


of  Dubai,  it's  never  out  of  place.  Its 


legendary  capabilities  bring  to  mind 


the  very  first  Range  Rover.  Yet  its 


sleek  design,  stunning  interior,  and 


advanced  engineering  state  it's  clearly 


ahead  of  its  time.  The  completely 


new  Range  Rover  from  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


k^Rova 


THE  LAND  ROVER  EXPERIENCE 
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Ring  of 
Thieves 


MCI  introduced  Walter  Pavlo  to  a  world 

of  armed  thugs,  duffel  bags  stuffed  with 

cash  and  phony  accounting.  Now,  sitting 

in  a  South  Carolina  prison,  he  points  a 

finger  back  at  his  former  employer. 


BY  NEIL  WEINBERG 


ALTER  PAVLO  HAS 
plenty  of  time  these  days  to  walk  the  track  inside  South  Carolina's 
secluded  Edgefield  prison.  He  takes  a  daily  stroll  with  Mark  Whitacre, 
the  Archer  Daniels  Midland  whistle-blower  who  is  serving  a  ten-and-a- 
half-year  sentence  for  fraud.  Surrounded  by  drug  convicts,  camp  fences 
and  rolling  woodlands,  they  chat  about  their  pasts  and  draw  parallels  to 
the  scandals  swirling  around  big  corporations  now — at  Enron,  at  Arthur 
Andersen,  in  telecom. 

Pavlo,  blond  and  still  boyish  at  39,  committed  his  crimes  at  MCI  as  the 
telecom  business  roared  in  the  mid-1990s.  He  is  in  the  15th  month  of  a 
41-month  sentence  for  obstruction  of  justice,  money  laundering  and 
mail  fraud.  An  unremarkable  rank-and-filer  in  a  25-person  billing  de- 
partment, he  says  he  cooked  the  books,  under  pressure  from  higher-ups, 
to  help  bolster  MCl's  growth.  Pavlo  employed  an  array  of  tricks — taught 
to  him,  he  a  >,  at  M<  '.I — to  hide  hundreds  of  millions  of  dollars  in  aging 
bad  debts  and  clearly  uncollectable  receivables  owed  by  a  raft  of  upstart 
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telecom  resellers.  In  the  process,  he  used  the  same  sleight  of  hand 
to  skim  $6  million  on  the  sly  for  himself  and  a  couple  of  partners;  . 
for  that  he  is  doing  soft  time. 

The  resellers  stoked  growth  at  a  time  when  MCI,  lit  up  by  the 
halo  of  the  Internet  frenzy,  was  prettying  itself  up  for  a  sale  to 
someone  bolder.  The  company,  with  Walter  Pavlo's  copious  as- 
sistance, granted  easy  credit  to  dozens  of  fly-by- nights  looking  to 
lease  its  lines  and  resell  service  to  businesses  and  consumers.  It 
blithely  let  just  about  anyone,  from  raw  rookies  to  pornogra- 
phers  and  astrological  touts,  run  up  tens  of  millions  of  dollars  in 
bills.  Then,  Pavlo  says,  MCI  kept  the  receivables  on  its  books  long 
after  any  real  hope  of  collecting  had  vanished — with  the  resellers 
themselves,  in  some  cases.  Banks,  eager  for  high  interest  and  fees, 
financed  it  all. 

It  was  his  job,  he  says,  to  hold  these  losses  to  a  minimum, 
even  if  doing  so  required  deceptive  means.  His  actions  benefited 
MCI.  The  company  filed  a  proxy  with  the  Securities  &  Exchange 
Commission  recommending  a  $20  billion  buyout  by  British  Tele- 
com in  1997,  just  days  after  management  knew  it  had  fraud  on  its 
hands,  according  to  a  brief  filed  by  a  group  of  banks  that  sued 
MCI  in  1997.  That  deal  collapsed,  and  MCI  then  accepted  a  $41  bil- 
lion offer  from  WorldCom  months  later. 

MCI  denied  the  banks'  allegations  and  has  claimed  it  was 
duped  by  its  own  employees.  At  MCI  only  Pavlo  and  James  B. 
Wilkie,  a  senior  manager,  have  been  punished  (along  with  a  third 
partner,  an  outsider  named  Harold  R.  B.  Mann).  For  five  years 
Pavlo  has  wondered  when  someone  might  take  a  hard  look  at 
the  four  levels  above  him,  from  his  boss  up  to  the  chief  financial 
officer — Douglas  Maine,  who  later  became  chief  financial  officer 
at  IBM  and  now  runs  its  online  arm — and  above  him  to  MCI  chief 
executive  Bert  C.  Roberts,  who  now  is  chairman  of  WorldCom. 

And  so  when  Pavlo  learned  one  day  in  March,  as  he  sat  reading 
in  the  prison  library,  that  the  SEC  is  investigating  whether  there 
were  any  accounting  misdeeds  at  WorldCom,  he  had  one  senti- 
ment: "It's  about  time."  He  believes  the  remnants  of  his  stunts  are 
buried  in  a  $685  million  pretax  charge  for  bad  receivables  that 
WorldCom  took  in  October  2000.  The  company  blamed  the  big 
charge  ($405  million  after  tax  benefits)  on  a  handful  of  customers' 
going  bankrupt  in  the  previous  quarter.  Pavlo  argues  that  the 
charge  was,  rather,  a  way  to  use  the  industry  downturn  to  mask  the 
writeoff  of  receivables  that  had  been  rotting  for  years  on  the  books 
of  MCI  and  WorldCom,  artificially  boosting  profits. 

"This  story  is  bigger  than  Walt  Pavlo  heisting  money  from 
MCI  and  going  to  jail,"  says  Walt  Pavlo.  "This  is  about  corruption 
of  telecom,  with  lots  of  games.  I  didn't  come  to  MCI  knowing 
how  to  hide  accounts  receivable." 

Pavlo  is  a  convicted  felon  and  an  accomplished  liar.  But  his 
claims  have  some  supporters.  A  shareholder  lawsuit,  dismissed  in 
April  and  now  under  appeal,  makes  the  same  claim  about  the 
October  2000  writeoff.  The  SEC  seems  to  harbor  similar  suspi- 
cions, and  in  March  it  asked  WorldCom  to  list  the  carriers  in- 
cluded in  the  big  charge,  how  much  each  owed  and  how  old  their 
debts  were.  WorldCom  says  the  charge  was  proper  but  declines  to 
comment  about  the  si    's  inquiry  oi  events  at  MCI. 

Pavlo  seemed  an  u i  i  mdiu.uc  for  scandal.  He  grew  up 


"This  story  is  about 

the  corruption  of  telecom. 

I  didn't  come  to 

MCI  knowing  how  to 

hide  accounts  receivable/ 


mostly  near  Sistersville,  W.  Va.  and  Savannah,  Ga.,  with  two 
younger  brothers.  His  father  describes  Walter  Jr.  as  a  hard  worker 
who  started  at  quarterback  in  high  school  one  season,  more  out 
of  grit  than  athletic  ability.  Pavlo  earned  an  industrial  engineer- 
ing degree  at  West  Virginia  University  and  an  M.B.A.  at  Mercer 
in  199 1 .  After  working  at  Goodyear  Aerospace,  where  he  met  his 
wife,  Rhoda,  he  joined  MCI  in  1992  at  age  29. 

He  was  assigned  to  head  a  four-person  group  in  the  sleepy 
carrier  finance  department  in  Adanta,  which  handled  about  $240 
million  a  month  in  billings  in  1993.  MCI  and  the  entire  telecom 
business  were  on  the  cusp  of  big  change.  After  rising  more  than 
thirtyfold  in  20  years,  MCl's  stock  lost  ground  in  1994  and  1995. 
A  year  later  deregulation  promised  to  upend  old  monopolies  and 
raze  barriers  to  new  competition,  and  soon  MCI  was  in  play.  The 
smell  of  fast  money  was  in  the  air. 

A  raft  of  new  resellers  began  buying  contracts  to  repackage 
MCI  capacity  as  cut-rate  long-distance,  prepaid  phone  cards  and 
caller-paid  900  numbers.  For  MCI  and  other  big  carriers  it  was  a 
godsend.  Consumer  long  distance  was  getting  cutthroat.  Margins 
on  big  corporate  accounts  were  thinning.  Resellers  were  another 
story.  Most  started  small  and  paid  rates  with  gross  margins  of  50% 
or  more.  Some  doubled  or  tripled  billings  in  a  month. 

The  torrid  growth  set  off  a  tug-of-war  inside  MCI:  The  sales 
side  pursued  resellers  with  alacrity,  but  the  finance  side  worried 
about  the  resellers'  ability  to  pay  their  bills.  "Everyone  who  dealt 
with  MCI  considered  them  feudal  and  schizophrenic,"  says  the 
chief  of  one  prepaid-card  service. 

By  1995  Pavlo  had  risen  to  senior  manager  and  the  carrier  fi- 
nance unit  had  grown  to  120  employees.  It  was  handling  $650 
million  in  collections  a  month.  About  10%  of  sales,  but  a  far 
larger  slice  of  profits,  came  from  resellers.  At  32,  Pavlo  was  the  de- 
partment's "target  man,"  charged  with  handling  high-risk  ac- 
counts, collecting  receivables  and  coming  up  with  creative  ways 
to  dispose  of  them.  It  was  a  job  Pavlo  performed  well,  Ralph  Mc- 
Cumber,  his  boss  until  the  spring  of  1996,  stated  in  a  deposition 
taken  in  the  banks'  1997  lawsuit  charging  MCI  with  fraud. 

But  the  job  was  taking  a  heavy  toll  on  Pavlo.  MCI  signed  up 
resellers  by  the  dozen  and  let  bad  billings  mount.  When  Pavlo 
went  out  into  the  field  to  dun  the  debtors,  he  found  a  wild  and 
woolly  world.  One  prepaid  calling  card  outfit,  Caribbean  Tele- 
phone &  Telegraph  in  Bloomfield  Hills,  Mich.,  signed  on  in  early 
1995.  By  midyear  CT&T  owed  MCI  $30  million,  Pavlo  says.  The 
small  firm's  debt  swelled  faster  than  MCI  could  even  track  it;  MCI 
took  60  days  to  get  a  bill  out  and  waited  another  15  days  before 
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IN  THE  RACE  FOR  BUSINESS,  A 
GULFSTREAM  IS  YOUR  ULTIMATE 

ADVANTAGE 

Benefit  from  the  safety  and  proven  performance  that  only  a  Gulfstream  delivers. 
Depend  upon  our  reputation  for  unprecedented  product  reliability.  Look  forward  to 
unrivaled  quality.  Rely  on  our  award-winning  service  and  product  support.  Take 
comfort  knowing  you  own  a  Gulfstream,  the  aircraft  of  choice  for  business  and  world 
leaders  since  1958. 

Gulfstream  -  bringing  worldwide  business  within  easy  reach. 

To  learn  more  about  the  Gulfstream  fleet  call  Joe  Walker,  Senior  Vice  President, 
Worldwide  sales  at  (912)  965-5555  or  visit  www.gulfstreamsinflight.com. 
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it  came  due.  Pavlo  visited  CT&T's  office  in  lower  Manhattan,  seek- 
ing payment,  but  owner  James  Franklin  insisted  he  couldn't  af- 
ford to  pay.  Really?  Pavlo  says  he  spotted  duffel  bags  of  cash, 
armed  guards  and  money-counting  machines.  Pavlo  returned  to 
Atlanta  empty-handed  and  convinced  that  CT&T's  pleas  of 
poverty  were  a  bit  exaggerated.  By  February  1996  MCI  had  cut  off 
service  to  CT&T,  which  had  filed  for  Chapter  1 1  bankruptcy  pro- 
tection. Franklin  blamed  CT&T's  problems  on  slow  payments 
from  its  own  customers. 

At  the  Las  Vegas  office  of  one  prepaid-card  shop,  Hi-Rim,  a 
colleague  of  Pavlo 's  showed  up  to  demand  payment — and  a  Hi- 
Rim  official  threatened  to  go  get  his  gun,  the  colleague  says.  An- 
other reseller,  Tel-Central,  had  a  bit  of  star  power:  It  was  run  by 
Dennis  D.  McLain,  a  30-game  winner  as  a  Detroit  Tigers  pitcher 
who  later  was  convicted  of  money  laundering,  theft  and  mail 
fraud.  By  early  1996  Tel-Central  owed  MCI  up  to  $30  million  and 
had  been  cut  off.  McLain  was  indicted  in  1998  along  with  John 
A.  (Junior)  Gotti  in  a  phone-card  scam,  but  the  charges  were 
dropped  in  1999.  McLain  is  now  doing  time  for  stealing  $3  mil- 
lion from  Peet  Packing's  pension  fund. 

Big  carriers  added  to  the  problems  by  locking  resellers  into 
"ramp-up"  contracts  that  charged  them  set  prices  for  an  in- 
creasing number  of  minutes.  Many  soon  found  rivals  retailing 
service  at  prices  below  what  they  had  paid  wholesale.  For  re- 
sellers, the  choice  was  simple:  Either  keep  collecting  from  their 
customers,  stop  paying  MCI  and  pocket  wads  of  cash — or  pay 
MCI  and  go  bankrupt.  The  uncollected  bills  got  so  bad  that  man- 
agers at  MCI,  WorldCom,  Sprint  and  elsewhere  discussed  setting 
up  a  database  to  track  offenders. 

Pavlo  was  feeling  the  strain  of  it  all.  He  was  coming  to  work 
at  5  a.m.  and  staying  late.  He  traveled  constantly.  Yet  the  more  he 
worked,  the  worse  the  finances  got.  Until  1995  his  group's  bad 
debt  had  run  $10  million  or  so  a  year,  well  within  range  of  the 
unit's  2%  ceiling.  Accounts  more  than  90  days  past  due  remained 
in  the  5%  to  7%  target  range.  But  1995  bad  debt  came  in  at  $90 
million,  and  90-days-late  accounts  had  ballooned. 

Pavlo  sent  his  superiors  a  memo  on  Jan.  4, 1996,  warning  of 
$88  million,  and  possibly  more,  in  reseller  receivables  that  MCI 
was  unlikely  to  collect,  the  plaintiff  banks  allege.  Accounting  rules 
urge  firms  to  write  down  such  assets  as  soon  as  they  realize  they 
will  not  collect.  But  that  means  adding  to  bad  debt  reserves  or 


An  MCI 

senior  vice  president 
admits  to  his 
employees'    fudging" 
the  age  of  receivables. 


posting  a  special  loss,  hurting  earnings. 

The  banks  alleged  that  James  Folk,  vice  president  in  charge  of 
revenue  operations,  revealed  the  threat  to  Don  Lynch,  a'  senior 
vice  president  reporting  to  Chief  Financial  Officer  Douglas 
Maine.  Pavlo  says  he  got  word  back  via  Steven  Rubio,  an  ac- 
counting senior  manager:  Whatever  the  numbers  said,  the  1995 
carrier  bad  debt  charge  would  be  $15  million.  "We  can't  let  this 
revenue  get  away.  It's  not  in  the  plan,"  Pavlo  says  he  was  told. 
Folk,  who  has  since  left  MCI,  now  lives  in  Olney,  Md.,  Lynch  is  a 
telecom  consultant  in  Fairfax,  Va.,  Maine  runs  IBM.com  and 
Rubio  now  is  WorldCom's  assistant  controller.  All  four  declined 
to  comment. 

Pavlo  says  he,  Rubio  and  other  MCI  financial  planners  started 
meeting  monthly  to  discuss  the  extent  of  the  problem  and  how 
to  make  it  go  away.  By  early  1996  they  had  found  an  ingenious 
way  to  keep  a  creaky  unpaid  bill  off  the  past-due  ledger:  Turn  it 
into  a  promissory  note.  MCl's  carrier  finance  group  did  this  on  a 
large  scale  for  the  first  time  in  early  1996,  decreeing  that  CT&T 
owed  $100  million  on  a  promissory  note.  Recognizing  that  Hi- 
Rim  was  also  going  to  welch,  MCI  disconnected  it  in  March  of 
1996,  wrote  up  a  promissory  note  for  at  least  $35  million  and 
carried  the  balance  into  1997,  according  to  the  deposition  testi- 
mony in  the  banks'  lawsuit,  taken  from  James  Wanserski,  direc- 
tor of  finance  for  credit  and  collections  and  Pavlo's  boss  from 
March  1996  onward.  Wanserski,  who  now  works  for  Arthur  An- 
dersen in  Adanta,  declined  comment. 

Pavlo  says  MCI  had  to  have  known  the  promissory  notes  were 
next  to  worthless  but  nonetheless  told  auditors  it  expected  to 
collect  75%  of  face  value. 

Even  the  promissory  gimmick,  however,  couldn't  keep  pace 
with  MCl's  rising  balance  of  bills  90  days  late.  So  Pavlo  and  col- 
leagues resorted  to  another  trick:  misapplying  so-called  "unap- 
plied cash,"  money  customers  sent  in  without  specifying  the  bill 
it  was  intended  for.  At  the  end  of  each  month  a  member  of  the 
carrier  division  went  around  asking,  "Who  needs  money?"  Typ- 
ically, $1  million  to  $2  million  was  doled  out  to  cover  older  ac- 
counts, according  to  Pavlo  and  two  other  former  members  of 
the  department.  Another  tactic:  postdating  invoices. 

"Accounting  was  real  loose,"  says  a  former  financial  analyst 
in  the  department.  "We'd  move  money  around  to  keep  over-90s 
down  and  managers  off  our  backs." 

"Placeholder  credits"  were  another  tool.  The  carrier  finance 
department  used  them  to  credit  a  customer  for  up  to  several  mil- 
lion dollars  in  payments  as  if  the  money  had  already  been  re- 
ceived, when  it  hadn't  yet  arrived  at  MCI.  Sometimes  the  money 
behind  a  placeholder  never  showed  up.  In  one  case,  Hi-Rim  said 
it  was  sending  a  payment  via  FedEx.  Pavlo's  group  credited  its  ac- 
count and  tracked  the  payment's  progress.  When  the  envelope 
was  opened,  says  the  former  analyst,  it  was  empty. 

Placeholder  credits  apparently  became  common  at  MCI. 
"Competition  among  business  divisions"  over  which  one  had 
the  "youngest"  receivables  "has  stimulated  the  posting  of  memo 
entries  in  advance  of  actuals,"  Folk,  the  revenue  operations  chief, 
wrote  in  a  1997  e-mail  quoted  in  a  lawsuit  later  filed  by  an  MCI 
partner.  "In  time  this  practice  became  more  the  rule  than  the  ex- 
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One  of  the 

top  five  automotive 

companies  doesn't 

use  Autonomy 

Will  it  make  pole  position? 


Now  more  than  ever,  companies  must  reduce 
costs  and  operate  more  efficiently.  Autonomy's 
technology  automates  the  applications  - 
portals,  business  intelligence,  CRM, 
e-business  -  that  empower  companies  to  use 
their  core  resources  more  effectively.  With 
Autonomy's  power,  computers  can  understand 
the  24/7  deluge  of  digital  information.  E-mails, 
Web  pages,  documents,  voice  mails,  pictures, 
audio  files  and  XML  pages  are  categorized, 


prioritized  and  delivered  without  any  manual 
intervention.  No  wonder  that  four  out  of  the  five 
top  FORTUNE  500*  automotive  companies 
rely  on  Autonomy  to  increase  productivity  and 
deliver  return  on  investment. 

To*  find  out  what  ROI  Autonomy 
can  bring  to  your  business,  call  us 
at  1-877-MYAUTONOMY  or  visit  us  at 
www.autonomy.com 


Autonomy" 
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HE  NEXT  UTILITY 


When  you  need  more,  just  turn  it  up.  It's  true  for 
heat,  light  and  every  other  utility.  And  now  it's  true 
for  e-business.  Need  more  storage?  Enhanced 
procurement?  No  problem.  Just  tell  us  what,  where 
and  when.  With  e-business  on  demand™  we 
handle  design,  implementation  and  integration.  And 
then  we  deliver  everything,  as  a  secure,  managed 
service,  via  the  Internet.  It's  The  Next  Utility.™ 
It's  simple.  And  everybody  understands  simple. 
Visit  ibm.com/e-business/ondemand  or  ask 
for  on  demand  at  800  IBM-7080. 
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ception."  Folk  admitted  in  a  deposition  that  this  had  led  to  "fudg- 
ing" the  age  of  receivables  on  MCl's  books.  What  was  in  it  for 
employees?  "They  get  to  keep  their  jobs." 

Pavlo  was  stuck:  He  knew  customers  were  taking  in  piles  of 
cash  yet  refusing  to  pay  their  bills;  he  says  his  MCI  bosses  knew  of 
the  chicanery  but  refused  to  write  off  the  receivable.  Increasingly, 
he  feared  for  his  job  and  fretted  about  falling  into  legal  jeopardy. 
He  was  drinking  heavily — and  growing  resentful.  Even  if  MCI 
sold  out  at  a  premium,  Pavlo  wasn't  going  to  get  rich  like  top 
managers.  He  earned  $70,000  and  had  vested  options  worth  less 
than  his  salary. 

"I'm  getting  instructions  from  other  parts  of  MCI  that  aren't 
in  writing,  like  'Make  the  bad  debt  $15  million,'  but  I'm  the  only 
one  with  my  name  all  over  this  stuff,"  he  says.  "I  started  to  feel  I 
was  going  to  be  made  into  a  scapegoat." 

In  early  1996  Pavlo  complained  to  a  pal  and  customer,  Harold 
Mann  of  Iris  Enterprises,  a  caller-paid  900  service  that  handled 
phone  sex,  a  lottery  for  fishing  licenses  in  North  Dakota  and 
fundraising  for  racist  David  Duke.  Mann  soon  became  a  central 
player  (and  codefendant)  in  MCl's  reseller  scandal,  along  with 
James  Wilkie,  Pavlo's  buddy  and  senior  manager  in  MCl's  car- 
rier finance  unit.  Mann  introduced  Pavlo  to  Mark  Benveniste, 
president  of  Manatee  Capital,  an  Adanta  firm  set  up  in  1994  to 
factor,  or  collect,  debts,  for  caller-paid  phone  services,  including 
Mann's  Denmark  Dial.  Why  not  move  up  the  food  chain,  acting, 
in  effect,  as  a  factor  for  MCI?  Benveniste  proposed  that  Manatee 
could  deliver  MCl's  receivables  in  days  instead  of  months  by  col- 
lecting from  resellers'  clients  directly.  The  only  catch  was  that 
factoring  reseller  receivables  was  risky.  Benveniste  told  Pavlo  the 
only  way  he  could  get  bank  financing  was  for  MCI  to  cover  any 
collections  shortfalls.  Why  not?  Pavlo  figured.  MCI  was  out  the 
money  anyway. 

In  March  1996  Pavlo  met  with  Benveniste  and  several  execu- 
tives of  National  Bank  of  Canada  at  the  swank  Georgia  Club  in  At- 
lanta. He  told  the  bankers  why  MCI  liked  the  factoring  deal  and  said 
he  was  willing  to  sign  a  guarantee.  After  the  meeting  a  loan  officer 
called  MCl's  switchboard  to  make  sure  Pavlo  worked  there,  ac- 
cording to  court  documents.  That,  it  turned  out,  was  the  sum  of 
due  diligence  for  what  turned  out  to  be  $45  million  in  revolving 
credit  set  up  for  Manatee  by  National  Bank  of  Canada,  Nations- 
Bank (now  part  of  Bank  of  America)  and  CIT  Group — the  banks 
that  ended  up  suing  MCI  in  the  fallout  in  1997.  Never  mind  that 
Pavlo  had  the  power  to  authorize  credits  of  only  $50,000  at  most, 
and  that  his  superiors  were  unaware  of  the  guarantee.  "It's  ab- 
surd, but  that  was  the  level  of  greed  at  the  table,"  Pavlo  says. 

Pavlo  figured  his  superiors  in  finance  would  dislike  the  Man- 
atee idea,  so  he  pitched  it  to  Dan  Dennis,  head  of  the  $7  billion 
(1996  revenue)  carrier  division,  who  loved  it,  he  says.  "Walt, 
you've  cornered  the  market.  You  control  the  cash.  This  product 
is  ingenious,"  is  how  Pavlo  recalls  Dennis  responding.  At  Dennis' 
urging,  Pavlov  says  he  gave  the  program  a  name:  Rapid  Advance. 
Dennis,  who  has  left  MCI  and  now  lives  in  Michigan,  says  he 
doesn't  recall  discussing  such  a  program  with  Pavlo. 

Rapid  Advance  soon  became  big  stuff  in  Dennis'  divi- 
sion, in  April  1996  MCI  began  using  Rapid  Advance  to  collect 
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from  delinquent  resellers  and  lure  new  customers.  It  cranked  out 
Rapid  Advance  banners,  stopwatches  and  CD-ROMs.  The  sales 
force  had  Pavlo  pitching  it  at  its  meetings.  He  was  a  star. 

Little  did  MCI  management  know  that  Pavlo  was  working  a 
side  deal  with  Mann.  Not  long  after  Rapid  Advance  was  up  and 
running,  Pavlo  was  griping  to  Mann  over  drinks  at  Taco  Mac  in 
Atlanta.  He  cited  one  reseller,  Robert  Hilby  of  Telemedia  Net- 
works, who  owed  MCI  $2  million  and,  Pavlo  believed,  had  no  in- 
tention of  paying.  Pavlo  said  he  would  love  to  rip  off  Hilby  right 
back.  Mann  said  he  know  how  to  make  Hilby  pay — and  to  pocket 
some  cash  in  the  process,  according  to  Pavlo  and  Mann. 

Mann  contacted  Hilby  and  offered  to  have  his  own  factoring 
firm,  Orion  Management  Services,  pay  off  Telemedia's  MCI  debt 
in  exchange  for  a  $200,000  upfront  commission,  25%  of  Tele- 
media  and  a  promise  to  pay  back  Orion  over  five  years.  Hilby 
took  the  offer,  Pavlo  says.  He  got  a  call  from  Hilby  telling  him  of 
the  Orion  deal.  Pavlo  acted  surprised  and  agreed.  He  wrote  to 
Hilby,  congratulating  him  for  paying  up.  Then  Pavlo  and  Mann 
flew  first  class  to  the  Cayman  Islands  to  party  and  deposit  their 
$200,000.  Pavlo  put  his  account  in  the  name  of  Parnell  Invest- 
ments, after  the  street  he  had  once  lived  on  in  Savannah.  They 
checked  in  to  the  Coral  Stone  Club  and  celebrated  with  Crista] 
champagne  and  Cuban  cigars.  "I  felt  on  top  of  the  world  sitting 
in  the  middle  of  Seven  Mile  Beach,"  Pavlo  says. 

Orion  never  paid  MCI.  Instead,  Pavlo  used  tricks  he  had 
learned  on  the  job,  like  diverting  unapplied  cash,  to  strike  Tele- 
media's  debt  from  MCl's  books.  Hilby  could  not  be  reached  for 
comment,  but  in  a  deposition  in  the  banks'  suit  against  MCI, 
Hilby  said  he  warned  the  carrier  as  early  as  October  1996  that 
he  suspected  a  "conspiracy  to  defraud"  MCI  and  its  resellers. 

All  told,  Pavlo,  Mann,  Wilkie  and  at  least  one  other  cohort 
signed  on  seven  resellers  with  Orion.  That  included  Tel-Central, 
Denny  McLain's  old  outfit.  They  figured  that  by  owning  a  piece 
of  the  resellers  and  forcing  them  into  Manatee-style  factoring 
deals,  they  could  keep  some  money  flowing  to  MCI  and  still  skim 
off  a  nifty  slice.  Orion  also  skimmed  money  from  four  Manatee 
customers  by  making  bogus  claims  against  them  and  diverting 
payments  as  they  came  in,  Pavlo  says. 

For  a  while,  Pavlo  says,  he  felt  "bulletproof."  Orion  was  bring- 
ing in  tens  of  thousands  of  dollars  a  week  and  paying  his  wife 
$100,000  a  year  (though  she  held  a  full-time  job  elsewhere).  Pavlo 
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Was  wearing  custom-tailored  suits,  tooling  around  in  limos  and 
Eiving  to  the  Cavmans  regularly.  Orion  even  bought  the  Little  West 
Virginia  steel  business  where  his  father  worked.  He  knew  his  ac- 
tions were  wrong.  "Was  it  legal?  No.  Was  it  unethical?  Absolutely," 
ie  savs.  "I  know  that  now.  But  at  the  time  you  find  yourself  in  a 
situation  like  this  and  somehow  justify  it." 

In  August  1996  Pavlo  visited  Adanta's  exclusive  Chateau  Elan 
to  brief  senior  MCI  execs  in  town  for  the  Summer  Olympics. 
Pavlo  says  he  reported  that  MCI  held  SI 70  million  in  doubtful  re- 
seller accounts.  Wanserski,  who  also  attended  the  meeting,  said  in 
i  deposition  later  that  senior  management  discussed  the  debts 
t)f  CT&T  and  the  likelihood  that  writeoffs  could  soar. 

We  just  can't  let  this  happen,"  Don  Lynch,  the  senior  vice 
president,  responded  in  a  conference  call  to  the  Atlanta  group, 
Pavlo  says.  Pavlo  left  the  meeting  angry.  The  accounting  games 
continued.  Two  months  later,  in  October  1996,  Wanserski  flew  to 
Washington  D.C.  to  brief  Chief  Financial  Officer  Doug  Maine  on 
carrier  bad  debt.  Maine  declines  to  comment  on  the  result.  The 
following  month,  British  Telecom  announced  plans  to  buy  MCI  for 
520  billion  in  the  largest  cross-border  deal  ever.  If  it  went  through, 
main  senior  MCI  managers  would  reap  overnight  riches.  It  was 
then,  Pavlo  says,  that  his  boss,  Wanserski,  took  him  into  his  office 
Mid  told  him:  "You  have  to  get  us  through  this  purchase." 

But  Pavlo  was  slipping.  \s  the  numbers  mounted,  it  was  be- 
coming increasinglv  tough  to  disguise  Orion's  theft  on  MCI's 
oooks.  Pavlo  was  gobbling  Prozac  and  drinking  a  halt-bottle  ol 
■COtcb  a  night.  In  lanuarv  1997  a  carrier  division  analyst  noticed 
that  part  of  a  $41.5  million  payment  WorldCom  had  made  for 
asing  MCI's  network  had  been  posted  elsewhere.  At  first  the  an 
ilvst  thought  it  was  just  another  "covering  of  agings."  But  it  was 
too  big.  Pavlo  had  shifted  $5  million  to  I  )enny  Mcl.ain's  Tel-Cen- 
ral  in  a  desperate  bid  to  cover  his  then. 

Wanserski  sent  an  e-mail  to  Pavlo,  who  was  at  the  Four  Sea- 
sons at  Rancfao  Mirage,  Calif.,  and  demanded  a  call  at  4:30  local 
fane  the  following  morning,  Pavlo  says.  He  stayed  up  all  night 
drinking  and  popping  antidepressants.  Wanserski  wanted  him 
•>ack  in  the  office  immediately.  Pavlo  said  there  was  nothing  to 
:alk  about.  Pavlo  never  returned  to  the  MCI  office.  An  investiga- 
ion  soon  uncovered  his  role.  According  to  a  brief  filed  by  the 
)anks,  by  March  3,  1997  Wanserski  and  Folk  knew  MCI  had  fraud 
jn  its  hands.  Saying  nothing,  Mel  filed  a  proxy  four  days  later, 
•ecommending  the  BT  merger. 

Shortly  afterwards  James  Folk,  the  boss  of  Pavlo's  superior 
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as  vice  president  of  revenue  operations,  discussed  the  events  lead- 
ing up  to  the  fraud  in  an  internal  e-mail.  "The  second  half  of 
1995  saw  big  growth  in  the  carrier  segment,  which  brought  in  un- 
ethical and  shady  companies,"  Folk  wrote,  according  to  a  depo- 
sition he  gave  the  following  year  in  a  breach-of-contract  lawsuit 
that  Manatee  filed  against  MCI. 

The  banks,  still  counting  on  Pavlo's  MCI  guarantee,  kept 
pushing  Manatee  to  lend  more.  Unaware  that  Pavlo  had  been 
fired,  the)  hiked  Manatee's  credit  limit  to  $30  million  in  March 
and  to  $45  million  two  months  later.  The  legal  wrangling  began 
in  the  fall  of  1997  when,  seven  months  after  it  uncovered  Pavlo's 
scam,  MCI  reported  it  to  the  banks.  Out  at  least  $28  million,  they 
sued  MCI  for  racketeering,  fraud  and  breach  of  contract. 

The  suit,  in  the  U.S.  District  Court  in  Atlanta,  charged  MCI 
with  using  Rapid  Advance  to  keep  overstated  assets  on  its  books, 
avoid  writeoffs  and  "conceal  misconduct,  including  the  alter- 
ation and  falsification  of  MCI's  financial  books  and  records." 
Manatee  owner  Jack  T.  Hammer  sued  MCI  for  breach  of  con- 
tract. MCI  countersued  the  banks  and  Manatee  for  negligent  mis- 
representation, fraud  and  civil  conspiracy.  MCI  claimed  that  Pavlo, 
Mann,  Wilkie  and  Benveniste  used  Orion  to  divert  funds  from  its 
resellers  to  accounts  they  controlled  in  the  Caymans  and  then 
doctored  MCI's  accounts  to  hide  the  theft.  Shortly  thereafter,  a 
grand  jury  began  looking  into  the  fraud  charges  against  Pavlo 
and  his  co-conspirators.  Wilkie  turned  himself  in  to  federal  pros- 
ecutors in  1998  and  received  jail  time. 

The  maze  of  suits  and  countersuits  was  so  complicated  it 
took  another  two  years  to  get  to  court.  By  then  WorldCom  owned 
MCI.  It  agreed  in  April  2000,  on  the  second  day  of  trial  in  the 
banks'  case,  to  pay  them  $8  million.  Manatee  owner  Jack  Ham- 
mer received  $1  million,  though  former  president  Benveniste  is 
still  fighting  fraud  charges  in  court  and  has  pleaded  not  guilty. 

After  Pavlo  was  found  out  in  early  1997,  he  was  constantly 
looking  over  his  shoulder,  fearing  he  was  being  followed  by  the 
feds.  Finally,  in  the  summer  of  2000,  he  walked  into  the  FBI  office 
in  Atlanta  to  cut  a  deal.  He  entered  a  guilty  plea  in  October 
2000 — the  same  month  WorldCom  announced  the  $685  million 
write-off  now  under  SEC  scrutiny.  Pavlo  entered  prison  in  March 
of  last  year  to  serve  41  months  but  hopes  to  reduce  it  by  10 
months  by  completing  an  alcohol  treatment  program.  Harold 
Mann  will  begin  a  54-month  sentence  this  summer. 

James  Wanserski,  Pavlo's  ex-boss,  stepped  down  when  the 
scandal  broke  in  October  1997.  He  was  paid  his  $138,752  salary, 
plus  a  $50,000  incentive  for  cooperating  in  MCI's  defense  and  for 
not  disparaging  the  firm.  The  day  after  the  agreement  expired  in 
1998,  he  joined  WorldCom's  auditor,  Andersen,  in  Atlanta. 

The  drama  continues.  Pavlo  and  Mann  insist  they  have  dis- 
gorged their  entire  ill-gotten  gain — there's  no  stash  on  some  is- 
land. The  shareholder  suit  filed  against  WorldCom  last  year  was 
dismissed  by  a  judge  in  March  but  is  on  appeal.  Along  with  the 
SEC  investigation,  it  may  or  may  not  prove  Pavlo  to  be  a  legiti- 
mate, whistle-blowing  crook — just  like  Mark  Whitacre  of  ADM. 
"I  started  out  a  company  man  but  abandoned  that  to  act  self- 
ishly, as  I  believed  others  were  doing.  I  was  wrong,"  Pavlo  says. 
"But  so  were  they."  F 
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OLKS  IN  HAMPTON  COUNTY,  S.C.  (POP. 
21,000)  say  trial  lawyer  Johnny  E.  Parker  is 
about  the  nicest  guy  you  would  want  to 
know.  The  son  of  a  music  teacher  and  a 
motel  owner  in  Hampton,  he  knows  just 
about  everyone.  He  and  his  wife,  Peggy,  vol- 
unteer a  lot  and  recently  donated  10  acres  to  the  town  of 
Hampton  to  build  a  nature  trail.  "Johnny's  a  fine  person," 
says  Don  C.  DeLoach,  mayor  of  Varnville,  a  Hampton 
County  town  of  2,000  people. 

That  reputation  helps  Parker  attract  clients — and  he's 
got  lots  of  them.  Parker,  55,  has  deftly  exploited  a  state 
lavs  that  has  turned  him  and  his  small,  poor  county  into 
a  litigation  machine.  The  law  permits  personal  injury 
plaintiffs  who  are  South  Carolina  residents  to  file  a  suit 
in  any  county  in  which  an  out-of-state  company  owns 
property  and  conducts  business — regardless  of  where  an 
accident  took  place.  Example:  Last  August  a  woman 
rolled  her  GMC  Safari  van  and  suffered  head  injuries.  She 
brought  on  Parker  and  filed  a  suit  against  Michigan- 
based  General  Motors  and  Ohio-based  Cooper  Tire  & 
Rubber  in  Hampton  County,  90  miles  from  where  she 
lived  and  350  miles  from  the  Tennessee  town  where  the 
accident  took  place.  The  legal  nexus:  Products  made  by 
GM  and  Cooper  Tire  are  sold  in  Hampton. 

Most  states  don't  allow  this  kind  of  forum  shopping; 
plaintiffs  must  file  cases  in  the  county  where  an  incident 
occurred  or  where  the  defendant  has  his  or  its  principal 
place  of  business.  But  Hampton  is  not  unique;  a  handful 
of  other  counties  across  the  country  have  turned  into  law- 
suit factories  that  export  their  justice  across  the  country 
(see  chart).  The  victims  are  faceless,  faraway  corporations. 
Last  year  610  civil  suits  were  filed  in  Hampton,  more 
than  twice  the  number  filed  in  similarly  sized  South  Car- 
olina counties.  Much  of  this  is  due  to  Parker,  a  well-regarded 


How  a  small- 
town South 
Carolina  lawyer 
named 

Johnny  Parker 
instills  fear  in 
corporations 
everywhere. 


BY  MICHAEL  FREEDMAN 


lawyer  who  gets  lots  of  re- 
ferrals. Of  the  100  jury 
cases  currently  on  the 
Hampton  County  roster, 
7 1  were  filed  by  his  firm.  At 
least  3 1  involve  distant  de- 
fendants like  Pharmacia 
subsidiary  Monsanto,  Ford 
Motor  and  Sears,  Roebuck. 

One  frequent  defen- 
dant: Richmond,  Va.- 
based  CSX,  a  rail  company 
whose  tracks  run  through  Hampton.  The  trains  some- 
times make  stops  there  to  load  or  unload  freight — a 
transaction  of  business,  as  the  law  has  been  interpreted. 
As  a  result,  in  the  last  ten  years  Parker's  firm  has  filed 
four  dozen  personal  injury  cases  against  CSX  and  since 
1995  CSX  has  paid  $18.8  million  in  verdicts  and  settle- 
ments. There  arc  now  17  cases  pending  against  CSX  in 
Hampton  (out  of  48  statewide),  but  only  2  involve  inci- 
dents that  occurred  there. 

It's  just  plain  folks  in  Hampton  County.  State  Circuit 
Court  Judge  Rodney  A.  Peeples  smokes  in  the  courtroom 
and  calls  lawyers  by  their  first  names.  After  hearing  argu- 
ments in  May  over  a  $13  million  dispute,  Peeples  handed 
out  fresh-picked  strawberries  to  the  lawyers  and  then 
joined  them  across  the  street  for  a  seafood  lunch.  After- 
ward the  judge  shook  Parker's  hand  and  blew  a  kiss  to 
defense  lawyer  Celeste  Tiller  Jones. 

In  Parker  plaintiffs  are  getting  a  lawyer  with  close  ties 
to  the  legal  establishment.  His  firm,  Peters,  Murdaugh, 
Parker,  Eltzroth  &  Detrick,  was  founded  in  1910  by  Ran- 
dolph Murdaugh,  who  represented  railroads  and  other 
businesses  in  his  private  practice  while  serving  as  state 
prosecutor.  Today,  a  portrait  of  Murdaugh's  son,  "Buster," 
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Hampton  County,  S.C.  is  hardly 
the  only  sympathetic  spot  for 
plaintiff  lawyers.  Below,  some 
other  friendly  venues. 


ISON  COUNTY,  ILL. 


In  1998  lawyers  filed  just 
two  class  actions  in  this 
county,  an  area  of 
260,000  people  on  the 
Mississippi  River.  In 
2000,  39  class  actions 
were  filed  there. 


INDIANA 


Tort  filings  there  increased 
55%  between  1991  and  2000, 
to  229  cases  per  100,000 
people.  Tort  filing  rates 
decreased  over  that  same 
period  in  22  of  30  states1 
studied  by  the  National 
Center  for  State  Courts. 


ESM 


JEFFERSON 


15  class  actions  were  filed 
there  in  1999  and  20  in 
2000,  with  58%  of  plaintiff 
lawyers  coming  from  out 
of  the  county. 


^Mi 


A  study  of  state 
liability  systems  by 
the  U.S.  Chamber  of 
Commerce  found 
that  Mississippi 
ranked  last  in  seven 
categories, 
including  judges' 
competence  and 
judges'  impartiality. 
Jefferson  County 
alone  is  site  of 
thousands  of 
pharmaceutical  and 
other  cases. 


NEW  JERSEY 


Thanks  to  car-related 
suits,  Garden  State 
ranks  number  one  of 
30  states'  studied  in 
tort  filings,  with  885 
cases  per  100,000 
residents.  Good 
news:  Filings  have 
declined  7%  since 
1991. 


PALM  BEACH  COUNTY,  FLA. 


2,000  class  actions  are  filed 
yearly  in  the  federal  court 
system,  a  per  capita  rate  of 
7.6  suits  per  million  residents. 
In  tort-friendly  south  Florida's 
Palm  Beach  County,  it  is 
nearly  three  times  that  rate. 


'Includes  Puerto  Rico.  Sources:  Manhattan  Institute;  National  Center  for  State  Courts. 

who  also  had  dual  practices,  hangs  on  the  wall  behind  the  judge's 
bench  in  the  Hampton  County  Courthouse. 

Parker,  a  soft-spoken  man  with  close-cropped  hair,  started 
working  at  the  firm  in  1971  and  now  runs  it,  overseeing  ten 
lawyers  in  three  towns — that's  nearly  half  the  lawyers  in  the  whole 
county — including  two  members  of  the  Murdaugh  family.  After 
the  state  legislature  elected  Perry  M.  Buckner  to  a  state  judge- 
ship in  2000,  Parker's  firm  bought  Buckner's  firm,  building  and 
all,  for  an  undisclosed  amount.  In  January  Parker  hired  Gerald  C. 
Smoak  Sr.,  who  had  served  for  ten  years  (until  last  year)  as  a  state 
judge  and  had  presided  over  several  of  Parker's  cases. 

Does  any  of  this  give  Parker  an  edge  in  the  courtroom? 
Perish  the  thought.  As  Parker  says,  defense  lawyers  can  always 
request  a  change  in  venue  or  ask  that  the  judge  recuse  himself. 
"We  don't  live  in  a  world  where  people  don't  have  relation- 
ships," he  says. 

But  Parker's  strong  roots  to  the  community,  plus  jurors' 
propensity  there  for  giving  out  handsome  awards,  make  outsider 
defendants  skittish  about  going  to  trial.  Parker  was  one  of  the 
plaintiff  lawyers  involved  in  a  mid-1990s  medical  malpractice 
case  in  Judge  Smoak's  courtroom,  in  which  a  jury  awarded  $14 
million — 13  times  the  national  average — for  an  incident  70  miles 
away  on  Hilton  Head  Island.  James  D.  Rhodes,  a  CSX  claims  in- 


vestigator, recalls  one  1999  case  in  which 
a  Hampton  jury  awarded  $  1  million  to  a 
CSX  employee  who  injured  his  back  in 
Charleston.  Rhodes  says  that's  probably 
three  times  the  amount  the  plaintiff 
would  have  received  in  a  different  county. 
"I  would  say  it's  an  uphill  battle  for  most 
defense  lawyers  there,"  says  James  E. 
Lady,  a  Charleston  lawyer  who  has  rep- 
resented CSX  and  other  companies  there. 
That's  why  settling  is  usually  the  best 
solution.  A  few  years  ago  a  train 
employee  in  Lawrenceville,  Ga.  filed  a 
personal  injury  suit  against  CSX  and  SMI 
Steel  asserting  that  a  wooden  beam  fell 
out  of  a  rail  car  and  hit  him  in  the  head. 
CSX  settled  quickly  for  $400,000.  SMI  did 
likewise.  "Our  attorneys  said,  'Look, 
you're  either  going  to  settle  this,  or 
you're  going  to  get  a  judgment  against 
you  that's  a  whole  lot  bigger,'"  recalls 
Avery  Hilton,  president  of  SMI  Steel- 
South  Carolina. 

SMI  has  since  joined  forces  with  CSX, 
Duke  Power,  Alcoa,  Chevron  Phillips 
and  others  to  lobby  for  a  change  in  the 
law  that  would  end  forum  shopping.  But 
their  most  recent  attempt  at  legislation, 
in  May,  was  thwarted  after  last-minute 
lobbying  by  Parker  and  Smoak. 

This  might  be  just  an  amusing  tale  of 
small-town  justice,  except  the  losers  are 
the  residents  of  Hampton  County.  This  is  the  tenth  poorest  of 
South  Carolina's  46  counties,  with  a  median  household  income 
of  $26,300  (the  U.S.  average:  $39,000).  Unemployment  in  Hamp- 
ton is  7.8%,  compared  with  6%  statewide.  The  specter  of  litigation 
has  scared  off  employers.  Two  years  ago  Wal-Mart  drew  up  plans 
to  build  a  store  in  Hampton.  A  lawyer  in  Columbia  warned  Wal- 
Mart  that  siting  a  store  there  would  put  the  entire  South  Carolina 
operation  at  risk  for  Parker's  lawsuits.  Wal-Mart  never  built. 

Residents  aren't  happy  about  the  economy,  but  they  don't 
seem  ready  to  blame  Parker,  who  disputes  the  notion  that  com- 
panies avoid  Hampton  because  of  him  and  his  lawsuits.  "That  is 
a  propaganda  tool,"  he  says.  He  claims  if  anyone  can  find  such  a 
company  he  will  promise  not  to  sue  it  if  it  moves  to  Hampton — 
and  represent  the  company  free  of  charge. 

And  who  can  say  Parker  and  his  family  don't  give  back  to  the 
community?  Later  this  year  the  county  will  hold  a  referendum 
on  a  penny  sales  tax.  Of  the  proceeds,  $2  million  would  be  used  to 
renovate  the  lovely,  but  deteriorating,  124-year-old  county  court- 
house. Parker's  wife,  a  county  council  member,  has  volunteered  to 
help  oversee  the  $3  million  project.  The  Parkers  have  agreed  to 
chip  in  the  extra  $1  million  required  for  the  restoration. 

Of  course,  that  seems  only  fair.  Parker  is  getting  the  most  use 
out  of  it.  F 
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As  Asia's  longest  serving  leader,  Malaysian  Prime  Minister 
Mahathir  Mohan  has  worked  tirelessly  to  attract  foreign 
investment  to  the  country  and  to  create  the  conditions 
conducive  for  foreign  businesses.  He  recently  spoke  to  Michael 
Bociurkiw  from  his  office  in  the  new  federal  capital  of  Putrajaya. 


How  are  you  positioning  Malaysia  to 
the  U.S.  business  community?  How  do 
you  convince  people  to  come  here  and 
invest? 

When  we  became  independent  instead 
of   nationalizing   foreign   holdings   we 
actually  invited  foreign  investment   We 
were  the  first  to  have  incentives  for 
foreign  direct  investments  (FDI)  We 
have  a  lot  of  experience  We  have  a 
good  workforce  and  we  are  business 
friendly.  We  hold  regular  dialogues 
with  investors  to  find  out  how  we 
can  accommodate  them.  And  we 
are  always  making  adjustments  to 
our  policies  and  laws  in  order  to 
facilitate  FDI 

Other  countries  have  incentives 
but  we  are  very  open  about  the 
laws,  policies  and  practices  on  FDI 
So  we  think  that  people  will  feel 
very  comfortable  here,  apart  from  the 
fact  that  we  have  a  fixed  exchange 
rate  that  makes  it  easy  for  them  to 
prepare  their  budget.  There  is  no 
hedging  needed 

Are  you  pleased  with  the  level  of 
U.S.  investment? 

Yes,  but  of  course  some  labor 
intensive  industries  find  that  maybe 
there  are  other  countries  where 
the  cost  of  labor  is  cheaper.  But  we 
believe  our  people  are  better  trained, 
better  educated,  English-speaking 
and  they  are  able  to  cope  with  new 
technologies  much  more  than  most 
other  countries 

.  You  see,  Malaysia  is  central  to 
the  Southeast  Asian  region.  We  have 
borders  with  five  different  countries 
We  have  very  good  communication 
and  transportation  systems,  and  policies  as 
well  as  practices  that  are  helpful.  We  are 
very  experienced  in  dealing  with  foreign 
investors  and  operators  I  think  it  will  be  to 
the  advantage  of  companies  to  locate  their 
operations  in  Malaysia.  And  the  costs  here 
are  very  low. 

...  U.S.  companies  have  done  very 
well  in  Malaysia  and  have  expanded. 
Motorola,  for  example  has  more  than 
10,000    people    here.    They   find    the 


atmosphere  congenial  and  they  then 
expand  their  operations  here.  They  didn't 
come  here  in  one  go  to  employ  10,000 
people,  they  came  here  to  employ  maybe 
200  or  300.  But  over  time  it  has  grown 
into  such  a  big  employer  because  they 
feel  that  Malaysia  is  a  good  host 


As  you  move  up  the  value  chain,  where 
do  you  see  Malaysia  developing  its 
core  competencies? 

Right  now  we  are  looking  at  IT.  We  think 
there  is  a  lot  of  scope  there  for  development 
of  software,  for  development  of  content  for 
research  and  development,  and  operations. 
Shell,  for  example,  has  decided  to  manage 
all  of  its  data  worldwide  from  our  Cyberjaya 
because  of  the  very  good  infrastructure. 


Some  Asian  leaders  have  expressed 
concern  about  a  post  WTO  China 
becoming  too  competitive  and  drawing 
FDI  away  from  the  region.  How  do  you 
feel  about  this? 

That  is  a  concern  But  we  believe  that 
China  will  move  through  the  same  process 
that  Japan  went  through,  maybe  take 
a  bit  longer.  Over  time  the  costs  in  China 
will  rise.  At  the  same  time,  that  will 
be  accompanied  by  greater  purchasing 
power  and  even  if  they  can  produce 
most  of  the  things  they  want  there 
will  be  certain  things  they  will  have 
to  source  from  other  countries.  So  we 
think  if  we  identify  niche  areas  then 
we  can  compete  with  China 

For  U.S.  companies  eager  to  gain 
a  foothold  in  China,  does  it  make 
much  sense  for  them  to  hook  up 
with  Malaysian  companies? 

Malaysian  companies  have  very 
good  links  with  China.  Because  we 
have  a  lot  of  Malaysians  of  Chinese 
descent  who  still  speak  the  language, 
are  familiar  with  Chinese  culture  and 
practices  and  they  are  able  to  interact 
with  Chinese  officials  and  people. 
In  fact,  Intel  and  Motorola  use  Malaysians 
to  manage  their  businesses  in  China 

Will  costs  remain  quite  stable  here? 

We  are  not  only  attractive  because 
of  costs.  In  fact  our  labor  costs 
are  much  higher  than  most  of  our 
neighboring  countries  except  for 
Singapore.  But  it  is  the  atmosphere 
here,  the  friendliness  of  the  government, 
the  willingness  to  meet  with  the 
business  community  and  to  have 
dialogues  with  them  every  year 
It  is  mandatory  that  the  Minister  of 
International  Trade  and  Industry  meets  the 
investors  and  the  businesspeople  to  find 
out  from  them  what  is  it  the  government 
can  do  to  make  your  business  better. 

That  sort  of  thing  is  something  almost 
unique  to  Malaysia.  Every  minister  is 
contactable.  You  can  meet  ministers  in 
this  country  much  more  easily  or  for  that 
matter  the  Prime  Minister  spends  his  time 
meeting  the  businesspeople. 
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MALAYSIA. 

Your  investment  in  a  nation 
driven  by  sophistication. 


A  pro-investment  nature 

Malaysia's  reputation  as  a 
highly  competitive  location  for 
the  manufacture  of  advanced 
technological  products  for 


"Most  importantly,  U.S.  investors 
here  appreciate  the  willingness 
of  the  Malaysian  government 
to  engage  in  candid  and 
constructive  dialogue  on  the 
needs  and  priorities  of  the 
private  sector.  Malaysia  is  a 
good  place  to  do  business. " 


regional  and  international  markets 
is  largely  attributed  to  extensive 
technological  support,  a  productive 
workforce  and  excellent 
infrastructure.  Equipped  with  a 
pro-investment  nature  and 
stable  political  and  legal  system, 


"To  meet  tutors  demand,  the  implementation  of  new  power  plant  and 
network  capacities  are  ongoing.  New  programs  and  innovations  are 
implemented  to  further  improve  service  for  our  customers. " 


Malaysia  offers  the 
foreign  investor  a 
dynamic  business 
environment  with  the 
ideal  prerequisites  for 
growth  and  profits. 


"It  is  our  intention  to  continue 
rolling  out  more  sophisticated 
value-added  services  to  our 
customers  and  also  optimize 
our  network  efficiency  and 
£0S&\    capabilities. " 


Or.  Jamaludin  bin  Mohd  Jarjis 
Chairman,  Tenaga  Nasional  Berhad 


Malaysia  provides  attractive 
incentives  for  foreign  investors. 

Supported  with  a  market- 
oriented  economy  and  government 
policies  that  promote  business, 


Advancing  with 
technology 

Technological  advancement 
has  become  an  integral  part 
of  Malaysia's  growth  as  an 
industrialized  nation.  With  the 
help  of  technology,  Malaysia  is 
steadfast  in  providing  for  the 
modern  day  requirements  of 
investor  companies  based  here. 

Parallel  to  the  burgeoning 
growth  of  the  country, 
Tenaga  Nasional  Berhad  (TNB), 
the  nation's  primary  energy 
provider  strives  relentlessly  to 
offer  uninterrupted  quality 
power  supply,  essential  to  the 
first  world  environment  and 
vision  by  the  country,  and  key 
to  the  nation's  economic 
success.  A  vital,  strategic  and 
enabling  industry,  the  company 
has  successfully  developed 
new  and  improved 
methods  of  energy 
supply  to  fully 
support  the 
challenges  of  a 
raised  technological 


Dr.  Md  Khir  bin 
Abdul  Rahman 
Chief  Executive, 
Telekom  Malaysia 
Berhad 


& 


threshold. 

As  telecommunication  is  an 
important  tool  of  the  local  and 
international  business 
community,  the  nation's  demand 


for  higher  technology 
in  telecommunication 
has  been  met  by 
Telekom  Malaysia 
Berhad,  the  country's 
pioneer 

telecommunications 
provider.  Currently,  the 
company  is  stepping 
up  efforts  to  upgrade  and 
expand  customer  access 
networks  to  meet  the  needs 
for  broadband,  Internet  and 
wireless  access. 

Malaysia  is  one  of  the  most 
technologically  well-developed 
countries  amongst  industrialized 
nations  in  the  ASEAN  region. 


"One  of  the  reasons  for  the 
success  of  our  operations  in 
Malaysia  is  the  positive 
investment  climate; 
specifically,  political  stability, 
good  physical  infrastructure 
and  a  well-established  legal 
and  regulatory  framework. " 


The  nation's  persistent  drive  to 
engage  modern  technologies 
proves  to  be  a  great  advantage 
to  manufacturers  in  Malaysia. 


"Firstly,  the  productivity  level 
here  is  better  than  in  most 
other  countries.  Second  is  the 
pro-business  strategy  of  the 
Malaysian  government.  It  has 
been  extremely  supportive  of 
foreign  investments  ^^\ 
into  the  country. "    m  | 


Tan  Bian  Ee 
Managing  Director 
Agilent  Technologies 
(Malaysia)  Sdn.  Bhd. 


Wealth  of  resources 

As  a  result  of  perceptive 
foresight,  strategic  planning 
and  abundant  resources, 
Malaysia  offers  investors  a 
wide  spectrum  of  investment 
opportunities.  With  the 
constant  availability  of 
resources,  the  country  is  able 
to  provide  complete  solutions 
for  trade  and  investment. 

One  of  Malaysia  s  greatest 
assets  is  her  human  resource. 
The  workforce  here  is  young, 
educated  and  productive, 
proving  to  be  one  of  the  best  in 
the  region.  The  government 
provides  continuous  support 
towards  the  development  of 
human  resources  in  all  sectors. 

Industries  in  Malaysia  are 
predominantly  located  in  over 
200  industrial  estates  and  14 
Free  Industrial  Zones  developed 
throughout  the  country.  These 
zones  are  categorized  as  export 


processing  zones,  which  cater 
to  the  requirements  of  export- 
oriented  industries. 


'With  the  combined  efforts  of  the  government,  industries 
and  innovative  technopreneurs.  we  have  the  potential  to 
play  a  pivotal  role  in  the  global  and  regional  technology 
industry  and  we  invite  global  companies  to 
join  us  in  the  Multimedia  Super  Corridor " 


Dr.  Olhman  Yeop  Abdullah 
Executive  Chairman,  Multimedia 
Development  Corporation  Sdn.  Bhd. 


T 


1 


There  are  also  specialized  parks 
that  have  been  developed  to  cater 
to  the  needs  of  specific  industries. 

Towards  the  economy  of 
tomorrow 

The  technologically  inclined 
economy  of  Malaysia  is  proven 
through  the  involvement  in 
advanced  electronics 
manufacturing,  research  and 
development,  biotechnology, 
photonics,  logistics,  design 


"What  makes  Malaysia  unique 
is  the  combination  of  its  rich 
natural  resources,  good 

infrastructure  and 
I  logistics,  and  a  multi 
.    cultural  workforce." 


innovation  and  a  highly 
automated  manufacturing  sector, 
to  name  a  few.  Malaysia  strives  to 
build  a  technologically  savvy  and 
knowledge-based  economy  and 
society  by  providing  an  ideal 
multimedia  environment  within 
the  Multimedia  Super  Corridor 
(MSCj,  a  project  managed  by 
the  Multimedia  Development 
Corporation.  As  of  2002,  676 
MSC  status  companies  have 


mmagmmmmm 


"We  showed  profitability 
just  six  months  after 
commencement  of  production 
and  have  been  hailed  within 
Eastman  as  a  model  for 
other  start-up 
operations  around 
the  world. " 


David  Brubaker 
Vice-President 
(Operations)  Eastman 
Chemical  Asia  Pacific 


been  approved,  of  which  50 
are  of  international  stature. 
The  MSC  comes  complete  with 
a  world-class  living  and  working 
environment  for  the  knowledge- 
based  workers  that  combines 
state-of-the-art  urban  planning 
within  natural  surroundings. 


Working  together  to  make  Malaysia  an  ideal  business  and  investment  destination. 


MKM 
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www.mida.gov.my      www.tnb.com.my      www.telekom.com.my      www.matr2de.g0v.my    www.mdc.com.my 
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DISNEY 


Better  Mousetrap 

[  Having  been  burned  on  Internet  schemes, 

[       Disney  has  reinvented  its  approach  to  technology  to  get  closer 
to  its  customers.  Maybe  a  little  too  close,  by  eusa  williams 


IF  YOU  VALUE  YOUR  PRIVACY,  A  TRIP  TO 
a  Disney  theme  park  in  the  not-too- 
distant  future  may  be  an  unnerving 
experience.  Digital  cameras  disguised 
as  lampposts  will  be  scattered 
throughout  the  park.  Click  on  a 
handheld  remote  control,  and  the  lamp- 
posts will  snap  your  picture  as  you  wan- 
der around,  then  deliver  the  photos  over 
the  Internet  to  your  computer,  where  you 
can  order  coffee  mugs,  T  shirts  or  what- 


ever emblazoned  with  your  own  mug. 

As  your  kid  approaches  a  costumed 
Disney  character,  she  squeals  in  delight  (or 
runs  the  other  way)  as  the  character  greets 
her  by  name.  The  person  inside  the  cos- 
tume was  tipped  off  to  your  family's  iden- 
tity by  chips  embedded  in  your  souvenir 
autograph  book.  Then,  as  the  kid  passes 
attractions  and  other  sights,  the  Mickey 
Mouse  wristband  you  bought  for  her 
squeaks  out  various  fun  facts,  enabling  her 


to  lead  her  family  around  like  a  tour  guide. 
Just  when  you  think  you're  safe  at  home, 
the  wristband  springs  to  life  again  when 
it  receives  infrared  prompts  from  Disney 
TV  programs. 

Don't  worry.  Mickey  doesn't  want  to 
blackmail  you.  He  just  wants  to  sell  you 
more  stuff.  The  story  of  Disney's  embar- 
rassing flop  with  its  Internet  ventures  is 
by  now  well  established  in  the  pantheon 
of  dubious  corporate  investments.  Disney 
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DISNEY 


took  an  $878  million  writedown  last  year 
on  its  Go.com  portal. 

Less  visibly,  the  company  has  been 
overhauling  its  approach  to  technology. 
The  new  theme:  Use  technology  to  boost 
revenue  from  existing  sources.  Bond  with 
the  customer  or,  in  Disneyese,  "create 
relationship  magic." 

"The  Internet  represented  a  really 
important  tool  that  would  be  used  by 
every  business  out  there  to  some  extent," 
says  Disney's  chief  financial  officer, 
Thomas  Staggs,  discussing  the  company's 
early  formation  of  a  separate  Internet 
group  that  has  since  been  integrated  back 
into  the  company.  "But  for  the  vast 
majority  of  companies  to  say,  'We're  an 


enlisted  Barbara  Walters  to  join  its  list  of 
TV  talking  heads  who  invite  fans  to 
receive  off-camera  musings  via  e-mail, 
along  with  the  usual  banner  ads. 

The  company's  privacy  policy  bars  it 
from  selling  the  list,  but  Disney  can  still 
market  the  demographics  of  its  e-mail ' 
audience  to  advertisers.  The  ads  accom- 
panying Peter  Jennings'  ramblings,  for 
example  ("Spring  has  sprung,  but  when 
we  got  into  the  hotel  room  last  night, 
the  room  was  really  hot"),  indicate  that 
his  fans  are  deemed  suitable  for  Ameri- 
can Express  and  Cingular  Wireless. 

To  see  an  even  more  direct  connec- 
tion to  Disney's  customers'  wallets,  turn 
to  the  new  online  trip  planner,  or  regis- 


Internet  company,'  is  a  little  bit  like  say- 
ing, 'We're  a  fax  company  because  we 
have  a  fax  machine.'" 

Now,  although  the  company  is  still  a 
significant  presence  on  the  Internet  under 
brand  names  such  as  ESPN,  ABC,  SoapNet 
and  so  on,  the  purpose  is  not  so  much  to 
create  stand-alone  portals  like  Go.com  as 
it  is  to  promote  its  brands  and  aggregate 
data  about  customers,  then  use  it  to  tailor 
marketing  pitches. 

I  instance,  AlKnews.com  recently 


Magical  picture  tour: 
Using  a  remote  control, 
Disney's  lamppost 
cameras  let  visitors 
catch  themselves 
in  the  act. 


ter  at  Waltdisneyworld.com,  where  a  vis- 
itor is  invited  to  volunteer  the  date  of 
his  last  visit  to  Walt  Disney  World,  birth- 
day, address  and  children's  ages.  In 
exchange,  Disney  sends  back  informa- 
tion about  what  has  changed  at  the  park 
since  the  family's  last  stay. 

Oh,  and  might  you  be  interested  in 
booking  another  memorable  trip  to  the 
Happiest  Place  on  Earth?  As  the  guest 
works  out  a  plan,  Disney  learns  his  pref- 
erences— even  what  Disney  videos  he'd 


like  to  rent  on  arrival.  With  the  demo- 
graphic information  in  hand,  Disney  is 
adding  features  to  the  Internet  trip-book- 
ing site  that  tailors  what  kinds  of  warm 
and  fuzzy  images  a  Web  visitor  sees. 
Rather  than  photos  of  sticky- faced  kids  or 
.  rowdy  teenagers,  older  customers  might 
see  shots  featuring  mild-mannered 
mature  types  like  themselves. 

Not  surprisingly,  cookies  track  anyone 
who  wanders  onto  a  Disney  site.  But  as 
entertainment  marketing  goes,  it's  all 
pretty  innocent.  Some  of  the  cookies,  for 
instance,  simply  allow  Disney  to  personal- 
ize the  information  by  inserting  some- 
one's first  name.  In  contrast,  a  birthday 
and  a  zip  code  are  starting  points  for 
Vivendi  Universal's  Web  site  to  make  a 
good  guess  at  a  consumer's  musical 
taste.  Sony  even  invites  customers  to 
install  game  software  that  collects 
data  on  the  configuration  of  their 
PC,  which  the  maker  of  the  soft- 
ware says  could  be  used  to  gauge 
demographic  information.  Sony 
says  it  doesn't  collect  the  data. 
While  the  Internet  schemes 
may  just  be  an  adaptation  of 
existing  technology,  some  of 
Disney's  offline  gizmos  look 
like  they're  straight  out  of 
Tomorrowland.  The  light 
pole  cameras  were  tested  at  Dis- 
ney's California  Adventure  park;  the 
microchip  that  would  allow  a  costumed 
character  to  know  a  child's  name  is  still  in 
development;  and  the  "location-sensi- 
tive" wristband  was  tested  last  year  in 
Orlando  and  could  be  on  store  shelves 
next  spring.  Someday  the  wristband  is 
supposed  to  talk  to  your  TV  set. 

"It  potentially  gets  us  into  a  razor- 
blade  kind  of  model,  where  the  family 
can  get  the  benefit  of  the  experience  in 
the  parks,  but  then  it  becomes  like  a 
renewable  source  of  media,"  says  Eric 
Haseltine,  who  heads  technology  research 
for  Disney's  Imagineering  unit. 

Next  up:  the  education  market.  "The 
Internet  is  an  interesting  tool  to  use  to 
reach  people  with  things  that  you  might 
call  'Disney  learning,'"  enthuses  finance 
chief  Staggs.  If  Mickey  Mouse  is  adept  at 
mind  control,  there's  no  reason  he  can't 
teach  our  kids  calculus.  F 
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Travel  hasn't 
lost  its  magic 


TOURfl€flU 


SINCE 


19    0    0 


SHOP-AT-HOME:  800.348.3332       " 

ORK       PALM  BEACH       BAL  HARBOUR      SOUTH  COAST  PLAZA        HOUSTON 
ATLANTA        LOS  ANGELES       CHICAGO 


Master 
Geographic 

With  its 

ingenious 

system  for 

displaying 

multiple 

time-zones, 

the  Master  Geographic  is  in 

a  world  of  its  own.  Just  select 

a  city  and  the  time  on  the 

subdial  adjusts  immediately, 

The  complicated  automatic 

movement,  created  entirely 

by  our  own  watchmakers, 

reflects  all  our  passion  for 

innovation.  It's  travel  at  its 

most  magical. 

tjAEGER-LECoULTRp* 


UNIMED 

\  Sotvaj  Pharmaceuticals  Im  i 


Fatigued? 

Depressed  mood? 

Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 

An  estimated  4-5  million  American  men  have  a  medical  condition  called 
hypogonadism,  or  low  testosterone.1  As  some  men  grow  older,  their 
testosterone  levels  decline.  Low  testosterone  (hypogonadism)  can  cause 
low  sex  drive,  fatigue  and  depression  among  other  problems. 


Take  this  quiz 


Testosterone  Screening  Test 

1.  Do  you  have  a  decrease  in 
sex  drive? 

2.  Do  you  have  a  lack  of  energy? 

3.  Has  your  strength  or 
endurance  decreased? 

4.  Have  you  lost  height? 

5.  Are  you  enjoying  life  less? 


YES   NO 

□  □ 

□  □* 

□  □ 

□  □ 

□  □ 


to  find  out  if  you  should  talk  to  your 
doctor  about  your  testosterone  levels. 

YES   NO 

□  □ 


6.  Are  you  sad  or  grumpy? 

7.  Are  your  erections  less  strong?  □   □ 

8.  Have  you  noticed  a  recent 
deterioration  in  your  ability       □    □ 
to  play  sports? 

9.  Do  you  fall  asleep  after  dinner?  □   □ 

10.  Has  your  work  performance 
decreased  lately? 


□   □ 


If  you  answer  yes  to  question  1  or  7  or  at  least  three  of  the  other  questions,  you  might  have  low  testosterone  levels. 
Fortunately,  you  can  replace  testosterone.  Talk  to  your  doctor  about  restoring  your  sex  drive,  energy  and  mood. 

1.  Available  at  www.fda.gov/fdac/departs/196_upd.html  2.  Motley  JE  etal.  Saint  Louis  University  Androgen  Deficiency 
in  Aging  Men  (ADAM)  Questionnaire.  Metabolism  2000;49:1239-42. 


Ask  your  doctor  if  testosterone 
replacement  could  help  you. 

For  more  information  please  visit: 

www.mytestosterone.com 
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Why  billionaires  are  clashing  over  a  casino  in  Chicago. 


BY  MARK  TATGE  WITH  MEGAN  JOHNSTON 

GAMBLING  LICENSES  HAVE  A  WAY  OF  IGNITING 
controversy.  But  the  now-stalled  $200 
million  casino  bordering  Chicago's  O'Hare 
Airport  has  provided  some  real  pyrotechnics, 
courtesy  of  the  billionaires  jostling  with  one 
.mother  for  control  of  the  license,  which  is 
now  enmeshed  in  a  political  ruckus,  lawsuits  and  a  criminal 
investigation  ,  entertainment  and  energy  mogul 

Marvin  Davis,  the  famil)  and  MGM-Mirage  owner  Kirk 

Kerkorian. 


Work  delayed 
The  still-unbuill 
Emerald  Casino 


What  they're  fighting  over  doesn't  look  like  much — a  half- 
constructed,  rusting  hulk,  the  Emerald  Casino,  overlooking  the 
Illinois  Tollway.  At  stake,  though,  is  a  potential  gold  mine  in  a 
lucrative  gaming  market.  Chicago  area  riverboats  now  take  ir 
$2.2  billion  a  year  in  gambling  revenues;  their  win  rate — daily 
house  take,  divided  by  the  number  of  customers  that  can  be 
accommodated  at  one  time — is  $408.  That  is  double  the  aver- 
age in  Las  Vegas.  Then  there's  the  location.  Rosemont,  known 
as  the  city  the  mob  built  on  top  of  a  garbage  dump,  is  2.5 
square  miles  of  ritzy  hotels  and  glitzy  office  buildings,  40  min- 
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ROSEMONT 

utes  northwest  of  downtown  Chicago  at  the  conflu- 
ence of  two  expressways,  and  neighbor  to  the  busiest 
airport  in  the  U.S.  The  40,000-square-foot  Emerald 
Casino,  according  to  analysts,  could  generate  $500 
million  a  year  in  revenue  with  an  operating  margin 
of  30%  to  35%,  compared  with  25%  to  29%  for  most 
Vegas  joints. 

In  1998  Marvin  Davis,  who  has  long  had  gaming 
ambitions,  made  what  he  claims  was  a  handshake  deal 
with  the  owners  of  the  license,  former  Waste  Manage- 
ment chief  financial  officer  Donald  Flynn  and  his  son, 
Kevin.  The  agreement,  Davis  alleges,  was  that  he  would 
chip  in  $12  million  for  a  37.5%  share  of  the  license 
and  casino,  while  the  Flynns  would  hold  37.5%  and 
the  25%  balance  would  be  split  among  other  Illinois 
investors;  Davis  would  also  contribute  up  to  $75  mil- 
lion (terms  unspecified)  toward  construction  and  gam- 
ing license  costs.  In  a  breach-of-contract  suit  in  U.S. 
District  Court  in  Chicago,  Davis  contends  the  Flynns 
double-crossed  him.  The  Flynns  say  no  contract  ever 
existed.  They  are  now  trying  to  sell  everything  to  MGM- 
Mirage  before  being  stripped  of  their  license. 

The  plan  was  cursed  from  the  beginning.  For 
starters,  the  Flynns'  license  was  for  a  defunct  river- 
boat  casino  in  run-down  East  Dubuque,  111.  They 
wanted  to  transfer  it  to  Rosemont,  where  it  would 
become  a  dry-dock  casino  floating  in  2  feet  of  water, 
miles  from  the  closest  river.  The  Flynns  needed  a 
deep-pocket  investor  to  rescue  a  previous  riverboat 
disaster  where  they  lost  a  reported  $30  million.  Davis 
had  been  sniffing  around  Chicago  since  1995.  Mov- 
ing the  riverboat  license  required  a  change  in  the 
1990  state  law  that  granted  gambling  licenses  to 
riverboats  under  the  guise  of  aiding  economically 
depressed  river  towns.  Rosemont,  by  contrast,  was  so 
flush  with  tax  revenue  it  rebated  $  1 ,400  to  each  of  its 
500  homeowners  last  year. 


Hoping  for  fair  odds: 
Marvin  Davis,  Kirk 
Kerkorian  and  the 
Flynns  (Donald  and 
son  Kevin)  all  want  a 
piece  of  Emerald. 


ment.  "If  it  leaks  out  we'll  get  in  trouble  with  the  vote 
Davis  said  he  was  told. 

The  plan  worked  despite  opposition  from  tl 
Pritzkers,  who  Stephens  said  lobbied  heavily  again 
it  for  fear  i!  would  hurt  the  casino  they  jointly  ow 
with  Mandalay  Resorts  in  nearby  Elgin.  (A  Pritzki 
spokesman  vehemently  denies  that  the  fami 
opposed  the  law.)  Illinois'  gaming  law  was  amende 
in  May  1999  to  allow  the  Flynns  to  move  their  rive: 
boat.  Davis  spoke  with  Stephens  to  congratulate  hin 
"We  jumped  for  joy,"  Davis  said  in  his  deposition 

And  soon  came  down  to  earth.  Shordy  after  tr 
bill  was  signed  into  law  in  June,  the  Flynns  stoppe 
taking  telephone  calls  from  Colleran  or  Davis.  "Ho; 
can  this  happen?"  Colleran  says  Davis  asked  hir 
angrily.  "We  do  oral  agreements  like  this  all  the  tim 
in  the  oil  business  with  people  we  can  rely  on." 

The  Flynns  broke  ground  on  the  casino  in  Octc 
ber  1999,  touching  off  a  flurry  of  litigation  an 
inquiry.  Davis  filed  suit,  and  the  Illinois  Gamin 
Board  began  an  investigation  that  would  halt  con 
struction  and  lead  to  the  revocation  of  Emerald 
license  in  2001.  The  board's  complaint  accused  fhi 
Flynns  of  providing  "false  and  misleading"  informa 
tion  about  their  casino  dealings,  breaking  groun 
without  proper  board  approval  and  selling  shares  t 
and  hiring  as  contractors  characters  connected  t 
organized  crime.  The  board's  action  got  the  attentioi 
of  the  U.S.  Attorney's  office  in  Chicago,  which  sub 
poenaed  land,  construction  and  phone  records  fron 
state  gaming  board  officials  earlier  this  year. 

The  Flynns  are  trying  to  salvage  what  they  can 
Contending  that  they  have  met  the  legal  requirement 
of  renewal  and  relocation,  they  have  asked  a  Coo 
County  Circuit  Court  judge  to  allow  the  license  trans 
fer.  The  Flynns  hired  investment  banker  Credit  Suisse 
First  Boston  to  solicit  bids  for  the  license.  MGM 


"If  I  ever  get  this  casino,  I'm  going  to  have  a  whorehouse 
right  next  to  it,"  jokes  Rosemont  Mayor  Donald  Stephens. 


But  Rosemont  Mayor  Donald  Stephens  has  been  fighting  for  a 
decade  to  get  a  casino  to  help  fill  hotels  and  a  convention  center. 
"If  I  ever  get  this  casino,  I'm  going  to  have  a  whorehouse  right 
next  to  [it],  but  that  would  be  mine,"  joked  the  74-year-old,  who 
has  been  mayor  for  47  years,  in  a  deposition.  Stephens  brought 
Davis  and  the  Flynns  together  and  lined  up  the  legislative  muscle 
to  shift  the  license,  said  Michael  Colleran,  president  of  Davis 
Gaming  Stephei  told  Davis  and  Colleran  the  whole  deal  had  to 
be  kept  quiet,  a..- 1  irding  to  Davis'  deposition.  Davis  said  he  was 
told  by  Stepto  u'd  be  no  signed  contracts  until  after 

the  bill  made  i  >.h  the  legislature.  (Stephens  denies 

being  involved  in  th  w  negotiations.)  But  Davis  alleges 

that  both  the  mayo:  nns  "insisted"  on  an  oral  agree- 


Mirage  was  the  top  bidder,  agreeing  to  pay  $615  million.  Illinoi; 
Governor  George  Ryan  is  pushing  the  gaming  board  to  accep 
the  deal.  The  Flynns  would  funnel  $330  million  of  the  sale's  pro- 
ceeds to  Illinois  to  help  plug  a  $1  billion  budget  deficit.  Andal 
outstanding  lawsuits  would  be  settled.  The  board  has  ahead) 
said  no  twice  and  wants  to  punish  the  Flynns. 

What's  the  likely  outcome?  While  the  Flynns  have  threatenec 
to  litigate  until  doomsday  if  they  don't  get  their  way,  politica 
pressure  will  probably  force  a  settlement.  Odds  favor  Kerkorian 
who  has  kept  a  very  low  profile.  The  Flynns,  who  still  control  52°/c 
of  Emerald,  may  exit  with  substantially  heavier  pockets — perhapf 
as  much  as  $55  million.  And  as  for  Marvin  Davis?  The  next  time 
he  negotiates  a  gaming  deal,  you  can  bet  he'll  get  it  in  writing.  F 
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Run  Silent,  Run  Deep 

DuPont's  emphasis  on  flexibility,  small  steps  and  good  partners  is  paying  off  in  Chins 


BY  RUSSELL  FLANNERY 

TWO  YEARS  AGO  BANNER 
slogans  at  the  Hubei 
Longyun  Protein  Food 
Group's  soy  protein 
plant  in  central  China  ex- 
horted workers  at  the  government- 
owned  factory  to  "Raise  the  Flag  of 
National  Industry."  These  days  a 
different  message  is  plastered 
around  the  place:  "Celebrate 
DuPont's  200-Year-Old  Search  for 
Science." 

Overseas  companies  are  wield- 
ing a  new  tool  in  the  quest  to  make 
money  in  China:  acquisitions.  Pur- 
chases of  Chinese  assets  accounted 
for  as  much  as  a  fifth  of  the  $51 
billion  of  foreign  investment  in  the 
country  last  year,  according  to  UBS 
Warburg,  and  are  likely  to  increase 
as  economic  reforms  deepen  fol- 
lowing the  country's  admission  to 
the  World  Trade  Organization.  St. 
Louis-based  Emerson  has  made 
the  biggest  buy  so  far,  spending 
$750  million  for  the  electric  motor 
business  of  China's  privately 
owned  Huawei  Technologies  in 
October  2001. 

But  DuPont's  $20  million  pur- 
chase of  the  protein  plant  in  Yun 
Meng  is  notable,  too,  for  what  it 
says  about  the  ability  of  a  big  U.S. 
corporation  gradually  to  gain  a 
foothold  in  the  world's  most  pop- 
ulous country.  DuPont  hasn't 
spent  more  than  $50  million  at 
the  outset  of  any  of  the  1 8  joint  ventures 
or  wholly  owned  businesses  it's  set  up 
there  over  18  years.  This  is  not  the  risky 
and  usually  costly  big-bang  entry  made 
by  the  likes  of  General  Motors  and  the 
former  McDonnell  Douglas  in  what 
economist  Joe  Studwell's  The  China 
Dream  (Atlantic  Monthly  Press,  2002) 
calls  an  "elusive  quest  for  the  greatest 
untapped  market." 


"We  aren't  against  major  investment," 
says  DuPont  China  President  Charles 
Browne,  who  at  56  is  now  in  his  third 
career  posting  in  China.  "It's  just  that 
thus  far,  as  we  look  at  China,  the  steps 
that  have  made  more  sense  to  us  have 
been  these  relatively  smaller  and  frequent 
ones."  And  on  the  whole,  he  says,  they 
have  been  profitable. 

That  makes  China  a  bright  spot  for 


DuPont  at  a  troubled  time  for  the  chemi 
cal  giant.  Sales  there  last  year  climbe 
22%  to  $623  million  (excluding  $200  mil  | 
lion  in  Hong  Kong)  and  have  nearly  dou  i 
bled  since  1998.  By  contrast  DuPont' I 
global  revenues  fell  12%  from  a  year  eai 
lier  to  $24.7  billion  in  2001,  flat  compare 
with  1998.  DuPont's  sales  in  China  sti  I 
trail  those  of  mobile  phone  leaders  lik 
Motorola,  but  they  are  nicely  counter 
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DUPQNT 

cyclical  since  many  of  DuPont's  problems 
are  at  home,  where  falling  prices  for 
goods  from  places  like  China  are  hurting 
profits  for  U.S.  textile  products. 

So  even  as  DuPont  pares  employ- 
ment worldwide  (2,000  job  cuts  were 
announced  in  April),  it  is  going  ahead 
with  new  projects  in  China.  In  March  it 
announced  a  50-50  joint  venture  worth 
$70  million  with  Japan's  Asahi  Kasei  to 
make  plastics  near  Shanghai.  Those 
funds  will  put  DuPont  on  track  this  year 
to  invest  around  $100  million  in 
China — about  the  same  as  last  year — 
bringing  its  total  investment  there  to 
about  $700  million. 

Acquisitions  like  the  Hubei  Longyun 
("dragon  cloud")  soy  protein  plant 
become  more  plausible  as  China  light- 
ens up  on  regulations  and  reforms  its 
legal  system  and  accounting  practices, 
according  to  law  firm  Jones,  Day,  Reavis 
&  Pogue.  China  hopes  quicker  inflows 
of  foreign  capital  will  offset  problems  at 
state-run  companies. 

But  DuPont  is  flexible  about  sharing 
ownership  with  a  local  partner.  "Some 
have  said  that  after  WTO,  joint  ventures 
will  go.  That's  really  not  our  position," 
says  Browne. 

If  any  Western  corporation  should 
have  a  feel  for  China,  it  should  be 
DuPont.  The  company  started  doing 
business  there  in  1863.  It  departed  with 
the  arrival  of  the  Communists  a  half- 
century  ago  and  returned  in  1984. 
Mostly,  it  has  stuck  with  products  it 
knows  well.  That  means  building  plants 
that  churn  out  polyester  and  nylon  fiber, 
as  well  as  polyester  film  for  mobile 
phones  and  the  nylon  bristles  that  go 
into  toothbrushes  sold  in  China. 

As  China's  wealth  has  grown, 
DuPont  has  transplanted  brands  that 
were  born  at  home  in  the  U.S.  "People 
definitely  know  the  name  Lycra,"  says 
Wu  Jiawci,  who  sells  sportswear 
containing  the  DuPont-made  material 
at  a  department  store  on  Shanghai's  col- 
orful Nanjing  Road.  In  the  southern 
Chinese  city  of  Shenzhen,  DuPont 
researchers  try  to  get  the  right  mix  of 
Teflon  coating  onto  woks  for  Chinese 
moms  who  tend  to  beat  metal  spatulas 
harder  against  the  cooking  e  th.m 

do  their  counterparts  in  America.  To 


give  its  corporate  name  a  boost,  DuPont 
in  January  paid  $1.3  million  to  sponsor 
for  three  years  one  of  China's  most  suc- 
cessful soccer  teams. 

In  1999  DuPont  took  a  leap  into 
China's  automotive  paint  sector  through 
the  $1.9  billion  acquisition  of  Herberts,  a 
subsidiary  of  Germany's  Hoechst  AG, 
whose  global  coatings  business  had  four 
Chinese  joint  ventures.  DuPont's  pur- 


Selling  to  a  "billion  Chinese"  has  been  the 
holy  grail  for  multinational  companies.but 
DuPont  is  getting  there  in  modest  ways. 


The  number  of 
toothbrushes  produced  in  China 
last  year  with  DuPont-made  bristles. 

{The  number  of  window 
frames  sold  in  China  last  year  that 
contain  DuPont-made  white  pigment. 

The  number  of  pots  and 
pans  sold  in  China  last  year  coated 
with  DuPont  Teflon. 

Source:  DuPont. 

chase  restored  it  to  the  position  it  had 
occupied  earlier  in  the  20th  century  as 
the  world's  number  one  maker  of  such 
paints  and  finishes.  Yet  Browne  later  shut 
two  of  the  Chinese  units  that  didn't  meet 
profit  targets.  "It's  like  the  Kenny  Rogers 
song,  'You've  got  to  know  when  to  hold 
'em  and  when  to  fold  'em,' "  he  says.  "I 
just  view  this  as  normal  business  and 
arranging  your  portfolio  in  a  country.  I 
think  that  we've  been  fortunate  in  that 
we've  been  able  to  do  it  in  a  way  that's 
amicable,  and  we  can  get  on  with  our 
business."  That  is,  to  be  in  the  thick  of 
one  of  the  world's  fastest-growing  car 
markets. 

DuPont's  most  unconventional 
move  so  far  has  been  the  purchase  of  the 
protein  plant  in  Yun  Meng,  a  city  of 
500,000,  surrounded  by  rapeseed  fields, 
that  so  far  has  had  little  experience  with 
foreign  investors.  The  business  was  tar- 
geted globally  through  DuPont's  $1.5 
billion  acquisition  of  St.  Louis-based 
Protein  Technologies  in  1997.  DuPont 
estimates  the  annual  global  food-ingre- 
dients market  to  be  about  $20  billion, 
growing  at  a  rate  of  3%  to  5%.  The 


health-food-ingredients  market,  whi 
includes  soy  protein,  accounts  for  $3  b 
lion  of  this  market  and  is  growing 
15%.  Despite  the  agricultural  subsidi 
that  prop  up  production  in  the  We; 
DuPont  wants  to  make  China  a  glob 
sourcing  center  and  to  get  processii 
there  up  to  U.S.  Food  &  Drug  Admini 
tration  standards. 

Besides  what  it  says  about  DuPon 
future,  the  acquisition  also  underscor 
how  far  into  the  hinterland  new  thin 
ing  is  taking  root  in  China.  Pragmal 
officials  in  Yun  Meng  knew  that  the 
protein  couldn't  match  DuPont's  in  co 
sistency  and  flavoring.  "We  knew  then 
lot  better  than  they  knew  us,"  says  L 
Yuan  Wang,  who  ran  the  plant  for  eig 
years  when  it  was  state-owned.  "We  stu 
ied  their  products  for  a  long  time,  tryii 
to  bring  ours  up  to  their  standard,  ai 
couldn't.  The  question  then  was:  Do  \ 
actually  need  to  own  this  facility  to  brii 
the  jobs  and  business  here?" 

Under  the  agreement  with  the  loc 
government,  DuPont  can  sell  as  mu> 
protein  from  the  site  as  it  wants  in  Chi; 
(a  $100  million  market  in  five  years, 
figures).  DuPont  laid  off  10%  of  the  ori 
inal  270  employees  but  gave  a  20%  p 
raise  to  those  it  kept.  The  company  h 
also  improved  life  for  employees 
smaller  ways,  spending  an  average  of  I 
cents  on  the  workers'  free  lunches  in  t! 
plant  cafeteria  compared  with  the  pre\ 
ous  dime,  and  putting  up  safety  postei 
It  has  stationed  a  U.S.  engineer  in  tl 
plant  to  standardize  the  flavor  (le 
"beany")  and  color  (more  "milky"). 

Wang,  39,  still  sits  in  the  plant  tod; 
running  it  for  DuPont.  "Mr.  Wai 
embodies  many  of  the  characteristi 
that  we  like  to  see  in  our  own  peoph 
says  Browne.  "Yes,  it's  true  that  he  was 
a  state-owned  enterprise.  But  Mr.  Wai 
is  a  true  entrepreneur.  One  of  the  thin 
that  we  identified  when  we  were  lookii 
at  the  Yun  Meng  plant  is  that  he  is  a  val 
able  asset.  He's  the  kind  of  employee  \ 
want  to  keep." 

Having  survived  the  big  switch  ai 
gotten  a  raise  himself,  Wang  says  h 
remaining  goal  is  straightforward: 
want  to  be  the  most  successful  person 
China's  protein  industry,"  he  says, 
think  I  can  do  that  with  DuPont." 
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Actual  chip  size  at 
least  25  times  smaller." 


fi 


You're  looking  at  the  Mu(u)-chip,  the  smallest  chip"*  on  the  planet.  Mu-chip 
can  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
revolutionizing  security  and  authentication  technologies  with  its  intelligent  data 
storage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
a  new  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
sciences,  this  includes  all  human  protein  analysis  through  which  lives  can  be 
saved  and  prolonged.  Small  wonders  building  big  futures.  Visit  Hitachi  on  the 
web  and  see  how  we're  inspiring  the  next  with  our  advanced  technologies  and 
innovative  solutions. 

•Actual  chip  size  measures  0.4  mm  x  0.4  mm   "Smallest  RFID  (radio  frequency  identification)  chip 
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no     respected     names     combine     to     create     a 
liquely    powerful    dynamic    in    cable    business 
bws.  Forbes  on  FOX  brings  its  distinctive  brand 
»f  economic  intelligence  to  an  audience  that  has 
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We  report.  You  decide. 


OR  SIX  YEARS  AMERICA  ONLINE  HAS  DOM- 
inated  Internet  access  just  as  Microsoft 
has  lorded  over  the  desktop.  Now  AOL's 
growth  engine  looks  shaky;  Subscriber 
growth  has  slowed,  and  revenue  from 
online  ads  and  commerce  has  plummeted 
31%  in  a  year.  Robert  Pittman,  chief  operating  offi- 
cer of  parent  AOL  Time  Warner,  has  parachuted  into 
the  onliner's  Dulles,  Va.  base  to  attempt  a  rescue. 

AOL's  sudden  vulnerability  prov'  ' 
ing  for  Microsoft  as  it  wages  a  new  assault  online. 
In  the  fall  it  will  release  new  and  spruced-up  fea- 
tures on  the  Microsoft  Network,  the  number  two 
online  service  (with  8  million  paying  subscriptions 
to  AOL's  34  million).  In  the  next  two  months  MSN  is 
likely  to  spend  $15  million  or  so  on  ads  aimed  at 
luring  away  disenchanted  AOL  subscribers.  MSN  will 
offer  broadband  customers  a  free  modem  and  $50 
to  defect.  It  will  use  software  written  just  for  the 
purpose  to  ease  the  transfer  of  e-mail  addresses, 
datebook  appointments  and  stored  messages. 

Microsoft  also  is  wooing  25  million  daily  visitors 
to  its  free  Web  site  at  MSN.com,  hoping  to  entice 
some  of  them  to  become  paying  customers  of  its  In- 
ternet access  service.  Some  of  these  efforts  already 
are  paying  off.  In  January  Microsoft  h~ 


ft 


Will  Microsoft  finally  score  big  on  the  Web? 
MSN's  Yusuf  Mehdi  is  laying  siege  to  AOL. 


BY  VICTORIA  MURPHY 
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What  ao  an  tnese  companies 
have  in  common? 


Low  taxes:  1 6% 


Analytx  (HK)  Ltd.    Anoto  Ltd.    AXA  Asia  Pacitic  Holdings  Ltd. 


China  Bidding  International  Ltd.    China  Travel  International  Investment  HK  Ltd. 
China  Travel  Service  (HK)  Ltd.    EFG  Private  Bank  S  A     RuIB  Of  1 3 
CI 6311  QOVBrnmBIlt     Eli  Lilly  Asian  Operations  Ltd.    FootFall  Asia  Ltd.    Harvey  Nash 
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Invacare  Asia  Ltd.    IPS  Employee  Assistance     FrGG  flOW  Of 
GE/Fitch    GatBWaV  tO  Cllind     Global  Gateway     GP  NanoTechnology  Group  Ltd. 


KPMG  Consulting     Macromedia  HK  Ltd.    Meisei  Electric  (HK)  Co  Ltd.    Minter  Ellison 


Money  Concepts  (Asia)  Ltd. 
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Network  Associates  Hong  Kong  Ltd.    Open  World     Open 
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Panalpina  China  Ltd.    Partner  Reinsurance  Co  Ltd. 


REnex  Technology  Ltd.    Riverhill  Holdings  Ltd. 


Shipley  Asia  Ltd. 
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Stratos  Global  C 
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Xantic  (HK)  Ltd.    Yue  Da  Holdings  Lt 


They  have  all  recognised  Hong  Kong's  many  advantages  and  put  their  regional  operation  here. 
Over  3,200  others  have  done  the  same.  Care  to  join  us? 
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Find  out  more  at  www.lnvestHK.gov.hk 


The  Government  of  the  Hong  Kong  Special  Administrative  Region 
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Suites  1501-6,  Level  1 5,  One  Pacific  Place,  88  Queensway,  Hong  Kong    Tel:  (852)  3107  1000    Fax:(852)3107  9007    Email:  enq@lnvestHK.gov.hk 


MSN 


AOL  and  MSN  signed  up  roughly  the 
same  number  of  new  subscribers  last 
year  in  the  U.S.:  2.7  million.  But  MSN 
has  a  lot  of  catching  up  to  do. 


KLTAL_.NUMi 


UNIQUE  VISITORS  TO  SITE 
(MONTHLY) 


AVERAGE  MINUTES  SPENT  ON  SITE 
PER  USER  (MONTHLY;) 


Sources:  Jupiter  Research:  company  data. 

had  signed  up  as  many  new  users  in  the 
U.S.  as  AOL  had  during  the  fourth  quar- 
ter— just  over  1  million.  AOL  counters  that 
MSN  overstates  the  numbers,  given  that 
300,000  of  those  were  signing  up  for  add- 
ons, like  extra  storage  to  existing  Hotmail 
accounts. 

Still,  MSN  claims  that  450,000  users 
were  converts  won  from  America  Online. 
"The  users  are  paying  us,  which  means 
they're  less  likely  to  pay  AOL  for  some- 
thing," says  Yusuf  Mehdi,  35,  the  eight- 
year  Microsoftie  who  heads  MSN. 

AOL  insists  MSN  is  too  small  to  be 
dangerous  and  still  expects  to  get  half  of 
all  new  online  users.  Ann  Brackbill,  an 
AOL  executive  vice  president,  says  of 
MSN's  switching  campaign:  "It  hasn't  had 
an  effect  yet." 

This  could  be  a  long  battle  of  attrition, 
for  MSN  is  trying  to  grow  at  a  time  when 
the  number  of  new  users  going  online  has 
slowed  dramatically.  User  growth  peaked 
at  24%  in  1 999  and  is  expected  to  rise  only 
by  7.6%  next  year.  Expanding  MSN's  ranks 
may  rely  more  on  stealing  customers  from 
AOL  than  on  landing  newcomers,  just  as 
growth  in  the  saturated  cell  phone  and 
long-distance  markets  requires  raiding 
rival  subscriber  lists. 

Both  Microsoft  and  AOL  are  titans  in 
this  clash,  but  Microsoft  has  more  mus- 
cle: $38  billion  in  cash,  $14.6  billion  a  year 
in  cash  flow  from  operations  and  zero 
debt.  AOL  Time  Warner,  by  contrast,  is 
burdened  with  $28.6  billion  in  debt  and 
has  $860  million  on  hand  and  $5.5  billion 


in  annual  cash  flow. 

Because  of  discounting,  MSN  has  one 
of  the  lowest  monthly  revenue  per  sub- 
scriber in  the  industry — $9  a  month 
compared  with  $25  for  AOL.  Two  years 
ago  MSN  offered  users  $400  rebates  for 
signing  up  for  three  years,  winning  3  mil- 
lion customers  (the  company  won't  say 
how  many  of  those  took  advantage  of  the 
promotion)." We  still  have  to  report  a 
P&L,"  Mehdi  cautions.  "There's  only  a 
finite  amount  of  money  you  can  spend  to 
acquire  customers." 

MSN's  new  ad  blitz,  a  small  part  of  its 
$600  million  marketing  budget,  targets 
AOL  in  particular:  "With  new  hassle-free 
switching  tools,  leaving  AOL  is,  well,  has- 
sle-free" is  one  slogan.  Microsoft  also  is 
rethinking  its  service  entirely.  While 
America  Online  seeks  to  build  a  clubby 
community  and  get  users  to  roam  inside 
the  service  (e.g.,  with  buddy  lists)  without 
losing  them  to  the  broader  World  Wide 
Web,  MSN  is  selling  itself  more  as  a  gate- 
way to  the  Web  and  a  productivity  tool 
rather  than  as  a  social  activity. 

"AOL  is  so  reluctant  to  let  go  of  the 
walled  garden,"  says  Mehdi.  "We're  blow- 
ing up  the  garden."  Some  100  program- 
mers have  been  tweaking  MSN's  basic 
architecture  and  interface.  MSN's  eighth 
version  debuts  in  November. 

Mehdi  promises  MSN  will  merge  cus- 
tomization for  the  user  with  attractive 
placement  for  advertisers.  For  this,  Mehdi 
assures,  both  will  pay.  He  compares  this 
with  getting  viewers  to  shell  out  more  for 
extra  cable  channels.  "The  portal  business 
is  a  great  one  if  you  can  upsell  to  a  sub- 
scription. That's  the  big  bet  we're  mak- 
ing," he  says. 

MSN  seeks  to  build  up  a  cache  of  per- 
sonal information  on  each  customer, 
information  that  is  cumbersome  to 
gather  and  difficult  to  move  to  a  new  ser- 
vice such  as  electronic  receipts  of  online 
purchases,  traffic  alerts  based  on  users' 
commutes  and  other  items.  This  helps 
MSN  hook  users  and  hold  on  to  them. 

Sounds  persuasive,  but  one  must 
acknowledge  that  MSN,  in  its  previous 
incarnations,  has  disappointed  its  owner 
and  its  users.  It  was  conceived  in  1995  as  a 
proprietary  service  as  AOL  had  been,  then 
reinvented  as  a  straight  Internet  access 


provider,  then  it  ventured  into  conte 
and  online  "channels,"  even  trying 
produce  Web  sitcoms.  Most  of  tho 
efforts  have  since  been  scrapped. 

"We  wandered  around  for  a  while 
recalls  Richard  Belluzzo,  who  qu 
recently  as  Microsoft's  president  an 
oversaw  MSN  and  the  XBox  games  di\ 
sion.  "It's  typical  Microsoft.  It  takes  the 
a  while  to  find  their  groove,  but  once  th< 
do,  all  they  have  to  do  is  execute." 

By  the  summer  of  1999  MSN  was 
such  lousy  shape  that  Microsoft's  Ste'i 
Ballmer  transferred  his  office  from  tl 
main  campus  to  MSN's  site  a  couple 
miles  away.  MSN  then  underwent  a  signin; 
icant  management  overhaul,  and  Meh 
was  named  to  run  marketing,  latfl 
becoming  the  head.  He  had  previous 
played  catch-up,  running  marketing  f< 
the  Internet  Explorer  browser,  Microsoft 
counter  to  Netscape. 

"It  was  another  come-from-behiri 
effort,"  Mehdi  muses. 

Under  Mehdi,  MSN  responded  ll 
AOL's  "carpet  bombing" — mailing  o1 
millions  of  discs  offering  free  trials — I 
landing  prime  real  estate  at  the  retail  levt 
Every  customer  who  purchases  a  PC  at  j 
Best  Buy  store  is  encouraged  to  use  MSN  j 
service.  AOL  has  presence  in  20,000  retai 
ers,  including  Wal-Mart,  Target  and  Ci 
cuit  City. 

MSN  and  AOL  both  must  successful  f 
navigate  the  industrywide  move  aw; 
from  highly  profitable  "dial-up"  servii 
over  regular  phone  lines  and  into  higl ' 
speed  broadband  service.  Currently  le 
than  10%  of  MSN's  customer  base 
broadband.  AOL,  similarly,  has  10°/ 
though  many  of  those  users  are  usir 
someone  else  for  access  and  paying  AOL  j 
reduced  monthly  fee. 

AOL  has  an  enviable  broadband  ally  i 
its  sibling  Time  Warner  cable  unit  with  ] 
million  subscribers.  But  AOL  has  yet  1 
sign  any  deals  with  cable  rivals.  MSN  has 
deal  with  Qwest  that  makes  it  the  port 
of  choice.  It  also  could  use  Microsoft's  j 
billion  investment  in  Comcast  to  gi 
more  broadband  subscribers. 

Microsoft  frequently  fails  at  first  ar 
tries  and  tries  again  until  it  gets  thinj 
right.  In  this  next  battle  on  the  Web,  it 
AOL  that  has  more  to  lose. 
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THREE  OF  THE  WORST  TIMES  TO  START  PLANNING 
YOUR  BUSINESS  CONTINUANCE. 


'  Business  Continuity  Solutions 

Nothing  gives  you  more  peace  of  mind  than  knowing  your 
business  is  already  prepared  to  handle  anything.  To  find  out  how 
ready  you  are  for  the  future,  take  our  Vulnerability  Assessment 
Test  today.  It's  the  quickest  way  to  put  your  mind  at  ease.  Computer  AsSOCJateS1 
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Michael  Dell  conquered  the  PC  market  by  exploiting  the  technology 

of  others  to  assemble  cheap,  powerful  boxes. 

That  same  strategy  may  not  work  as  he  pushes  into 

higher-end  storage  networks  and  server  arrays. 


BY  DANIEL  FISHER 
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mer  Bain  &  Co.  consultant  who  has  served 
as  Michael  Dell's  second-in-command 
since  1997. 

This  is  no  time  to  gloat.  Even  if  Dell 
wanted  to  retire  as  king  of  the  PC  busi- 
ness— an  idea  as  unthinkable  as  Mick  Jag- 
ger's  giving  up  tight  pants — his  inflated 
stock  price  won't  let  him.  Dell  is  still  trad- 
ing at  36  times  this  year's  expected  earn- 
ings of  75  cents  a  share,  a  hefty  premium 
to  the  market's  multiple  of  22.  That  means 
investors  still  expect  Dell  to  deliver  rapid 
growth,  and  the  only  way  to  do  that  is  by 
invading  new  markets. 

Dell's  expanded  target  list  now 
encompasses  the  entire  $1  trillion  infor- 
mation technology  market — desktop  PCs, 
servers,  storage  devices,  switches,  even 
mainframelike  systems.  Michael  Dell  wants 
to  thrust  his  company  into  every  corner  of 
what  is  known  as  "enterprise  computing," 
techspeak  for  all  the  stuff  you  need  to 
assemble  and  run  computer  networks.  If  he 
could  do  that,  he  would  double  revenues  to 
$60  billion  in  the  next  four  to  five  years. 

There's  a  problem  with  this  goal:  It 
will  force  Dell  to  change  from  being  an 
assembler  of  boxes  working  on  thin  mar- 
gins to  an  assembler  of  engineering  talent 
working  on  fat  margins.  When  it  comes  to 
more  sophisticated  technology  like  storage 
networks  and  server  arrays,  the  company 
will  have  to  spend  billions  hiring  service 
and  support  personnel.  It  may  even  have 
to  buy  its  talent  en  masse  from  the  out- 
side— something  it  has  never  done  before. 

Compaq  tried  a  similar  trick  a  few 
years  ago,  buying  Digital  Equipment  in  a 
failed  bid  to  double  revenue  past  $50  bil- 


to  lift  its  own  fortunes.  Thanks  to  rapid 
advancements  in  microprocessors,  soft- 
ware, screens,  memory  chips  and  storage 
disks,  Dell  has  commoditized  low-end 
computers  and  had  them  supplant  high- 
end  proprietary  technology.  The  graveyard 
of  once-high-flying  stocks  includes  Digital 
Equipment,  Apollo  Computer,  Data  Gen- 
eral and  Silicon  Graphics  (now  SGI).  In  a 


Those  cheap  boxes  increasingly  rival  more  expensive  Sun  servers. 


lion.  Dell  faces  many  of  the  same  risks 
Compaq  did,  from  entrenched  competi- 
tors like  Cisco  Systems  and  IBM  to  the 
challenges  of  applying  cold  industrial  effi- 
ciency to  the  flesh-and-blood  world  of  ser- 
vices. Even  Dell's  perennially  self-confi- 
dent chairman  is  uncertain  about  how  this 
multipronged  attack  will  proceed:  "I  don't 
think  it's  possible  to  sit  here  and  say, 
'Here's  what  this  company  is  going  to  look 
like  five  years  from  now.' " 

That's  partly  because  Dell  depends  so 
heavily  on  technology  developed  by  ( 
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battle  of  the  cheapest,  Dell  wins. 

Dell's  operating  costs,  including 
research  and  development,  were  around 
10%  of  revenue  last  year,  versus  20%  at 
Compaq,  21%  at  Gateway  and  45%  at 
Cisco.  Chasing  Dell  down  the  cost  curve  is 
tough:  Compaq  and  HP  hope  to  cut  $2.5 
billion  out  of  their  combined  costs.  Dell, 
half  the  size  of  the  two  companies 
together,  cut  $1  billion  in  operating  and 
manufacturing  costs  last  year — equivalent 
as  a  percentage  of  revenue  to  what  Com- 
paq and  I  IP  hope  to  do — and  plans  to  do 


a  lot 

of  money  to 

be  made": 

Dell's  Kevin 

Rollins. 


it  again  this  year  (see  box,  p.  110). 

Dell  used  this  strategy  almost  flaw- 
lessly to  dominate  PCs — and,  again,  to 
attack  the  server  business,  Compaq  in  par- 
ticular, with  a  handful  of  PC-based  prod- 
ucts in  1995.  Last  year  Dell  overtook  Com- 
paq in  units  shipped  in  the  U.S.,  though  its 
$3.3  billion  in  sales  made  it  only  number 
five  (IBM  led  the  server  industry  with  $14 
billion  worldwide).  But 
Dell  doesn't  mind 
dwelling  in  the  low  end; 
it  makes  an  estimated  22%  gross  margin 
on  cheap  boxes.  And  those  cheap  boxes 
increasingly  rival  more  expensive  Sun 
servers  and  IBM  mainframes  with  each 
new  version  of  Microsoft's  operating  sys- 
tem or  Linux  clustering  software. 

Relying  on  the  same  tactic  may  not  be 
as  easy  when  it  comes  to  entirely  new  mar- 
kets. For  Dell's  growth  plan  to  work,  soft- 
ware allies  like  Microsoft  and  Oracle  and 
chipmakers  like  Intel  and  Broadcom  must 
develop  technology  that  allows  switches 
and  routers  to  be  assembled  from  ofT-the- 


Their  parents  both  have 


great  jobs. 


Same  cars. 

Same  vacations 


So  why  will  one  family  be 


paying  for 


college 
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while  the  other  is 


praying  for  a  scholarship? 


The  difference  is  a  Northwestern  Mutual  Financial 
Representative,  offering  expert  guidance  in 
planning  for  your  children's  educations,  and  a 
network  of  specialists  to  help  you  reach  all 
your  financial  goals. 
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So  there  you  are  one  day,  sitting  alone  inside  the 
sumptuous  confines  of  the  Lexus  LS  430 
talking  to  yourself,  when  you  hear 
a  little  voice  talk  back.  You  ask 
yourself,  are  you  raving  mad? 

Perhaps  not. 

Perhaps,  just  maybe,  the  voice 
that  you  hear  is  the  voice-activated  Lexus 


SOME 


PEOPLE  TALK 

TO  THEIR  CARS. 

A  LEXUS  WILL  ACTUALLY 

v  TALK  BACK.  / 


DVD  Navigation  System*  that  will  respond  to  150 
spoken  commands.  Simply  by  pressing  a  switch  on 


the  steering  wheel  and  uttering  a  single  word  or  a 
phrase  such  as  "restaurant"  or  "gas  station," 
the  system  shows  you  the  desired 
destination  on  a  display  screen 
map  and  a  voice  will  guide  you. 
Or  just  enter  a  street  address  and 
city  and  the  system  will  point  you 
in  the  right  direction.  The  database  holds 
mapping  information  for  just  about  anywhere  in 
the  United  States  and  major  cities  within  Canada. 


■    DVD  Nai  ig  ition  Sj  stem  is  designed  i<>  assist  in  locating  an  address  01  point  <>1  interest   Disc  n  pam  i<  s  ma)  be  encountered  between  the  system  and  your  actual  location.  CI 

1  taili  i      ii ycit)  See  the  Navigation  Owwrfc  Manual  and  your  Lexus  dealer  for  further  details  ^Coverage  only  available  in  the  continental  US.  and  Canada.  See  your  lot 

Call  Center  oi  receive  emergency    ervice  support   (Included  with  available  Lexus  Link  system.  ©2001  Lexus,  a  Division  of  Toyota  Motor  Sales.  US 


Perhaps  the  voice  you  hear  is  from  the  available 
Lexus  Link  system.  A  touch  of  a  button  lets  you 
speak  directly  with  an  advisor  who  can  send  for 
emergency  medical  help  or  Roadside  Assistance. 
And  take  comfort.  Should  you  ever  be  involved  in 
an  accident  in  which  the  airbags  are  deployed,  the 
system  will  automatically  alert  the  Call  Center.  It 
knows  your  location,  even  if  you  don't,  courtesy  of 


a  sophisticated  Global  Positioning  System  (GPS)! 
Why,  of  course,  surely,  that  must  be  it. 

Or  perhaps  the  voice  that  you  are  listening  to 
is  your  own,  remarkably  enough.  A  device  inside 
the  Lexus  LS  430  lets  you  conveniently  record  a 
memo1  to  remind  you  of  something  later. 

Or  perhaps  not. 

Maybe  you  should  just  stop  talking  to  cars. 


Can  an  automobile  delight,  comfort,  fascinate  and  energize  you? 
Take  lexus.com  for  a  test  drive.  The  Passionate  Pursuit  of  Perfection. 
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mes,  road  closures,  traffic  flow  or  other  road  system  changes  may  affect  the  accuracy  of  the  mapping  software.  Rely  upon  your  common  sense  to  decide  whether  or  not  to  follow  a  specified  route. 
ir  details  on  our  Roadside  Assistance  program.  Contact  with  the  Lexus  Link  Call  Center  is  limited  to  analog  cellular  sen-ice  areas.  Therefore  you  may  sometimes  be  unable  to  contact  the  Lexus  Link 
mintis  you  to  wear  seatbelts,  secure  children  in  rear  seat,  obey  all  speed  laws  and  drive  responsibly.  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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rack  components — the  way  PCs  and 
servers  have  been  built  for  years.  And  the 
devices  have  to  be  able  to  communicate 
with  each  other  without  an  army  of  con- 
sultants to  design  and  set  up  the  network. 
The  march  toward  standardization  has  so 
far  been  unstoppable — Lotus  Notes,  to 
take  one  example,  has  been  largely  sup- 
planted by  Internet  browsers.  But  Dell's 
risk  is  that  the  march  grinds  to  a  halt  as  it 
approaches  the  proprietary  bastions  of 


expense.  Microsoft,  for  example,  is  distrib- 
uting a  "server  appliance  kit"  that  allows 
storage  vendors  like  Dell  to  produce 
$10,000  network-attached  storage  devices 
that  rival  proprietary  designs  by  Network 
Appliance  and  others  that  cost  many  times 
as  much.  Oracle  is  helping  out  by  adapting . 
its  database  software  to  run  on  lower-end 
systems.  "As  products  are  standardizing, 
that's  the  right  time  to  enter  the  market 
and  accelerate  the  process,"  says  Russell 


for  now.  It  may  or  may  not  have  noticed 
the  Trojan  horse  in  its  midst. 

Before  teaming  with  EMC,  Dell  tried  to 
develop  an  advanced  storage  technology 
with  StorageApps  (a  firm  it  helped  fi- 
nance) but  quickly  realized  it  was  in  way 
over  its  head,  says  John  Webster,  senior  an-i 
alyst  with  Data  Mobility  Group.  The 
plan — to  create  so-called  visualization 
storage  devices,  a  sort  of  switch  in  the  mid-! 
die  of  a  storage  network — "was  a  little  too- 


Dell  has  muscled  into  storage  because  standardization  is  eroding  the  defenses  of  IBM. 


storage,  mainframe  computers,  switches 
and  networking  equipment.  If  commodi- 
tization  stalls,  so  does  Dell's  growth. 

Dell  has  been  able  to  muscle  into  stor- 
age because  standardization  is  starting  to 
erode  the  technological  defenses  of  com- 
panies like  EMC  and  IBM.  The  mechanical 
components  are  readily  available  from 
disk  drive  makers  like  Maxtor.  What  Dell 
needs  is  software  to  make  them  smarter, 
preferably  developed  at  someone  else's 


Holt,  41,  who  runs  Dell's  enterprise  sys- 
tems group  along  with  Randy  D.  Grove. 

Dell's  storage  sales  hit  $1.3  billion  last 
year,  with  almost  half  of  that  represented 
by  external  devices  (as  opposed  to  internal 
disk  drives).  In  another  example  of  Dell's 
creative  parasitism,  the  company  has 
linked  up  with  EMC  to  sell  EMC's  mid- 
range  Clarion  storage  systems,  which  cost 
$30,000  to  $1  million.  EMC  is  keeping  its 
high-end  Symmetrix  business  for  itself — 


complex  for  the  Dell  model,"  Webster  says. 
(Last  year  Dell  wrote  off  the  last  $75  mil- 
lion of  its  $322  million  investment  in  Con- 
vergeNet  Technologies,  a  1999  acquisition 
designed  to  accelerate  storage  technology 
development.)  EMC,  meanwhile,  needed 
an  inexpensive  way  to  fight  Compaq,  the 
number  one  storage  vendor,  in  the! 
midrange  market;  Dell  was  a  natural  ally. 
Neither  company  will  say  how  many 
EMC  systems  Dell  has  sold,  or  detail  finan- 
cial terms.  Rollins  says  Delll 
earns  more  than  its  17%  com- 
panywide  gross  margins.  And. 
since  EMC  shoulders  all  the  R&D 
^^tf^  cost,  the  business  bolsters  oper- 
-jjfc*  ating  profits.  Dell  may  decide  to 
boost  earnings  more  by  making 
EMC  products  under  a  license,  a 
move  the  companies  have 
discussed. 

The  Internet  chat  boards  are 
alive  with  speculation  that  Dell 
might  acquire  EMC  (its  market 
value  has  dropped  81%  in  the 
last  12  months,  to  $17.5  billion). 
Dell  executives  won't  discuss 
that  option.  What  of  the  possi- 
bility that  Dell  could  gradually 
steal  EMC's  business?  Not  likely, 
says  Joel  Schwartz,  general  man- 
ager of  EMC's  midrange-prod- 
ucts  division.  The  business  still 
requires  huge  amounts  of 
research  dollars,  and  Dell 
doesn't  compete  in  that  arena. 
"If  we  felt  this  relationship  was 
going  to  be  detrimental  to  us  in 
any  way,"  says  Schwartz,  "we 
wouldn't  be  doing  it." 

Switches — the    glue    that 
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Breguet   Boutique,   779   Madison   Avenue,    New   York,    (212)   288-4014   -   www.breguet.cor 


DELL 


holds  computer  networks  together,  rout- 
ing communications  among  PCs,  servers 
and  the  Internet — are  a  little  stickier.  It's  a 
market  pioneered  by  Cisco  and  Nortel, 
although  the  low  end  now  is  largely  in  the 
hands  of  3Com,  HP  and  various  Asian 
manufacturers.  What  makes  Dell  think  it 
can  play  at  this  game?  Since  20%  of  its 
customers  buy  switches  when  they  buy 
servers,  Dell  could  perhaps  muscle  into 
this  $13  billion  market  just  as  it  moved 
from  PCs  into  servers. 

Easier  said  than  done.  There's  a  reason 
Cisco  spends  1 8%  of  its  revenues  on  R&D, 
compared  with  a  puny  1.5%  for  Dell.  Still, 


the  company  sees  an  opening.  Heading  the 
new  switch  business  is  Kimberly  Craw- 
ford, a  Harvard  M.B.A.  who,  like  Rollins, 
was  a  partner  at  Bain  until  joining  Dell 
two  years  ago.  She  targeted  the  bottom  of 
the  market — so-called  Level  2  switches 
that  lack  the  intelligence  to  identify  and. 
prioritize  different  streams  of  data  such  as 
e-mail,  voice  conversations  or  video.  It's  a 
$4  billion  segment  where  standards  like 
Ethernet  have  made  it  easy  to  set  up  high- 
speed networks.  Communications  tricks 
that  once  required  vast  research  staffs  can 
be  had  ready-made  in  chips  from  Broad- 
com, Marvell  and  Intel. 


"Those  are  the  building  blocks  tha 
enable  us  to  enter  these  markets  mon 
rapidly,"  Michael  Dell  says. 

To  produce  Dell's  first  switches — tht 
PowerConnect  line,  launched  on  Sept.  5— 
Crawford  went  to  Delta  Networks,  a  Tai 
wan  manufacturer.  At  $699,  it  can  handli 
48  servers  and  pump  through  12.8  gigabit: 
of  data  per  second,  faster  than  Cisco' 
2950  model  that  only  moves  8.8  gigabit 
per  second  and  costs  twice  as  much. 

Never  mind  that  the  switch  market  i: 
deep  in  the  doldrums,  with  market  re 
search  firm  IDC  projecting  2%  growth  fo; 
the  next  two  years.  Crawford  explains  tha 


ANTS    ON    A    HOT    PLATE 


The  Best  Little  Factory  in  Texas 


Last  year  Dell  wrung  $1 
billion  out  of  its  costs- 
half  from  manufactur- 
ing. Dell  executives  vow  to 
cut  another  $1  billion  this 
year.  Visit  the  Topfer  Manu- 
facturing Center  in  Austin 
(named  after  former  vice 
chairman  Mort  Topfer),  and 
it's  hard  to  conceive  how  Dell 
could  be  any  more  efficient. 
Workers  already  scuttle 
about  in  the  200,000- 
square-foot  plant  like  ants  on 
a  hot  plate.  Gathered  in 
cramped  six-person  "cells," 
they  assemble  computers 
from  batches  of  parts  that  ar- 
rive via  a  computer-directed 
conveyor  system  overhead. 
If  a  worker  encounters  a 
problem,  that  batch  can  in- 
stantly be  shifted  to  another 
cell,  avoiding  the  stoppages 
that  plague  conventional 
assembly  lines. 

Dell  is  constantly  tinker- 
ing with  factory  layout  and 
product  design  to  move 
computers  through  at  a 
higher  velocity.  So  far 
they've  done  extraordinarily 
well:  Dell  has  increased  pro- 
duction by  a  third  over  the 
past  two  years  while  cutting 


manufacturing  space  in  half. 
Workers  in  the  six-person 
cells  now  assemble  18  units 
an  hour,  double  the  pace  of  a 
couple  of  years  ago. 

Can  Dell  keep  it  up?  John 
Egan,  the  manager  of  the 


pie  of  minutes  faster. 

A  robot  is  being  tested  to 
pack  computers  into  cartons, 
eliminating  a  human-staffed 
line  doing  the  same  thing, 
freeing  up  space  for  more  as- 
sembly cells.  Elsewhere  Dell 


Topfer  factory,  explains  how. 
Guiding  a  reporter  through 
the  crowded  plant,  the  former 
manager  of  an  IBM  circuit- 
board  factory  points  to 
places  where  Dell  can  shave 
off  a  few  seconds  of  assem- 
bly time  or  move  completed 
products  out  the  door  a  cou- 


plans  to  combine  the  tasks  of 
downloading  software  and 
testing  computers,  eliminat- 
ing a  step— and  valuable  sec- 
onds of  worker  time.  Subtle 
changes  in  product  design 
simplify  assembly  or  reduce 
the  number  of  people  needed 
to  complete  a  product. 


Other  gains  are  harder  to 
quantify.  Dell  builds  each 
unit  to  order,  for  example,  so 
flexibility  is  essential.  Every 
change  on  the  factory  floor 
that  allows  workers  to  adapt 
to  sudden  shifts  in  demand 
reduces  the  excess 
capacity  of  people 
and  plant  space  Dell 
must  maintain  to  get 
products  out  on 
time.  Dell's  purchas- 
ing managers  are 
working  equally 
hard  with  suppliers 
to  watch  parts 
inventories  on  an 
hour-by-hour  basis, 
making  sure  Dell 
has  just  enough 
parts  to  meet 
expected  demand 
without  clogging  the 
system  with  excess 
inventory. 
Dell's  vice  chairman, 
Kevin  Rollins,  says  the  com- 
pany has  tripled  production 
per  square  foot  over  the  past 
five  years  and  will  triple  it 
again  over  the  next  five 
years.  "That's  the  way  the 
world  works,"  he  says,  with- 
out a  trace  of  doubt.     —  D.F. 
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EMPLOYEES  WITH  GREAT  RETIREMENT  PLANS  REALLY  LOVE  THEIR  JOBS.  And  when 
they  love  their  jobs,  they'll  be  more  productive  and  stay  with  you  longer.  We  should  know.  As  the 
nation's  401(k)  leader,""  we've  been  providing  growing  businesses  with  complete  retirement  solutions 
for  over  60  years.  Our  wide  range  of  products  and  services  includes  everything  from  investment  choice 
and  education  to  record  keeping  and  loan  services.  We  provide  the  customization,  flexibility  and 
service  your  employees  need  to  help  secure  their  financial  futures.  Want  to 
touch  your  employees'  hearts?  Give  us  a  call  at  1-800-986-3343  (ext.  80080). 

WE    UNDERSTAND    WHAT    YOU'RE    WORKING    FORSM 

www.principal.  com 
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2  Principal  Financial  Services,  Inc.,  Des  Moines,  IA  50392.  Insurance  issued  by  Principal  Life  Insurance  Company.  Mutual  funds  offered  through  Pnncor  Financial  Services  Corporation 
xt  NASD  Sc  SIPC),  800/247-4123.  Principal  Life  and  Princor  are  members  of  the  Principal  Financial  Group"  (The  Principal8),  Des  Moines,  IA  50392.  "The  Principal  Financial  Group"'  and 
Priqcipal*"  are  registered  trademarks  of  Principal  Financial  Services,  Inc.,  a  member  of  the  Principal  Financial  Group.  "CFO  Magazine,  April/May  2001,  based  upon  total  plans  served  in  2000 
urance  companies,  banks  and  investment  firms. 
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Dell  exceeds  its  overall  gross  margin  on 
the  switches.  It  does  that  by  working 
closely  with  chip  designers  to  get  ever 
more  functions  burned  into  silicon  and  by 
lending  its  purchasing  clout  and  efficiency 
skills  to  Delta  Networks.  Already  Dell  is 
planning  to  invade  the  larger  Level  3 
switch  market  and  go  upward  from  there. 

"An  investor  could  look  at  the  indus- 
try and  see  challenging  profitability  and, 
quite  honestly,  that  doesn't  apply  to  us," 
Crawford  breezes,  with  that  self-confi- 
dence that's  so  infectious  at  this  company. 
Dell  doesn't  disclose  switch  sales  but  IDC 
analyst  Jason  Smolek  says  he  expects  the 
company  to  advance  to  number  four 
behind  Cisco,  HP  and  3Com  with  sales  in 
the  millions  of  units  by  year's  end.  "The 
ones  who  are  shaking  in  their  boots  are  HP 
and  3Com,"  Smolek  says,  because  they 
target  small  and  medium-size  busi- 
nesses— the  very  customers  Dell  has  been 
picking  off  in  the  PC  and  server  markets. 

But  how  do  you  apply  commoditiza- 
tion  to  services?  Dell's  existing  service 
business  is  at  the  low  end,  little  more  than 
extended-warranty  tune-ups  and  installing 
off-the-rack  systems  like  Microsoft's  Out- 
look Express  e-mail  software.  Dell  uses  a 
mix  of  its  own  7,000  service  employees 
and  others  under  contract,  leaving  high- 
end  consulting  to  firms  like  EDS. 

"Break-fix  has  been  derided  as  Tinker- 
toy  services,  but  there's  a  lot  of  money  to 
be  made  there,"  says  Rollins.  Gross  mar- 
gins are  high;  Dell  figures  it  can  expand  by 
attaching  services  to  the  hardware  it  sells. 

Can  it?  "It's  a  very  difficult  business, 
one  that  completely  opposes  Dell's  busi- 
ness model,"  says  Steven  Salopek,  a  tech- 
nology analyst  with  Bank  One  Investment 
Advisors,  which  held  8.5  million  shares  of 
Dell  as  of  Dec.  31,  2001.  Service  employ- 
ees can't  be  managed  as  predictably  as  a 
factory,  he  says,  and  pushing  further  into 
the  enterprise  will  bring  up  uncomfort- 
able conflicts.  Will  customers  hire  Dell  to 
advise  them  on  how  to  assemble  a  $100 
million  network,  knowing  Dell  also  wants 
to  sell  them  the  pieces?  IBM  gets  away  with 
it,  but  only  after  spending  a  decade  refin- 
ing the  strategy.  Compaq  is  still  trying. 

Perhaps  Dell  will  buy  its  way  into  ser- 
vices.  Rollins  raises  the  possibility  of  ac- 
quisitions   at  Dell,  m  almost  unheard-of 


concept — although  his  boss  can  scarcely 
utter  the  "A"  word.  Think  "new  alliances, 
new  partnerships,"  says  Dell. 

Think  ticking  clock,  too.  Even  if  Dell 
succeeds  in  pushing  into  new  high-margin 
businesses,  it  may  disappoint  its  growth- 
minded  shareholders.  "The  years  of  300% 
annual  increase  in  the  stock  price  are 
probably  over,"  says  Paul  McKinnon, 
Dell's  head  of  personnel,  ignoring  a  ner- 
vous look  from  the  p.r.  executive  sitting 
next  to  him.  "That  part  of  our  history  got 
put  to  bed  when  we  had  to  lay  people  off 
last  year" — 5,700  employees  in  February 


$  10  a  share,  about  a  third  the  current  ma 
ket  price.  The  wheels  fell  off  that  stfate; 
last  year  as  Dell's  stock  price  fell  and  bu 
backs  took  place  at  twice  the  market  pric 
Executives  in  Round  Rock  boast  abo> 
holding  the  operating  margin  almost  coi 
stant  amid  a  vicious  price  war.  Truth  is  ft* 
have  done  it  by  hacking  costs,  includir 
cuts  in  R&D  and  marketing.  Gross  marg; 
has  slipped  four-and-a-half  percentaj 
points  (to  17.6%)  since  1999  and  remaii 
under  pressure  as  component  prices  ris 
(Dell  benefits  from  falling  prices  since 
has  so  little  inventory  exposed  to  them;  ft 


rowing  out  of  the  PC  business 


With  sales  slowing  in  its  traditional  markets,  Dell  must  look  elsewhere  for  expansion 
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The  technology  industry  is 
rich  with  multibillion-dollar 
markets— and  competition. 
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Sources:  Dell;  analyst  reports. 

and  May,  Dell's  first  mass  executions  ever. 

"The  Dell  conundrum  is  we  know  that 
it's  a  great  franchise,  they're  fabulous 
executors  and  they  have  lots  of  opportuni- 
ties," says  Morgan  Stanley  analyst  Rebecca 
Runkle,  who  has  an  equal  weight  rating  on 
the  stock.  "But — and  this  is  in  capital  let- 
ters— it's  a  slower  growth  environment,  so 
how  do  we  support  the  valuation?" 

Dell  certainly  can't  count  on  the  sup- 
port to  earnings  per  share  it  got  from  buy- 
ing back  its  own  stock.  When  its  shares 
soared,  the  company  did  so  almost  effort- 
lessly by  selling  put  options — agreements 
to  buy  Dell  shares  at  a  fixed  price  in  the 
future — and  buying  calls  that  locked  in  its 
price  for  the  shares.  As  the  stock  price  rose, 
the  put  options  expired  worthless  and  the 
calls  reduced  Dell's  cost  of  buying  almost 
1  billion  shares  in  recent  years  to  about 


Market 

2002  vain 
($bil) 

Software 
&  peripherals 

$200 

PCs 

150 

Services 

140 

Servers 

56  5 

Storage 

301 

Switches 

161 

Sources.  Dell;  IDC. 

reverse  is  true  when  prices  go  up.)  "You': 
already  the  leanest,  meanest  operating  m; 
chine,"  says  James  Poyner,  an  analyst . 
C.E.  Unterberg,  Towbin,  who  has  covert 
Dell  since  it  went  public  in  1988.  "Whk 
leg  are  you  going  to  cut  off?" 

Michael  Dell  isn't  thinking  amputij 
tion  at  all.  In  fact,  he's  got  his  eye  on  S( 
called  clustering  software  that  links  racl 
of  Linux  servers  into  teams  that  mimic  ft 
performance  of  mainframes.  So  far,  tl 
biggest  customers  of  Linux  clustering  ha^ 
been  penny-pinching  academic  institi 
tions  with  the  programming  talent  1 
make  it  work.  Dell  thinks  clustering  coul 
give  his  company  the  means  to  attac 
IBM's  mainframe  franchise.  "It's  a  bit  of 
wild  card,"  he  admits,  flashing  that  ubi( 
uitous  smirk.  "But  it  could  be  quite  a  larj 
business  a  few  years  out." 
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ORDERS  ABE  ON  TIME.  EVERYONE'S 
IN  THE  LOOP  CUSTOMERS  ARE  HAPPY. 

AN  ADAPTIVE  SUPPLY  CHAIN  IS  A  BEAUTIFUL  THING.) 

A  business  is  a  |igsa\\  puzzle  of  people,  products  and  processes.  And  because  it's  constantly 
in  flux,  it's  bard  to  predict  what,  when.  The  mySAP™  Supply  Chain  Management  Solution  connects 
\  on  \\  ith  your  customers,  partners  and  suppliers,  so  you  can  adapt  on  the  fly  to  shifts  in  supply  and 
demand.  It  also  offers  higher  visibility  and  covers  all  the  bases  —  from  planning  and  execution  to 
networking  and  coordination.  Which  makes  it  the  only  adaptive  SCM  solution  that  can  turn  a  supply 
chain  into  a  profit  center.  To  find  out  how  you  can  optimize  your  supply  chain,  go  to  sap.com/scm 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


«LOS    ANGELES    •    NEW    YORK    •    SAN   FRANCISCO    •    SEATTLE    ■    SEOUL    •    PUSAN    •    CHEJU    •    KWANGJU    •    HONG    KONG 
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When  was  the  last  time  you 
looked  forward  to  flying? 


Glorious,  wasn't  it?  Soaring  back  and  forth,  not  a  care  in  the  world.  Which  perfectly  describes  any 
Asiana  Airlines  flight.  Our  staff  won't  just  cater  to  you.  They'll  pamper  you.  Our  fleet  is  one  of  the 
newest  in  the  air,  with  all  the  modern  amenities.  )ust  sink  back  into  your  seat  -  all  the  way  back  to  180° 
in  Sleeper  First  Class  -  and  enjoy.  A  rewarding  experience,  especially  since  the  miles  you  fly  with  us 
can  be  credited  to  your  American  Airlines  Awdvantage  account.  Next  time,  fly  Asiana.  After  all,  why 
should  kids  have  all  the  fun?  Call  your  travel  agent  or  Asiana  at  800-227-4262.  Or  visit  www.flyasiana.com 
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SPECIAL   ADVERTISING   SECTION 


WELCOMING  THE  WORLD: 


Susan    H.    Dixon     Amid  the  world's  turbulent  economic  waters,  Korea  stands  out  as  a 


^B     I  ow    emerging    as 

^A  I  the   business    hub 

^Al  of  Northeast  Asia, 

V  I  Korea  has  a  geo- 
■  I  graphic  advantage 
the  region  that  serves  as 
?  of  the  three  largest  centers 
:he  global  economy.  Situated 
ween  Japan,  a  nation  with  the 
rld's  second-largest  economy, 
J  China,  which  offers  enor- 
>us  growth  potential,  Korea  is  ready  to 
/  a  vital  business  role.  Its  new  climate 
commerce  may  surprise  business  lead- 
w'ho  haven't  studied  the  country's 
JSt  reforms. 

Thanks  to  the  determination  of  the 
ean  people  and  the  confidence  of  the 
srnational  financial  community,  Korea 
;  made  a  full  recovery,"  says  Jin  Nyum, 
'ea's  former  deputy  prime  minister  and 
uster  of  finance.  "In  August,  we  repaid 
nil,  three  years  ahead  of  schedule,  the 
lamder  of  the  $19.5  billion  we  borrowed 
ti  the  International  Monetary  Fund.  Our 
sign  exchange  reserves  have  increased 
>stantially  and  now  stand  at  $105  billion, 


beacon  of  opportunity  for  business  expansion  and  investment.  The 
nation  has  risen  from  the  1997  Asian  financial  crisis  stronger,  more 
focused  and  more  welcoming  to  international  partnerships.  Its  infra- 
structure is  expanding  to  support  industrial  growth,  it  has  achieved 
the  world's  most-wired  status,  and  its  workforce  is  well  equipped  for 
the  realities  of  the  digital  age.  Korea  boasts  the  world's  largest  man- 
ufacturers of  semiconductors,  liquid  crystal  displays  (LCD)  and  thin 
film  transistors  (TFT),  in  addition  to  leading  shipbuilding  and  auto- 
mobile industries. 


S   E   M   E   N  T 


The  use  of  innovative  technology  in  auto  design  earned  Hyundai  Motor  "Mc 
Remarkable  Product"  honors  from  Japan's  leading  business  newspaper,  t 
Nihon  Keizai  Shimbun,  known  as  the  Nikkei  for  its  stock  market  index.  The  pul 
lication  selected  Hyundai's  XG  model,  introduced  in  Japan  during  2001,  for  i 
blend  of  quality,  performance,  environmental  awareness  and  value.  Hyundai  h 
23  million  individual  users.  Mobile  phone  already  sold  more  than  one  thousand  vehicles  in  Japan.  These  achievements  aj 
usage  in  Korea  has  skyrocketed. The  avail-  especially  significant  given  Japan's  competitive  new  car  market,  and  serve 
ability  of  Code  Division  Multiple  Access  additional  indicators  of  Hyundai's  ability  to  compete  on  a  more  global  scale. 
mobile  phone  technology,  in  which  LG     ^ — — — ^^^^-^— ^^^^^^— 


25,000,000 


20,000,000 


15,000,000 


10,000,000 


5,000,000 


& 


f 


Electronics  holds  one  of  the  leading  posi-    areas  and  expects  to  create  430,000  new  toward  its  goal  of  becoming  a  dominc 

tions,  is  expected  to  send  those  numbers     professional  jobs  during  that  time  frame.  player  in  the  digital  electronics  mark 

even  higher.  Recognizing  the  importance        The  use  of  innovative  technology  in  auto  "LGE  is  pursuing  strategic  alliances  for 

of  technology  for  the  country's  sustained     design   earned   Hyundai   Motor  "Most  existing  businesses,  as  well  as  in  the  are) 

growth,   the   Korean   government   has     Remarkable  Product"  honors  from  Japan's  of  new  technology  standards  and  bu 

zeroed  in  on  six  areas  to  support  future     leading  business  newspaper,  the  Nihon  nesses,"  says  CEO  John  Koo.  "By  creati 

growth:  information  technology,  biotech-     Keizai  Shimbun,  known  as  the  Nikkei  for  its  synergy  with  world-leading  companies, 

nology,  nanotechnology,  space  technology,     stock  market  index.  The  publication  select-  will  be  able  to  achieve  our  goals  of  lead 

environmental  technology  and  cultural  and     ed  Hyundai's  XG  model,  introduced  in  ship  in  the  new  digital  age."  The  comps 

entertainment  content  technology  It  has     Japan  during  2001 ,  for  its  blend  of  quality,  has  stepped  up  its  investment  in  reseai 

committed   to   substantial    investment     performance,  environmental  awareness  and  development,  and  is  seeking  strate<- 

through  2006  to  create  and  promote  state-    and  value.  Hyundai  has  already  sold  more  ties  with  top  appliance  makers  worldwio 

of-the-art  development  in  each  of  these     than  one  thousand  vehicles  in  Japan. These  LGE  also  plans  to  leverage  the  upcomi 

achievements  are  especially  signifi-  World  Cup  games  as  the  venue  for  glot 

cant  given  Japan's  competitive  new  introduction  of  its  digital  TV  products/ten 

car  market,  and  serve  as  additional  nologies,  home  appliances  combined  wi 

indicators  of  Hyundai's  ability  to  Internet  access  technology,  and  its  nej 

compete  on  a  more  global  scale.  generation  digital  mobile  phone  devices 

Another  outstanding  new  tech-  Partnerships  for  development  of  n( 

nology  was  developed  by  the  Engine  technologies  are  crucial  to  the  future 

and  Machinery  Division  of  Hyundai  such  Korean  companies  as  Hyundai  Mo 

Heavy    Industries.   The    Hyundai  Company,  which  aims  to  become  one 

HiMSEN,  Korea's  first  domestically  the  world's  top  five  automakers  within  t 

produced   medium-speed   diesel  next  eight  years.  The  company  has  p£ 

engine,  was  honored  for  its  superior  nered  with  several  U.S.  firms  to  create  t 

and  innovative  design  as  one  of  next  generation  of  fuel-cell  vehicles.  "Fu 

"Korea's  Ten  Best  New  Technologies  cell  technology  is  tremendously  promisi 

of  2001 "  by  the  nation's  Ministry  of  but  also  expensive  and  fraught  with  t 

Commerce,  Industry  and  Energy,  risks,"  says  Chung  Mong  Koo,  Hyuni 

The  highly  efficient,  environmentally  Motor  chairman.  "No  single  company  v 

friendly  engine,  designed  for  marine  come  up  with  a  magic  key  that  will  unlc 

or  land-based  use,  requires  30%  the  full  potential  of  fuel  cells.  The  prude 

fewer    components    than    other  path  is  industrywide  collaboration,  a 

engines  in  its  class.  that's  just  what  we're  doing." 

A  joint  venture  with  a  Chinese 

phone  manufacturer  is  helping  LG  Industrial  Expansion  Strong 

Electronics   move   more   quickly  In  addition  to  phenomenal  advances  in  t 

continued  on  pat 
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LG  ELECTRONICS 


>rean-based  and  firmly  grounded  in  the  electronics,  informa- 
>n  and  communication  industries,  LG  Electronics  (LGE)  is 
eeting  the  new  digital  age  with  strong  signals  that  reach 
ound  the  globe. 


GE  is  growing  as  a 

dominant  player  in  the 

world's  digital  market- 
_J  place.  Its  innovative 
>ducts,  digital  technology 
dership  and  strategic  part- 
rships  are  giving  the  com- 
ny  a  strong  competitive 
ge.  Analysts  see  LG  Elec- 
nics  as  one  of  the  strongest  beneficia- 
s  of  Korea's  new  focus  on  technology 
restructure.  The  company  is  expected 
leverage  its  core  technologies  to  propel 
nto  the  ranks  of  leading  electronics 
ikers  around  the  globe. 
Established  in  1958.  LGE  has  been 
grating  its  products  into  the  digital  age 
a  number  of  years.  Since  1999,  CEO 
hn  Koo  has  expressed  the  company's 
mmitment  to  becoming  a  leading 
lyer  in  the  industry.  "In  the  new  digital 
e,"  says  Koo,  "the  lives  of  people  will 
drastically  changed.  With  the  advent  of 
ernet-related  information  appliances 
d  digital  TV,  there  will  be  new  avenues 
competition  for  innovators  in  the  areas 
electronics,  information  technology  and 
mmunications.  We're  now  ready  to 
mpete  for  that  business  on  the  same 
3ting  as  the  world's  most  prominent 
ictronics  makers." 
-GE's  three  major  business  areas  are 


all  moving  to  digital  prod- 
ucts. In  the  digital  TV  market, 
its  products  are  positioned  to 
serve  the  large  and  high-def- 
inition TV  market  for  40-,  50- 
and  60-inch  PDP  (Plasma 
Display  Panel)-type  displays, 
while  itsTFT-LCD  and  CRT- 
type  products  target  the 
small  to  medium  digital  TV  market.  In 
1998,  LGE  became  the  first  company  in 
the  world  to  develop  the  digital  TV  chip 
set,  and  it  provides  the  VSB  (vestigial  side 
band)  chip  technology  used  as  the  stan- 
dard in  the  a. S. 

Last  year,  the  company's  information 
and  communication  handset  business 
grew  to  one  of  the  world's  10  largest,  and 
it  now  holds  a  dominant  position  in  those 
markets  in  Korea  and  the  U.S.  It  also  is 
striving  to  conquer  the  GSM  wireless 
market  in  Europe  and  China.  By  concen- 
trating on  developing  core  technologies 
for  multimedia  and  wireless  Internet 
devices,  and  by  securing  3G-related  inter- 
national patents  and  intellectual  property 
rights,  LGE  plans  to  secure  an  even  more 
prominent  position  in  this  arena.  During 
the  -2002  World  Cup  in  Korea,  LGE  will 
provide  3G  handset  and  systems  for  trial 
service  of  WCDMA,  the  world's  leading 
3G  wireless  communications  standard. 


LGE  also  is  turning  its  innovative  efforts 
toward  becoming  the  world's  number 
one  provider  of  digital  home  appliances. 
Last  year,  the  company  introduced  its  all- 
digital  Internet-based  products  for  the 
home,  including  an  Internet  refrigerator, 
air  conditioner,  washing  machine  and 
microwave  oven.  The  devices,  set  to 
launch  internationally,  incorporate  LGE's 
networking  protocol,  which  allows  them 
to  run  on  one  home  network. 

Recent  strategic  alliances  for  LGE 
include  a  partnership  in  the  LCD  business 
with  Philips  in  the  Netherlands;  an 
expanded  relationship  with  Matsushita  of 
Japan  for  the  production  of  air  condition- 
ers, refrigerators  and  washing  machines; 
and  an  alliance  with  Hitachi  for  optical 
storage  products. 

"LGE  is  working  to  digitalize  its  existing 
businesses,  as  well  as  to  equip  the  new 
digital  age  with  products  such  as  home 
networks  and  mobile  networks,"  says  Koo. 
"Our  goal  is  to  enable  the  intelligent  net- 
working of  digital  products  that  will  make 
consumers'  lives  easier  than  ever."         ■ 


www.lge.com 
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Hyundai  Heavy  Industries  and  Hyundai  Motor  are  two  major  tenants  of 
Ulsan-Mipo  National  Industrial  Park,  one  of  the  nation's  two  new  large- 
scale  facilities  for  industrial  expansion.  Ulsan-Mipo  and  Onsan  Nation- 
al Industrial  Park,  the  other  leading  facility,  both  have  well-developed 
infrastructure  and  support  systems,  and  offer  expanded  opportunities 
for  international  investment  and  spin-off  industries. 


high-tech  sectors,  Korea  has  successfully 
restored  the  prowess  of  its  conventional 
industry  through  stiff  restructuring  and  the 
introduction  of  new  technology  and  man- 
agement. 

Korea  has  first-rate  industries  in  ship- 
building (the  world's  second  largest); 
semiconductors  (the  world's  third  largest); 
the  world's  fifth-ranking  automobile,  con- 
sumer electronics  and  petrochemical 
companies;  and  the  world's  sixth-largest 
steel  company.  The  rapid  restoration  of 
the  financial  and  operative  health  of  these 
major  manufacturers  also  has  helped  the 
Korean  economy  to  recover  in  a  remark- 
ably short  period  of  time. 

Hyundai  Heavy  Industries  and  Hyundai 
Motor  are  two  major  tenants  of  Ulsan- 
Mipo  National  Industrial  Park,  one  of  the 
nation's  two  new  large-scale  facilities  for 
industrial  expansion.  Ulsan-Mipo  and 
Onsan  National  Industrial  Park,  the  other 
leading  facility,  both  have  well-developed 
infrastructure  and  support  systems,  and 
offer  expanded  opportunities  for  interna- 
tional investment  and  spin-off  industries. 

Increased  exports  of  ships,  cars,  con- 
sumer electronic  products  and  telecom- 
munication equipment  have  helped  Korea 
to  graduate  early  from  the  IMF  monitoring 
program.  This  industrial  potential,  which 
Korea  developed  through  collaboration 
between  the  public  and  private  sectors, 
has  entered  a  new  era  of  unlimited  com- 
petition. The  Hyundai  Motor  Company, 
Hyundai  Heavy  Industries  and  LG  Elec- 
tronics are  stellar  examples  of  successful 
companies  that  have  overcome  difficulty 
and  emerged  as  even  stronger  plav  in 


Workforce: 

Competitive  and  Energized 

Another  advantage  for  companies  seek- 
ing to  do  business  in  Korea  is  the  nation's 
strong  work  ethic  and  supply  of  highly 
skilled  workers.  "Korean  people  go  the 
distance  in  whatever  they  endeavor  with 
a  determined  and  tenacious  spirit,"  says 
Hyundai  Motor  Chairman  Chung.  "Ulti- 
mately, it's  our  people  who  make  the  dif- 
ference. We're  very  competitive  by  nature 
and  have  an  enormous  appetite  to  learn 
and  improve."  The  Korean  workforce  is 
fortified  by  a  long  tradition  that  values 
higher  education.  Some  45,000  Korean 
students  annually  receive  a  university 
education  in  the  U.S.,  and  a  full  68%  of 
Korean  youths  attend  college. The  Korean 
workforce  is  much  younger  than  that  of 
most  other  advanced  economies,  and 
brings  to  the  work  environment  a  fasci- 
nation for  new  technology. 

Throughout  Korea,  companies  including 
Hyundai  Motor  are  revamping  their  labor 
and  personnel  management  practices. 
More  desirable  labor-management  rela- 
tions, based  on  dialogue  and  compro- 
mise, have  begun  to  take  root  in  the 
sector.  In  1998,  Hyundai  was  the  first  of 
the  nation's  large  conglomerates  to  end 
its  "lifelong  employment"  system  in 
response  to  agreements  between  the 
nation's  trade  unions  and  the  Korean  gov- 
ernment. Labor  market  flexibility  has 
increased  greatly  in  recent  years  by  the 
introduction  of  new  labor  laws.  These 
changes  contribute  to  a  spirit  of  competi- 
tion and  a  more  dynamic,  efficient  nation- 
al economy. 


Attracting  a  World  Audience 

Following  its  successful  hosting  of  tl; 
1988  Olympics  in  Seoul,  Korea  is  prep;1 
ing  to  stage  the  world's  largest  sportii! 
event,  the  FIFA  World  Cup,  in  June.  CM 
around  the  nation  have  built  new  mode; 
soccer  facilities  in  preparation  for  til 
occasion.  A  television  audience  of  42  t 
lion  is  expected,  and  the  direct  econorr 
impact  of  400,000  visitors  may  well  rea. 
$525  million.  The  former  chairman 
Hyundai  Heavy  Industries,  Dr.  Chui 
Mong  Joon,  serves  as  cochair  of  tl 
event's  organizing  committee.  He  is  tl 
point  man  for  this  exciting  world  eve 
from  which  the  Korean  people  expect ) 
emerge  not  only  as  a  strong  soccer  natio 
but  also  as  a  strong  technology  nation. 

Major  Korean  sponsors  plan  to  use  til 
World  Cup  games  as  an  opportunity 
introduce  Korea's  latest  digital  TV  produc 
and  technologies,  Internet-access  tec 
nology  and  next-generation  digital  mob 
phone  system. 

Korea  also  is  bidding  to  host  the  20 
World  Expo,  with  which  it  hopes  to  creai 
230,000  new  jobs  and  draw  several  millin 
international  tourists.  In  competition  wii 
China,  Russia  and  three  other  nation 
Korea  began  its  quest  for  the  internatiori 
exposition  in  1999.  In  a  recent  message 
the  nation,  Korean  President  Kim  Dae-jui 
stated  his  hope  that  the  World  Expo  woi 
provide  significant  momentum  to  til 
nation's  efforts  to  become  a  first-rate  col 
try  and  affirmed  its  potential  for  bringii 
new  global  recognition  for  Korean  pro 
ucts,  making  Korea  a  center  for  busine 
in  the  Asia-Pacific  region. 


For  more  information,  go  to  www.korea.net. 
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HYUNDAI 

HEAVY  INDUSTRIES  CO..LTD. 


HYUNDAI  HEAVY  INDUSTRIES  CO,  ETD. 


>r  30  years,  Hyundai  Heavy  Industries  Co.,  Ltd.  (HHI)  has  played 
leading  role  in  Korea's  economy.  With  six  world-class  divisions 
lat  encompass  Shipbuilding,  Offshore  &  Engineering,  Engine 
Machinery,  Electro  Electric  Systems,  Industrial  Plant  & 
lgineering  and  Construction  Equipment,  HHI  is  poised  for  a 
ight  future  competing  in  the  global  business  arena. 


|"ntil  February  2002,  HHI  was  part 
I  of  the  Hyundai  Group,  one  of 
I  Korea's  largest  conglomerates.  It's 
LMnow  free  to  chart  its  own  prof- 
ile course  as  an  independent  compa- 
,  with  a  focus  on  growth  and  expanded 
ernational  business.  With  $5.6  billion  in 
i/enues,  including  $4.1  billion  in  exports 
2001,  HHI  made  a  significant  contribu- 
m  to  Korea's  trade  surplus. 
The  Hyundai  Spirit,  an  energized  com- 
mywide  culture  inspired  by  the  late 
rundai  Group  founder,  Chung  JuYung, 
ill  be  an  essential  ingredient  for  the 
fnpany's  growth.  A  legendary  industri- 
st  and  major  force  in  Korea's  postwar 
;onomic  miracle,  Chung  JuYung  built 
HI  from  the  ground  up.  Under  his  lead- 
ship,  HHI  became  the  world's  preemi- 
mt  shipbuilder  and  diversified  to  include 
e  more  divisions,  which  now  account 
r  nearly  half  the  company's  revenue. 
Shipbuilding  remains  at  the  core  of 
HI.  Since  1972,  it  has  built  1,000  ships 
id  now  claims  nearly  20%  of  the  global 
lipbuilding  market.  The  company  ended 
101  with  a  backlog  of  more  than  100 
lips  on  order.  The  Offshore  and  Engi- 
sering  Division,  a  major  player  in  turnkey 


projects  for  offshore  oil  and  gas  produc- 
tion and  drilling  facilities,  won  a  record 
$2.05  billion  in  new  orders  in  2001, 
including  an  $800  million  project  for 
ExxonMobil.  The  Engine  and  Machinery 
Division,  with  a  35%  market  share  in 
marine  diesel  engines,  last  year  designed 
and  produced  the  innovative,  high-pow- 
ered, environmentally  friendly  HiMSEN 
engine,  which  the  Korean  government 
recognized  as  one  of  the  nation's  top  new 
technologies. 

Dr.  Chung  Mong  Joon,  son  of  Chung  Ju 
Yung  and  adviser  to  HHI,  envisions 
Hyundai  Heavy  as  a  global  leader.  As 
former  chairman  and  a  major  sharehold- 
er, he  aims  to  continue  strengthening  the 
company's  international  position.  As  HHI 
exhibits  a  new  competitive  spirit,  Dr. 
Chung  has  gained  visibility  in  the  domes- 
tic and  international  political  arena  as  a 
member  of  the  Korean  National  Assem- 
bly and  in  the  world  of  competitive 
sports.  In  the  "can  do"  tradition  of  Chung 
JuYung,  who  fathered  Korea's  initiative  to 
host  the  1988  Olympic  Games,  Dr.  Chung 
spearheaded  the  successful  effort  to 
bring  the  2002  World  Cup  to  Korea.  This 
was  a  major  victory  for  Dr.  Chung,  a  vice 


president  of  FIFA,  the  world  soccer  gov- 
erning body.  Dr.  Chung,  who  is  cochair  of 
the  Korean  World  Cup  Organizing  Com- 
mittee and  head  of  the  Korea  Football 
Association,  is  dedicated  to  the  World 
Cup's  success. 

Throughout  its  30-year  history,  Hyundai 
Heavy  has  followed  the  vision  and  the 
enterprising  spirit  of  Chung  JuYung.  Its 
near-term  goals  are  ambitious  —  to 
increase  new  orders  this  year  by  23% 
and  revenues  by  14%.  It  also  seeks  to 
strengthen  its  profitability,  advance  its 
technological  edge,  build  solid  manage- 
ment-labor relationships  and  continue  to 
seek  new  opportunities  throughout  the 
world.  By  renewing  and  building  upon  its 
solid  legacy,  the  company  is  well  on  its 
way  toward  those  goals.  ■ 


www.hhi.co.kr 
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SAMSUNG  ELECTRONICS  CO.  LTD. 


Bold,  innovative  and  in  touch  with  its  customers,  Samsung 
Electronics  is  transforming  the  way  the  world  communicates. 
The  company,  already  a  global  electronics  industry  leader,  is 
engineering  a  revolution  inside  and  out.  With  a  faster,  stream- 
lined business  model,  it  is  speeding  new  products  and  solutions 
to  the  digital  convergence  marketplace. 


Based  in  Seoul,  Samsung  now 
employs  approximately  64,000 
people  in  47  countries.  Its  four 
main  divisions  —  Digital  Media 
Network  (digital  media),  Device  Solution 
Network  (semiconductors),  Telecommu- 
nication Network  (information  and 
telecommunications)  and  Digital  Appli- 
ance Network  (home  appliances)  — 
encompass  such  products  as  memory 
chips  and  displays,  phones  and  digital 
cameras,  DVD  players,  notebook  PCs,  dig- 
ital TVs,  all-in-one  wireless  devices, 
microwaves,  Internet  refrigerators  and  air 
conditioners. 

Chairman  Lee  Kun-Hee  believes  strong- 
ly in  the  value  of  innovation  and  has  led  a 
shift  in  the  company's  management  policy 
and  philosophy  to  make  Samsung  more 
nimble,  creative  and  attentive  to  market- 
place needs.  The  new  culture  is  also  more 
keenly  focused  on  product  quality,  with 
every  level  of  the  company  embracing  the 
company's  goal  of  impii  customers' 
lives  through  quality  prodi 

The  company  has  harm        d  Korea's 
voracious  appetite  for  tech       igy,  espe- 
cially among  its  youth.  It  employs  te; 
of  creative  young  developers  and 


Ufi 
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work  focused  on  youth-oriented  products. 
While  the  workforce  in  Korea  offers  out- 
standing talent,  Samsung  has  begun  to 
encourage  a  flow  of  ideas  from  other 
companies  and  cultures  as  well.  It  has 
brought  in  300  non-Koreans  to  contribute 
new  knowledge  and  to  stimulate  more 
rapid  innovation  and  growth. 

Digital  Freedom  is  the  term  Samsung 
uses  to  describe  the  evolution  of  digital 
devices  and  networks  into  a  seamless 
new  way  of  communicating.  "We're  work- 
ing to  provide  every  customer  with  free- 
dom from  limitations  of  time  and  space, 
regardless  of  age,  culture  or  geography," 
says  Dr.  Chin  Daeje,  president  and  CEO  of 
the  company's  Digital  Media  Network 
Business. 

Accessibility  and  cutting-edge  design 
are  the  hallmark  of  Samsung's  newest 
products.  The  compnny's  innovative  efforts 


are  gaining  recognition  in  the  intemationj 
al  marketplace.  Its  24-inch  TFT-LCD  televi 
sion  and  portable  DVD  player  earned  tori 
honors  in  their  category  at  the  2002  Innd: 
vations  Awards  at  the  2002  International 
Consumer  Electronics  show  inJanuary.  i 

As  a  change  agent,  Samsung  is  leadinc 
the  way  within  Korea.  The  company  i: 
now  about  56%  foreign-owned,  and  i 
maintains  strong  investor  relationships 
Another  indicator  of  the  company': 
widening  global  focus  is  its  role  in  thf 
world  sports  arena.  As  the  Official  World 
wide  Wireless  Telecommunication; 
Equipment  Partner  of  the  Salt  Lake  2001 
Olympic  Winter  Games,  the  companv 
provided  approximately  20,000  units  o 
wireless  telecommunications  equipmen 
together  with  technical  support  in  ke\ 
areas  to  the  2002  Salt  Lake  Organizing 
Committee,  keeping  officials,  media,  staf 
and  volunteers  in  close  voice  contact.  I 
also  sponsors  one  of  the  most  presti 
gious  women's  golf  tournaments,  the 
Samsung  World  Championship,  and  the 
Samsung  Nations  Cup,  an  internationa 
equestrian  competition. 

Samsung  has  transformed  itself  into  < 
visionary  company,  willing  to  take  risks  ir 
order  to  stand  apart  in  the  competitive 
electronics  industry.  As  it  continues  it: 
efforts  to  reach  a  global  audience  of  con 
sumers,  Samsung  has  shown  it  is  read1 
to  lead.  With  its  strong  business  struc 
ture,  innovative  products  and  quality 
conscious  culture,  it  is  well  equipped  t< 
deliver  the  world's  next  wave  of  life 
enhancing,  life-transforming  communicd 
tions  technologies.  I 


www.samsung.com 
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Any  excuse 
to  use  it. 


Samsung's  a400  is  powerful  and  sleek.  So  be  careful, 
using  it  may  become  habit  forming. 

■  Downloadable  images  and  ringers  with  Sprint  PCS 
Ringers  &  More" 

■  CPS-enabled  for  location-based  services  in  the  future 
«  Wireless  Internet  access 

With  style  and  features  like  these  what  other  excuse 
do  you  need?  Visit  www.samsungusa.cotn/wireless 

or  call  1-800-SAMSUNG. 


^Sprint  Store 


The  PCS  Center 


RadioShack 


wte  offer  (or  new  Sprint  PCS  customers  with  a  preferred  Sprint  PCS  Credit  Rating,  or  new  customers  whose  accounts  remain  active  and  in  good  standing  for  60  days, 
'.ition  requiredby  6/30V02.AS34  99  activation  (ee  applies.  A  $125  deposit  and  other  fees  may  apply.  Offer  may  not  be  combined  with  certain  other  promotions.  See 
ore  materials  for  details  Sprint  PCS  is  a  registered  service  mark  of  Sprint  Communication  Company,  LP.  ©2002  Samsung  Telecommunications  America 
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everyone's   invited™ 
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I  print  80  pages  per  minute  and 


sit  near  the  men's  room. 


She  types  40"words  per  minute  and 
gets  the  corner  office. 
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scan 


Get  supersonic  with  the  speedy  e-STUDIO80  digital  copier.  This  heavy  volume 
performer  offers  large  pap  -  icity  and  crystal  clear  image  quality  with  high  resolution 

scanning  capabilitiev   i  mplete  connectivity,  upgrade  to  a  fully  networked  document 

processing  system.  It's  thi  balance  of  features  for  print-for-pay  businesses  or 

centralized  reprographi,  s  departments.  So  don't  just  sit  there  in  your  corner  office, 
visit  copiers.toshiba.t  call  1-800-GO-TOSHIBA  for  more  information. 


TOSHIBA 

Don't  copy.  Lead. 
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TECHNOLOGY 


Attack  of  the  Clones 

A  potent  and  malicious  new  virus  is  making  its  way  around  the  Internet. 
Brace  yourself  for  a  long,  hot  summer  of  annoyance  and  computer  meltdowns. 

BY  LEA  GOLDMAN 


W 


ITH  SELF-HELP  BOOK  Ti- 
tles like  Manifest  Your 
Destiny,  Wayne  W.  Dyer 
has  cultivated  a  loyal  fol- 
lowing of  New  Age  need- 
niks.  But  in  early  May  the  e-mail  list 
hosting  company  that  manages  an  unof- 
ficial Dyer  fan  club  smelled  big  trouble 
when,  in  a  single  week,  384  unwitting 
new  subscribers  e-mailed  in  to  sign  up 
for  hokey  messages  with  headers  like 
Seeds  for  the  Garden  of  Your  Mind.  A 
week  before  there  had  been  only  5. 
Blame  Dyer's  overnight  celebrity 
on  an  eight-month-old  virus 
named  Kle/,  a  nasty  bit  of  self- 
replicating  software  currently 
making  the  rounds  on  the 
Internet.  (The  word  "klez" 
is  written  in  the  code,  hence 
the  name.)  Its  modus  oper- 
andi is  to  blast  e-mails  to  all 
the  names  in  Microsoft  Out- 
look's address  book,  infecting 
random  files  on  the  hard  drive 
and  attaching  them  to  outbound  mes- 
sages. The  Dyer  fan  site  had  to  send 
e-mails  to  all  its  new  subscribers  to  con- 
firm their  interest. 

No  one  knows  yet  who  wrote  Klez.  Its 
first  outbreak  was  in  Asia  last  October.  But 
it  is  the  latest — and  potentially  scariest 
of  about  200  worms  and  viruses  circulat- 
ing on  the  Net.  Klez's  newest  strains,  dis- 
covered in  mid-April,  quickly  topped  the 
watch  lists  of  anti-virus  software  firms  like 
Symantec  and  Sophos,  which  say  Klez 
caused  85%  of  all  infections  in  April. 
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t  a  data  center.  Suddenly,  you're  concerned  with  profitability.  Business  forecasting.  They 
even  want  recommendations  on  system  performance  over  in  marketing. 

Is  your  software  up  to  the  challenge? 

This,  of  course,  is  why  HP  has  evolved  OpenView  software  from 
a  network  management  tool  into  a  sophisticated  service  management 
solution  — covering  everything  from  networks,  storage  and  systems  to 
services  like  ERP,  e-commerce  and  call  center  management.  Basically, 
the  entire  infrastructure  on  which  your  core  business  services  depend. 

So  in  addition  to  managing  your  infrastructure,  HP  OpenView 
now  anticipates  and  resolves  problems  according  to  your  organization's 
priorities— by  department,  service,  even  line  of  business. 

Increased  efficiency.  Lowered  costs.  Higher  ROI.  Being  proactive 
with  recommendations.  That's  what's  expected  of  you.  And  what  you 
can  expect  from  HP  OpenView  management  software. 

HP  infrastructure  solutions  are  engineered  for  the  real  world 
of  business.  Because  the  last  time  we  checked,  that's  where  we  all 
work.  To  learn  more  about  how  HP  OpenView  Management  software 
can  help  run  your  business,  call  1.800.HPASKME,  ext.  246.  Or  visit  us  at 
www.  hp.  com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 


m 


invent 


TECHNOLOGY     SOFTWARE 


1 


It's  still  too  early  to  estimate  the  cost  of 
Klez,  but  it  is  proliferating  quickly,  thanks 
in  part  to  its  nearly  30  possible  subject  lines. 
Some  ("A  IE  6.0  Patch"  and  "Your  Pass- 
word") are  hard  to  resist.  Others  ("How 
Are  You"  and  "Congratulations")  are 
ridiculously  mundane.  The  last  four  big 
epidemics — Nimda,  Code  Red,  Sircam 
and  the  I  Love  You  bug — racked  up  a 
combined  $13  billion  in  lost  productivity 
and  labor  costs  for  cleanup,  according  to 
research  firm  Computer  Economics. 

While  just  about  anyone  can  write  a 
virus,  teens  and  college  kids  on  break 
from  school  are  the  most  frequent  perps. 
"Kids  have  more  free  time  on  their 
hands,"  says  April  Goostree,  virus  research 
manager  for  McAfee.com. 

Sharpei,  a  new  virus  Web  cops  have 
been  tracking,  was  written  by  a 
16-year-old  European  cyber- 
chick  nicknamed  Gigabyte  and 
is  thought  to  be  the  first  to 
exploit  a  hole  in  C#,  Microsoft's 
new  programming  language. 
Viruses,  worms  and  other  so- 
called  malware  exploit  program- 
ming blunders  in  software. 

At  their  most  benign,  viruses 
eat  up  precious  storage  space, 
slowing  or  crashing  computers. 
More  severe  ones  destroy  or  ran- 
domly distribute  potentially  sen- 
sitive files.  At  their  worst,  viruses 
are  a  useful  tool  to  commandeer 
computers  as  part  of  a  distrib- 
uted denial-of-service  attack, 
which  paralyzes  a  site  with  a  bar- 
rage of  useless  data  packets. 
Yahoo  and  Ebay  were  downed  by 
such  attacks  two  years  ago. 

The  first  Klez  strain  manipu- 
lated a  hole  in  Internet  Explorer 
and  tricked  the  browser  into 
launching  infected  Outlook  e- 
mail  attachments  by  fiddling  with 
the  message's  header  or  instruc- 
tions for  encoding  and  decoding 
messages.  Klez  is  so  nefarious  that 
you  don't  have  to  click  on  any- 
thing to  launch  it.  Simply  view- 
ing an  Outlook  message  in  the 
iew  window  will  set  it  off. 
need  to  worn  iboul  get- 
ting though,  since  Klez 


steals  names  from  the  address  book  and 
sends  e-mails  under  those  names  and  even 
the  anti-virus  vendors'  names,  a  trick  called 
spoofing.  Microsoft  promptly  issued  a 
patch,  and  the  virus-scanning  firms  fol- 
lowed suit  with  their  own  updates. 

But  some  Klez  strains  are  so  shrewd 
they  can  disable  virus-scanning  features. 
Open  an  infected  attachment,  and  you're 
screwed.  Klez  also  plants  another  file-dam- 
aging virus  that  targets  file-sharing  net- 
works. Because  of  its  multiple  methods  of 
infection,  Klez  is  considered  a  "blended 
threat,"  one  of  the  most  lethal  types  of 
viruses.  Klez  is  the  first  virus  since  the 
Nimda  worm  to  reach  level  four  out  of  a 
possible  five  on  Symantec's  severity  scale. 

Broadband  has  increased  the  speed  of 
infection.  Hackers  target  broadband  con- 


Many  Faces  of  Klez 


THE  MULTIPLIER  Self- 
replicates  by  blitzing 
infected  e-mails  to 
everyone  in  Microsoft 

Outlook  address  book. 


THE  THUG  Comes 
armed  with  one  of  four 
attachment  file  types; 
more  code  for  the  anti- 
virus scanner  to  look  for. 


STICKY  FINGERS 

Snatches  sensitive  files 
from  the  hard  drive 
and  attaches  them  to 
outbound  messages. 


WISE  GUY  Fakes  the 
name  of  sender  on 
tainted  e-mails  so  that 
victims  can't  pinpoint 
their  assailants. 


PARTNERS  IN  CRIME 

Escorts  the  file-eating 
Elkern  virus,  which 
seeks  out  other 
machines  to  infect. 


THE  TERMINATOR 

Barrages  of  infected 
e-mails  can  clog  up  mail 
servers,  causing  slow- 
downs and  crashes. 


nections  because  their  IP  addresses  don't 
change,  making  them  easier  to  pin  down. 
High-speed  links  can  send  and  receive 
large  data  files,  ideal  for  sophisticated  virus 
programs.  And  because  broadband  is 
"always  on,"  it  often  automatically  pre- 
views e-mails,  launching  the  virus.  In  the 
first  weekend  of  May,  Symantec  received 
10,000  Klez  alerts  from  its  customers, 
twice  as  many  as  on  a  typical  weekend. 

Viruses  have  come  a  long  way  in  the 
last  few  years.  In  1999  the  Melissa  virus  was 
the  first  to  replicate  itself  globally  via  e- 
mail.  (Its  33-year-old  creator,  David  Smith, 
scored  a  20-month  prison  sentence  in  early 
May.)  A  year  later  the  I  Love  You  virus  be- 
came the  most  expensive  one  to  date — $8.7 
billion  in  estimated  damage — partly  be- 
cause it  quickly  organized  massive 
denial-of-service  attacks. 

Last  year's  Nimda,  a  blended  threat  like 
Klez,  boasted  four  different  ways  to  invade 
computers.  The  greatest  fear  among  virus- 
busters  is  what's  called  a  metamorphic 
virus.  These  could  have  the  ability  to  change 
their  code  after  each  time  they  infect  yet  an- 
other computer,  mutating  around  obsta- 
cles much  like  HIV.  Such  shape-shifters 
would  evade  many  virus  scanners,  which 
look  only  for  signature  chunks  of  code 
within  an  already  discovered  virus. 

Like  Klez,  future  viruses  will  exploit 
known  security  flaws.  And  there  are  plenty 
of  those.  Last  year  CERT  Coordination  Cen- 
ter, the  security  watch  group  in  Pittsburgh, 
reported  2,437  security  vulnerabilities  in 
software  products,  up  from  171  in  1995. 
"There's  too  much  pressure  on  software 
vendors  to  get  to  market  quicker,"  says 
David  Evans,  a  computer  science  professor 
at  the  University  of  Virginia.  "And  there's 
not  enough  pressure  from  the  government 
or  legal  system  for  them  to  get  it  right." 

Some  95%  of  corporate  networks  have 
anti-virus  tools  in  place,  but  consumers  are, 
easy  prey.  The  majority  of  the  69  million ' 
Americans  surfing  the  Net  from  home  do 
not  regularly  update  their  anti-virus  scan- 
ners (if  they  even  own  one)  with  the  latest 
security  patches,  despite  getting  alerts  from 
their  anti-virus  vendors.  Security  is  only  as 
good  as  its  last  update.  Research  firm  Gart- 
ner predicts  that  through  2005, 90%  of  cy- 
berattacks  will  exploit  security  holes  fori 
which  patches  have  already  been  issued. 
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heavy  metal. 


Musical  revolutionaries?  Hardly.  Metallurgical  revolutionaries? 

Absolutely. 

They  are  the  scientists  of  the  United  Technologies  Research  Center, 

architects  of  what  may  be  the  Holy  Grail  of  metals:  metal  foam. 

This  radical  new  material  is  feathery  light  (it  is  90%  air  bubbles) 

with  the  power  of  forged  steel. 

Merging  rigidity  with  wide  surface  area  brings  both  econoTny  and 

efficiency  to  everything  from  engine  compressors  to  heat  exchangers. 

www.utc.com    NYSE:utx 


A  breakthrough  like  metal  foam  can  give  the 
world  lighter  helicopters,  lighter  engines  and 
lighter  elevators.  And  the  less  things  weigh,  the 
less  it  costs  to  get  them  off  the  ground. 
The  company's  research  center  is  an  engine 
of  ideas  for  the  family  of  companies  called 
United  Technologies.  Because  intelligence  shared 
is  intelligence  squared. 


'4  United 
Technologies 
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CHANGING    JOBS? 
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Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service, 


Your  401  (k)  may  be  the  most  important 
savings  you  have,  so  make  sure  you  roll 
it  over  with  the  right  investment  company. 
At  T.  Rowe  Price,  our  broad  range  of 
no-load  mutual  funds,  unwavering  com- 
mitment to  customer  service,  and  over 
60  years  of  experience  mean  you  can 
invest  with  confidence. 


Choice:  For  Rollover  IRAs,  we  offer  over 
60  no-load  mutual  funds.  No  wonder 
Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 
portfolio."* 

Value:  With  no  sales  charges,  commis- 
sions, or  12b-1  fees,  more  of  your  invest- 
ment works  for  you. 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 
handling  paperwork  to  assisting  you  with 
your  investment  choices. 

For  more  information,  call  today  to  discuss 
your  rollover  options  and  to  receive  a  free 
rollover  kit,  including  prospectuses  or 
profiles. 


100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 
strategies,  including: 

•  Value  Stock  Funds 

Capital  Appreciation 
Equity  Income 
Mid-Cap  Value 
Small-Cap  Value 
Value 

•  Growth  Stock  Funds 

Blue  Chip  Growth 
Equity  Index  500 
Mid-Cap  Growth 

•  Industry-Specific  Funds 

Financial  Services 
Health  Sciences 
Science  &Technology 

•  International  Funds 

European  Stock 
International  Stock 

•  Bond  Funds 

HighYield 
Short-Term  Bond 
Spectrum  Income 


1-800-541-1742: 

WWW.TROWEPRICE.COM 


T.RoweRrice 


INVEST    WITH    CONFIDENCE 
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"If  you  are  in  a  big  company,  you  have 
a  full-time  professional  who  is  actively 
pushing  the  patches  on  users.  At  home 
there's  nobody  pushing  you.  You  don't 
even  know  you  need  it,"  says  William 
Orvis,  a  security  specialist  with  the  Com 
puter  Incident  Advisory  Capability  team, 
a  unit  of  the  Department  of  Energy. 

It  is  frighteningly  easy  for  aspiring  hack- 
ers ("script  kiddies")  to  compose  viruses 
from  available  code,  thanks  to  the  estimated 
30,000  Web  sites  offering  how-to  guides. 
"You  can  practically  go  to  Barnes  &  Noble 
and  buy  a  book  on  virus  writing,"  says 
David  Perry,  director  of  education  at  Trend 
Micro,  an  anti-virus  software  vendor.  Used 
copies  of  the  virus  bible,  The  Giant  Black 
Book  of  Computer  Viruses,  are  still  available 
online.  "Fun  for  hackers,"  says  one  review. 

Companies  are  reluctant  to  admit 
they've  been  victims  of  cyberattacks,  forcing 
cybercops  to  play  catch-up.  One  deterrent 
to  companies  giving  access  to  investigators 
is  that  they  don't  want  them  sniffing 
around  corporate  documents  and  hard 
drives.  "The  scope  of  the  problem  is  huge, 
and  law  enforcement  can  only  do  as  much 
as  it  gets  access  to,"  says  Gregory  Schaffer,  a 
former  Justice  Department  prosecutor  of 
cybercrime,  now  head  of  the  computer 
crime  division  of  PricewaterhouseCoopers. 

It  gets  worse.  Viruses  have  a  whole  new 
breeding  ground  in  cell  phones  and  hand-: 
held  computers.  Two  years  ago  Spain's 
wireless  carrier  Telefonica  suffered  the  first 
cellular  virus  when  a  worm  hit  random 
phones  with  mean-spirited  short  messages. 
Later  that  year  a  Trojan  horse,  a  seemingly 
innocuous  program  with  a  built-in  back- 
door for  attackers,  caused  several  of  NTT 
Docomo's  cell  phones  to  flood  Japan's 
emergency  phone  line  with  calls. 

Four  known  Palm-plaguing  threats 
roam  the  wild  today,  spreading  by  way  of 
synch  and  beaming  features.  Some  just 
hide  or  delete  applications,  while  a  Trojan 
horse  called  Palm.MTXII  will  replace 
notes  with  gobbledygook.  Wi-Fi  local  area 
networks  are  also  vulnerable. 

"In  a  doomsday  scenario,  we  could  see 
a  threat  to  tens  of  millions  of  PCs  that  car- 
ries over  to  hundreds  of  millions  of  wire- 
less devices,"  says  Stephen  Trilling,  director 
of  research  at  Symantec.  That  scenario 
isn't  tar  off.  F 


A  Manufacturing 

Audit  Can  Uncover 

Millions  You  Didn't 

Know  You  Had. 


Global  Manufacturing  Solutions."  Manufacturing 
efficiency  consulting  to  increase  your  earnings  potential. 

Global  Manufacturing  Solutions  presents  a  comprehensive  portfolio 

of  value-added  solutions,  services,  and  software  to  maximize  your  internal 

investment.  It's  another  way  we  help  you  optimize  manufacturing.  Improve 

plant  uptime.  Reduce  time  to  market.  And  drive  regulatory  compliance. 

After  conducting  an  in-depth  audit  of  your  manufacturing  operations,  we  can 
help  you  identify  areas  that  present  the  greatest  potential  for  improvement. 

The  savings  can  be  dramatic. 


CASE  IN  POINT 


•  Industry  client: 
Leading  chemical  producer 


•  Objective: 

Improve  on-stream  production  time  and  reduce  customer's  total 
maintenance  cost 

•  Results: 

Reduced  overall  maintenance  costs  by  $10  million.  Reduced 
spare-parts  inventory  by  $3  million.  Increased  production  of  primary 
product  by  5%.  Increased  on-stream  production  rate  from  70%  to  95%. 


Consult  with  Global  Manufacturing  Solutions  from  Rockwell  Automation. 

You'll  add  to  your  earnings  statement  without  adding  to  your  infrastructure. 

For  your  copy  of  our  consulting  services  brochure,  call  1-866-240-9273. 

Or  visit  our  web  site  www.rockwellautomation.com/solutions. 


Rockwell 
Automation 

Global  Manufacturing  Solutions 


Copyright  ©  2002  Rockwell  Automation,  Inc  All  rights  reserved 
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IN  THEIR  WEEKLY  E-MAIL,  HALF  A 
million  fans  of  Lands'  End,  the  preppy 
cataloger  that  agreed  in  May  to  sell  out 
to  Sears,  recently  read  about  a  man 
who  wore  his  Lands'  End  mesh  shirt 
to  a  preserve  for  orphaned  chimpanzees 
in  the  Republic  of  Guinea.  Sales  of  the 
shirt  rose  40%  that  week. 

E-mails  like  this,  with  quirky  tales  and 
discounts,  are  one  reason  Lands'  End  sells 
more  apparel  online  than  any  other  re- 
tailer— $327  million  last  year,  up  37%.  It 
also  is  why  Lands'  End  now 
does  21%  of  its  $1.6  billion  in 
revenue  online.  Since  Lands' 
End  launched  both  the  site  and 
the  newsletter  in  1995,  e-mail 
has  become  the  cheapest  way  to 
buy  online  sales,  far  cheaper 
than  the  portal  deals  with  AOL 
and  MSN.  "The  newsletter  is  a 
relationship  tool,"  says  Bill  M. 
Bass,  a  senior  vice  president. 

In  the  late-Nineties  frenzy 
over  selling  goods  on  the 
booming  World  Wide  Web, 
thousands  of  companies  threw 
up  a  shingle  in  cyberspace,  only 
to  get  lost  in  the  crowd.  Now  a 
better  marketing  tool  is  here — 
the  old  technology  of  e-mail. 

In  the  U.S.,  126  million 
people  are  now  online,  with 
105  million  e-mailing  from 
home  and  50  million  sending 
e-mail  from  work,  according  to 
Forrester  Research.  The  mail 
medium  is  maturing  beyond 
basic  alerts  of  airfare  sales  or 
notices  of  music  releases  from 
Amazon.  New  campaigns 
feature  videogames,  coded 
coupons  and  streaming  audio  and  video, 
as  well  as  tracking  e-mail  forwarding. 

Companies  poured  $927  million  into 
e-mail  marketing  last  year,  up  87%  from 
2000,  with  two-thirds  reporting  increased 
overall  sales  from  their  e-mail  efforts, 
according  to  the  Direct  Marketing  Asso- 
ciation. Last  year  e-mail  generated  1 5%  of 
online  sales,  up  from  3%  in  2000. 

1  mail  still  has  its  warts,  chiefly  the 
prepoi  il  spam  and  the  risk  of 

spreadin         u        I  ands'  End  still  is  in 
the  unob  sending  out 


e-mail  newsletters  only  to  customers  who 
expressly  agree  to  receive  them.  Spam 
marketers  need  to  cast  wider  nets  as  more 
recipients  ignore  them.  One  telling  fact: 
In  September  customers  of  Brightmail, 
an  e-mail  filtering  company,  suffered  1.5 
million  attacks  of  spam,  10%  of  all- 
e-mails.  By  March  spam  was  25%. 

But  e-mail  remains  a  coldly  efficient 
way  to  sell  to  existing  customers.  E-mail- 
ing a  company's  own  list  costs  only  $1  per 
sale,  according  to  Forrester.  Sending  junk 


Web?  What  Web? 

Now  that  everyone  uses  e-mail,  companies 
are  using  it  more  wisely  to  sell  more  goods. 

BYCHANA  R.  SCH0ENBERGER 
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Bill  Bass  sells  more  shirts  for  Lands'  End  by  accentuating  the  "e." 

paper  mail  costs  $20  per  sale. 

The  key  to  e-mail  is  to  pick  out  the 
elite  10%  of  Web  users  who  communicate 
much  more  often  online.  When  satisfied, 
they  typically  share  their  views  by  e-mail 
with  1 1  friends;  when  they  are  miffed, 
they  zap  17  friends  on  average,  according 
to  a  2001  study  by  Burson-Marsteller  and 
Roper  Starch  Worldwide.  Some  60%  of 
these  avid  users  read  unsolicited  e-mails. 

1  mail  software  from  firms  such  as 
Responsys  and  E.piphany  is  helping  com- 
panies pinpoint  which  customers  are 


likely  to  respond  to  a  particular  offer. 
Using  Responsys  software,  Office  Depot 
sends  out  personalized,  coded  coupons  to 
b.e  printed  and  then  redeemed  in  its 
stores.  Some  senders  can  now  determine 
which  addresses  an  ad  has  been  for 
warded  to,  letting  a  marketer  know  which 
customers  are  proselytizers  and  thus 
worth  rewarding. 

"There  has  to  be  payoff.  If  they're  giv- 
ing you  information  or  taking  action  on 
your  behalf,  you  need  to  give  the  consumer 
a  reason  to  do  that,"  says  Debo 
rah  Korono,  a  director  at  ad 
agency  DDB  Worldwide's  Tribal 
DDB  unit,  which  specializes  in 
e-mail.  Last  year  the  agency  cre- 
ated a  campaign  for  Vaniqa,  a 
prescription  cream  for  removing 
facial  hair.  A  total  1 1%  of  readers 
forwarded  the  ad  for  the  Bristol- 
Myers  Squibb  product.  The  aver 
age  pass-along  rate  is  2.5%. 

A     Budweiser     campaign 
encouraged  users  to  go  to  the 
Bud  site  and  create  their  own 
"Whassup"  ad  and  e-mail  it  to 
friends,  boosting  time  spent  at 
the  site  from  10  to  100  minutes. 
The  National  Basketball  As- 
sociation, during  the  April  play- 
offs, e-mailed  streaming  video 
highlights  to  121,000  fans,  using 
Mindarrow  Systems  software.  Oi 
the  33,000  users  who  opened  the 
e-mail,  40%  clicked  through  to 
play  a  fantasy  game,  watch  videos 
or  buy  tickets,  and  7%  forwarded 
the  e-mail  to  three  friends  to  earn 
a  free  screen  saver.  Those  who 
opted  in  went  into  the  database 
for  future  e-mail  marketing. 
"We  reached  more  than  40,000  people, 
9,000  of  whom  we  weren't  reaching  in  our 
database,"  says  Bernard  Mullin,  a  senior  vice 
president  at  the  NBA. 

In  January  BMW  of  North  America 
sent  250,000  car  owners  animated  shots 
of  the  car  that  launched  BMW  in  America 
in  the  1960s,  as  well  as  a  link  to  a  Web  site 
giving  away  brochures,  desktop  wallpapei 
and  a  BMW  screen  saver.  The  campaign's 
click-through  rate  was  higher  than  100%, 
meaning  that  recipients  opened  the 
e-mail  several  times  and  forwarded  it.    f 
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now,  more  than  ever, 

feel  secure 

that  only  the  right  people 

access  your  Network. 

Keep  your  valuable  data  out  of  the  wrong  hands  with  the  power  of  Access  and  Security  solutions  from  Novell. 
Administrators  can  choose  one  or  multiple  authentication  methods  to  identify  users  with  absolute  certainty.  Users 
have  the  ease  of  a  single  enforceable  ID  they  use  anytime,  anywhere — resulting  in  up  to  a  95  percent  decrease 
in  password-related  help  desk  calls.  And  our  software  can  be  integrated  with  a  full  range  of  your  existing 
security  products,  from  password  protection  to  biometrics.  To  have  the  power  of  Novell  at  your  fingertips,  visit 
www.novell.com/solutions/access_security  today. 

Novell 

the  power  to  chaNge 


£>  Copyright  2002  Novell,  Inc.  All  rights  reserved.  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell,  Inc..  in  the  United  States  and  other  countries. 


JUEOHRQLOJGY    DIGITAL  TOOLS  by  Stephen  Manes 


Linux  Gets  Friendlier 


Installing  Linux 

on  PCs  was  once 

an  exercise  in 

nonstop  profanity. 

Now  it  works— 

mostly. 


SINCE  ITS  INTRODUCTION  AS  A  FREE  OPERATING 
system  in  1991,  the  Linux  variant  of  Unix  has  become 
such  a  popular  way  to  run  servers  that  a  business  has 
grown  up  around  supplying,  supporting  and  charging 
for  it.  Even  IBM  has  gotten  into  the  act. 
Now,  frustrated  by  a  monopoly  whose  innovation  in  the 
face  of  slower  growth  amounts  to  finding  more  efficient  ways 
of  extracting  money  from  captive  customers,  users  are  begin- 
ning to  wonder  whether  Linux  could  supplant  Windows  as  a 
cheaper  solution  for  desktop  machines.  My  disappointed  but 
hopeful  conclusion:  For  normal  human  beings,  not  yet.  But  it's 
an  outside  possibility  in  corporate  situations  where  support  is 
at  hand,  and  it's  getting  tanta- 
lizingly  closer  for  the  masses. 

A  couple  of  years  ago 
installing  Linux  was  an  exercise 
in  nonstop  profanity.  This  time 
when  I  tried  two  different  ver- 
sions, both  worked — mostly. 

The  popular  Red  Hat  is 
aimed  squarely  at  Linux  veter- 
ans, and  the  new  version,  7.3, 
comes  on  seven  CDs  for  $60. 
When  the  lengthy  installation 
process  finally  ends,  a  ware- 
houseful  of  software  has  been  crammed 
onto  your  hard  drive,  including  not  one  but 
two  separate  user  interfaces  and  a  program 
that  times  the  steeping  of  tea.  But  that  cor- 
nucopia of  confusing  stuff  will  mostly  give 
newcomers  a  headache. 

Desktop/LX,  $30  from  Lycoris,  a  tiny 
startup  founded  in  Microsoft's  hometown 
of  Redmond,  Wash.,  comes  on  only  one  CD. 
Its  less-is-more  philosophy  is  aimed  at  users 
not  necessarily  familiar  with  Linux,  so  it 
looks  as  much  like  Windows  as  possible: 
Install  it  on  a  Windows  machine,  and  it 
even  swipes  the  desktop  background. 
Whereas  Red  Hat  asks  you  to  choose 
between  I.lLO  and  Grub  for  your  bootloader 
and  Gnome  and  KDE  for  your  operating 
environment,  Desktop/LX  has  mercifully 
decided  all  that  for  you.  And  though  it 
includes  far  less  than  Red  Hat,  it  still  pro- 
vides plenty,  including  an  office  productiv- 
ity suite,  two  Web  browsers,  two  email  clients,  software  for 
playing  and  burning  CDs,  a  bunch  of  games  and  lots  more. 
But  frustration  is  part  of  the  package.  Though  Linux  can  be 


installed  alongside  Windows  so 
that  you  can  choose  either  sys 
tern  at  startup,  neither  Desk 
top/LX  nor  Red  Hat  includes 
Windows  software  to  make  that 
kind  of  installation  easy.  On  my 
Sony  PC,  neither  was  able  to 
produce  audio,  except  from  the 
fan  that  neither  could  silence 
Desktop/LX  made  it  simple  to 
access  Windows  systems  on  my 
network;  Red  Hat  never  man- 
aged that  feat.  The  DVD  software  that  comes  with  Desktop/LX 
can't  play  encrypted  discs,  which  means  most  of  them. 

Neither  system  managed  to  get  my  printer  working  prop- 
erly, and  installing  other  peripherals  can  be  a  trial  because  man- 
ufacturers' Linux  support  is  so  spotty.  When  a  digital  camera  1 
tried  didn't  work,  a  Lycoris  guru  e-mailed  that  all  I  might  have 
to  do  was  "issue  a  command  like:  mount  -tvfat/dev/sdaf 
/mnt/<location  you  want>."  That's  about  as  far  from  plug-and- 
play  as  you  can  get,  and  completely  unacceptable  outside  the 
world  of  hobbyists  and  corporate  support  desks. 

And,  like  the  other  things  that  don't  quite  work,  it  is  unfor-i 
tunately  typical.  Though  a  charmingly  unbusinesslike  whimsy 

full  of  fanciful  names  and 
icons  now  pervades  the 
parts  of  Linux  you  see  at 
first  glance,  incompre 
hensible  messages  anc 
commands  lurk  millime 
ters  below.  Try  to  get  help 
from  a  particular  pro- 
gram, and  you'll  often  b< 
sent  to  a  general  help 
screen  that  doesn't  help  a' 
all — or  refers  to  thing: 
that  are  second  nature  tc 
Linux  experts  but  gibber- 
ish to  everyone  else. 

Want  to   run  Win- 
dows  programs   undei 
Linux?   Software  callec 
Wine,    under    develop 
ment  by  volunteers  sinct 
1993,  is  meant  to  do  jus 
that,   but    its   Web   sit* 
admits  that  it  is  still  full  of  "bugs  and  unimplemented  features' 
and  that  "Most  applications  still  do  not  work  correctly."  One 
Wine  adaptation,  Codeweavers'  $55  Crossover  Office,  lets  Linm 
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THE    STRAIGHT    GOODS    ON    e-BUSINESS    PLATFORMS 


> 


THE  WHOLE  e-BUSINESS 
THING   IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE  INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
CAUSE     EVERYTHING     WORKS     BETTER    WHEN 


IF  AT  FIRST  YOU  DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
FORTUNE  500?  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


i  Sybase 

Information   Anywhere 


EVERYTHING    WORKS    TOGETHER." 


'92001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 


TECHNOLOGY    DIGITAL  TOOLS 


Strange  Fruit 


Research  in  Mo- 
tion's new  Black- 
Berry  5810  looks 
just  like  its  excellent 
predecessors,  the  857 
and  957,  with  the  same 
clear  monochrome 
screen,  handy  thumb- 
typing  keyboard  and 
simple  thumbwheel  in- 
terface. Though  it  does 
add  an  extra  3 
megabytes  of  memory 
(for  a  total  of  8)  and  a 
mobile  version  of  Java 
to  run  games  and  cor- 
porate applications,  the 
important  developments 
are  that  the  5810  uses 
cellular,  rather  than 
pager,  networks  for 
data— and  does  double 
duty  as  a  phone. 

But  when  it  comes 
to  data,  the  pager  net- 
works are  more  reliable, 
penetrate  deeper  into 
buildings  and  have 
broader  coverage,  so 
you  can  get  your  mail 
when  visiting,  say,  Cali- 
fornia or  Virginia.  Those 
two  states  (and  others) 
are  missing  from  the 


GPRS  network  of  Voice 
Stream,  which  offers 
the  BlackBerry  for 
$500  plus  a 
$40-a-month 
surcharge  to 
voice  plans.  If 
the  5810  could 
communicate 
abroad,  that  might 
help  compensate; 
alas,  the  foreign 
networks  require  a 
different  device,  the 
5820,  which  doesn't 
work  here. 

RIM's  e-mail  service 
works  best  in  corporate 
environments  that  buy 
special  servers  for  Mi- 
crosoft Exchange  or 
Lotus  Domino.  Other- 
wise, you  use  a  "desktop 
redirector"  that  relies  on 
your  computer's  being 
on  at  all  times  to  suck 
up  mail  from  Outlook,  a 
fragile  scheme  I've  never 
been  fond  of.  Standard 
Internet  service  pro- 
viders can  be  made  to 
work  with  the  redirector, 
but  RIM  recommends 
using  a  forthcoming 


Web-based  system  in- 
stead. I  say  avoid  it;  the 
version  I  tested  comes 
with  only  5  megabytes 
of  storage  and  stops 
working  without  notice 
when  it  inevitably  fills 


up.  Another 
annoyance:  The 
built-in  browser  can 
reach  only  phone- 


oriented  WAP  sites,  not 
the  entire  Web. 

The  5810  comes 
with  neither  speaker  nor 
microphone  built  in.  You 
have  to  use  a  plug-in 
earbud/mike  that  the 
belt  holster  lacks  room 
for.  This  turns  answer- 
ing the  phone  into  a 
paroxysm  of  fumbling— 
unless  you  enjoy  walk- 
ing around  all  day  with  a 
bud  in  your  ear.  If  you 
talk  incessantly,  you 
may  find  the  nonremov- 
able battery  a  problem. 
And  the  phone  can't 
dial  voice  mail 
from  a  missed- 
call  message 
with  a  single  click. 
For  pure  mail,  the 
older,  riper  BlackBerries 
remain  a  tastier  option 
than  the  5810.  Among 
mail/phone  combos, 
Handspring's  Treos 
(which  include  a  new 
mail  service  and  a  new 
color  model  that 
promises  better  battery 
life)  are  top  bananas. 

-S.M. 


run  Microsoft  Office  applica- 
tions— but  only  certain  older 
versions,  and,  in  my  experience, 
badly.  Using  Word  and  Excel 
was  frustrating  when  the  cursor 
insisted  on  disappearing  or 
changing  to  an  hourglass. 
Installing  the  Microsoft  applica- 
tions required  a  visit  to  the  Codeweavers  support  site  and 
invoking  two  obscure  commands,  one  of  which  included  a 
typographical  error  that  kept  it  from  running.  Screen  fonts 
looked  horrible.  Though  the  company  says  it  is  addressing  diese 
problems,  if  you  want  to  run  Windows  programs,  you're  better 
off  just  running  Windows. 

Wine  also  figures  in  the  forthcoming  Lindows  operating 
system,  another  Linux  variant  emphasizing  Windows  com- 
patibility. For  now  it's  hard  to  imagine  who  would  pay  $99  for 
a  one  year  membership,  when  the  product  is  in  a  "sneak  pre- 
view" release  thai  the  company's  Web  site  admits  "is  not  meant 
to  be  used  in  a  production  environment"  and  has 
functions  thai  "will  not  operate  properly."  Even  if 


Though  a  charmingly  unbusinesslike 

whimsy  pervades  the  parts  of  Linux  you 

see  at  first  glance,  incomprehensible 

messages  lurk  millimeters  below. 


it  does  work,  who's  going  t< 
spring  for  a  new  operating  sys 
tern  when  one  comes  package< 
with  every  PC? 

Maybe  someone  fed  up  witl 
the  high  price  of  Windows  ap 
plications.  If  Windows  and  it 
apps  were  cheap  and  troubl 
free,  Linux  wouldn't  stand  a  chance  on  the  desktop.  What  i 
will  take  to  compete  there  is  a  Lycoris-like  focus  on  the  usei 
but  with  greater  rigor,  better  hardware  support,  more  profes 
sionally  designed  software  and  computer  makers  willing  to  de 
liver  Windows-less  computers  full  of  flawless  functionality  a 
prices  that  substantially  undercut  the  Windows/Offic 
monopoly. 

Fortunately,  smart  Linuxheads  can  learn  from  a  fine  Unix 
based  system  that  keeps  users  from  having  to  understand  th 
ins  and  outs  of  the  arcane  underpinnings — unless  they  reall] 
really  want  to.  I  refer  them  to  Apple's  OS  X.  I 


TfM"tw^  I  Stephen  Manes  (steve@cranky.com).  cohost  of  Digital  Duo,  has  been  covering 
— ■—■Js??™,  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manes 
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Verizon  Wireless 

will  take  your  business 

to  the  next  level  - 

and  everywhere  else. 


Introducing 

BUSINESS  SOLUTIONS 

All  your  wireless  business 
needs  all  in  one  place. 


Verizon  Wireless  Business  Solutions  provides  an 
array  of  technically  advanced  products  and  services 
for  your  business.  Each  is  customized  to  your 
company's  varied  domestic  and  international  voice, 
data,  and  messaging  needs. 

Verizon  Wireless  can  keep  your  whole  office  in 
touch  -  whether  you're  across  the  hall  or  across  the 
world.  With  international  wireless  programs  like 
Global  Services,  your  business  runs  smoothly, 
allowing  you  to  keep  your  wireless  phone  number 
when  traveling  internationally  so  you'll  always  stay 
in  touch. 

Verizon  Wireless  also  helps  make  your  business 
more  efficient.  With  consolidated  billing  and 
national  pricing  plans,  everything  is  easy  and 
convenient.  And  with  Express  Network,  the  fastest 
wireless  Internet  access  available,  you  can  download 
faster,  e-mail  quicker,  and  conduct  business  more 
productively. 

Business  Solutions.  Only  from  Verizon  Wireless, 
the  largest  wireless  network  in  America.  Making 
wireless  work  better  for  you  and  your  business. 


work  claim  based  on  industry  reports  of  carrier-operated  and  managed  covered  population. 


Reach  CEOs 

Where  They  Live 
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Here's  Their  Home  Address:  www.forbes.com 


New  research  from  Research.net  proves  that  C-level  executives  live  on  the  Web.  In  fact,  they  spend  more  time 
on  the  Web  than  they  do  with  any  other  medium  — an  astonishing  16  hours  per  week.  That's  more  than  5  times 
the  average  time  spent  online  by  the  general  population. 


Media  consumption  in  hours  per  week: 

Newspapers 


Magazines 


Radio 


TV 


Online 


Population  avg. 
C-level  Executives 


18.94 


31.83 


Sources.  Research.net  February  2002. 
Veronis  &  Suhler  2002 


And  while  these  busy  top  executives  visit  an  average  of  over  1 0  sites 
per  month,  their  favorite  Web  site  for  business  and  financial  informatior 
is  Forbes.com.  C-level  executives  visit  Forbes.com  at  more  than  twice 
the  rate  of  any  other  Web  site  in  the  category. 

Moreover,  these  C-level  executives  also  find  that  Forbes.com  feature: 
advertising  they  trust  and  believe  the  most. 

Reach  C-level  executives  where  they  live.  In  an  environment 
they  know  and  trust.  On  Forbes.com.  The  Home  Page  For  The 
World's  Business  Leaders.™ 


Forbe? 

CAPITALISM  IN  REAL  Tll\ 


FREE  White  Paper 

"Online  Advertising  Update: 

A  Review  of  Research  Data  Measuring 
The  Growth  and  Effectiveness 
of  Online  Advertising" 


Get  your  free  copy  of  the  Online  Advertising  Update.  Published  by  eMarke 

it  provides  an  objective,  information-rich  overview  of  the  online  ad  market 

including  its  growth  and  effectiveness,  as  well  as  CEO  research  data  fror 

Research.net.  Go  to  www.forbes.com/research. 

e  Marketer 


HEALTH 

Swallow  This 

Here's  a  kinder,  gentler  alternative  to  the  endoscope,  by  erika  brown 


ACH  YEAR  MORE  THAN  11  MILLION  AMERICANS 
are  tested  for  such  gastrointestinal  ailments  as 
inflammatory  bowel  disease,  gastritis  and  can- 
cerous polyps.  The  exams  can  be  painful  and 
embarrassing.  In  most  cases  a  doctor  inserts 
a  3-  to  9-foot-long  endoscopic  tube 
through  the  mouth,  nose  or  anus.  Sedation 
is  usually  required. 

Now  there's  a  far  friendlier  option:  a  camera 
you  swallow  like  a  pill.  The  manufacturer,  pub- 
liclv  traded  Given  Imaging  of  Israel,  based  its 
invention  on  missile  research  done  for  the 
Israeli  military.  Last  August,  after  tests  on  20 
people  proved  the  pillcam  was  at  least  as  effective 
as  enteroscopy,  the  Food  &  Drug  Administration 
cleared  the  Given  capsule  for  use  in  spotting  abnormal- 
ities in  the  small  intestine,  the  21 -foot-long  tract  between 
the  stomach  and  colon. 

A  patient,  having  skipped  breakfast,  swallows  the  sin- 
gle-use  capsule  in  the  morning  at  his  doctor's  office.  He  can 
go  to  work,  play  golf,  attend  a  ball  game  or  even  eat  lunch. 
The  capsule  moseys  on  down  the  digestive  tract,  its  tiny 
camera  snapping  two  pictures  per  second — -50,000  in  total. 
The  capsule  transmits  the  images  to  an  8-gigabyte  hard 
drive  worn  on  the  patient's  belt.  Within  a  day  or  two  he 
parses  the  pill  painlessly. 

The  doctor  plugs  the  disk  drive  into  a  computer  outfit- 
ted with  software  that  assembles  the  images  into  an  hour  of 
color  video.  The  doctor  can  freeze,  rewind,  e-mail  or  print 
anV  frame.  Doctors  pay  $20,000  for  the  workstation  and 
data  recorder  and  $450  per  capsule.  By  comparison,  a  flex- 
ible endoscope  can  cost  up  to  $35,000,  plus  $60,000  for 
video  equipment. 

The  pill  has  some  drawbacks.  Doctors  can't  control  its 
viewing  angle  or  pause  it  to  zero  in  on  trouble  spots,  as 
they  can  do  with  an  endoscope.  Also,  the  pill  could  get 
stuck  in  patients  with  obstructions  such  as  inflamed  tissue. 
Insurance  coverage  is  still  spotty:  So  far  only  Medicare  in 
California  and  Blue  Cross/Blue  Shield  in  eight  states, 
including  Colorado  and  Connecticut,  have  agreed  to  cover 
pillcam  exams,  which  cost  between  $600  and  $1,500. 

Harder  to  swallow  is  Given's  valuation.  At  $16  a  share,  it 
trades  at  15  times  hoped-for  2002  revenue  of  $27  million. 
The  company  is  still  losing  money.  F 


1.  Optical  Dome 

Its  curvature  creates  a  140-degree 
viewing  angle. 

2  JLens  Holder 

CAPSULE 

(Actual  Size) 

Diameter: 

0.4  inches 

Length: 

3.  Lens 

1  inch 

Piece  of  plastic  0.02  inches  across. 

4.  Headlights 

Four  diodes  emitting  white  light  let  doctors  see  true 

tissue  color. 

5.  Imager 

The  digital  imager,  a  complementary  metal  oxide 
semiconductor,  can  spot  abnormalities  of  less  than 
0.004  inches. 

6.  Batteries 

Two  1.5-volt  watch  batteries,  each  0.4  inches  across. 

7.  Transmitter 

Converts  images  to  electrical  signals.  Also  synchronizes 
blinking  of  LEDs  with  photo  capture  by  imager. 

8.  Antenna 

Sends  image  data  to  hard  disk  on  patient's  belt.  Operates 
at  433MHz,  same  as  car-alarm  remote  controls.  Uses 
less  than  I  microwatt,  one  one-hundredth  of  a  cell 
phone's  power.  —E.B. 
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A  steakhouse  to  end  all  arguments." 

-NY  Times 

"The  quintessential  New  York  City  steakhouse." 

-  Gourmet 

"...perhaps  the  best  sirloin  of  my  life..." 

-  Chicago  Tribune 


New  York,     < 
Est.  1977 
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Smith  & Wollenskj 


NASDAQ  symbol:  SWRG 

www.smithandwollensky.com 


BOBBY  MARGOLIS  saved  clothier 
Cherokee  by  turning  it  into  a  licensing 
machine.  He's  just  getting  started. 


BY  LEIGH  GALLAGHER 


KILL  THE  AIR!"  BARKS  ROBERT  (BOBBY)  MARGOLIS.  THE  54- 
year-old  chief  executive  of  Cherokee  is  sitting  in  a  freez- 
ing conference  room  with  half  a  dozen  employees.  One 
is  updating  him  on  a  deal  that  is  going  nowhere  because 
the  potential  customer  is  dragging  its  feet.  "Kill  it,"  Margolis 
orders,  referring  now  to  the  deal.  "It's  toast." 

Margolis  likes  to  cut  deals.  He  also  likes  to  dramatize  his 
decisions.  He's  been  doing  both  since  reinventing  clothing  com- 


pany Cherokee  as  a  pure  licensing  operation.  Now  the  apparel 
version  of  those  silicon  chip  companies  that  make  no  chips, 
Cherokee  doesn't  manufacture  clothes  anymore.  It  doesn't  even 
sell  them;  instead,  it  rents  its  name  to  retailers,  which  shoulder 
all  manufacturing,  distribution,  design  and  marketing  costs  and 
pay  a  royalty  for  the  right  to  the  Cherokee  label. 

Cherokee  started  out  as  a  shoe  company  and  tapped  Margo- 
lis in  1981  to  build  its  apparel  business.  He  left  after  Cherokee 
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went  bankrupt  in  1993  under  heavy  debt 
from  a  1989  management  buyout.  A  year 
later,  after  a  second  Chapter  1 1  filing  and 
a  failed  venture  in  denim  jeans,  a  frus- 
trated bondholder  called  him  and  asked 
him  to  come  back.  Margolis,  naturally, 
cut  a  deal:  only  if  he  could  sell  off  all  of 
the  company's  manufacturing  assets. 
"They  looked  at  me  like  I  was  a  heretic," 
he  says.  But  his  plan  made  sense.  With 
retail  chains  like  Gap  and  the  Limited  in 
possession  of  their  own  sourcing  opera- 
tions and  wielding  vast  economies  of 
scale,  small  wholesale  brands  were  well  on 
their  way  to  becoming,  in  Margolis'  trite 
metaphor,  overcooked  bread. 

It  took  Margolis  just  four  months  to 
liquidate  all  of  the  company's  assets  and 
pay  off  $  1 4  million  in  debt.  All  that  was  left 
was  $3  million  in  cash  and  the  Cherokee 
name.  He  started  peddling  his  idea.  By  pay- 
ing Cherokee  a  l%-to-3%  royalty  for  use  of 
its  name,  retailers  could  eliminate  the  35% 
gross  margin  paid  to  the  manufacturer,  still 
control  all  sourcing  and  manufacturing — 
and  have  a  branded  clothing  line.  Target, 
looking  to  jazz  up  its  private-label  cloth- 
ing collection,  signed  a  deal  guaranteeing 
Cherokee  royalties  on  a  minimum  of  $100 
million  in  sales  the  first  year.  Target  over- 
shot its  18-month  plan  by  $50  million  in 
the  first  six  months.  The  next  year  Target 
secured  exclusive  rights  to  the  Cherokee 
label  in  the  U.S. 

Cherokee  says  last  year  its  goods  ac- 
counted for  $1.9  billion,  or  5%,  of  Target's 
sales;  it  pocketed  $21  million  in  licensing 
fees.  That's  a  lot,  given  that  they  were  col- 
lected by  a  company  with  a  grand  total  of 
14  employees  working  in  dingy  offices  in 
a  low-rent  warehouse  district  of  Van  Nuys, 
Calif.  Cherokee  has  nary  a  stitch  of  inven- 
tory and  overhead  of  just  $9  million  a  year 
($3  million  of  which  is  Margolis'  salary). 
On  $31  million  in  revenue  last  year,  the 
firm  netted  $12  million,  a  better  net  mar- 
gin than  all  but  4  of  the  1 ,700  companies  in 
the  Value  Line  investment  survey.  Says 
Margolis,  "We're  the  world's  best-kept 
secret." 

No  one's  ever  accused  Bobby  Margolis 
of  keeping  a  lid  on  anything.  Within  a  half 
hour  of  meeting  a  reporter,  he  brings  up 
his  two  tailed  marriages,  bis  si  is  intern- 
ship at  Apple  and  his  own  celebrity  run- 


Naming  Rights 

The  licensing  of  brand  names  dates 
back  to  the  early  20th  century. 


Beatrix  Potter  begins 


merchandising  the  Peter 
Rabbit  doll. 


,    - 


Kewpie 
Doll  introduced, 
based  on  Rose 
O'Neill's  illustra 
tions  in  Ladies'  Home 
Journal. 


Walt  Disney  grants  the 
first  license  for  Mickey 
Mouse  school  note- 
book after  the  cartoon 
character  debuts  in  Steamboat  Willie. 

Release  of  Sfar  Wars  begins 
the  modern  era  of  film- 
based  licensing.  Film 
franchise  goes  on  to  sell 
an  estimated  $5  billion  in 
%g°W{    merchandise. 

Calvin  Klein  awards  denim 
license  to  Puritan  Industries. 

Martha  Stewart 
Everyday 
housewares 
line  debuts  in  Kmart. 
-   Now  has  eight 
separate  collections. 


Sources:  Companies:  The  Licensing  Letter; 
The  Licensing  Business  Handbook. 


ins:  the  charity  golf  tournament  he  runs 
with  Joe  Pesci;  the  25th-birthday  party  he 
threw  for  his  daughter  that  drew  guests  like 
Tobey  Maguire  and  Leonardo  DiCaprio;  a 
golf  game  with  software  vendor  Tom 
Siebel.  ("We  beat  him!") 

With  U.S.  rights  to  Cherokee  locked  up 
with  Target,  Margolis  dove  into  interna- 
tional waters.  Cherokee  is  now  the  exclusive 
in-store  brand  for  Zellers  in  Canada,  for 
Carrefour  in  Europe  and — after  three  years 
of  bombarding  its  executives  with  letters 
and  e-mails — for  Tesco,  the  largest  food  re- 
tailer in  the  U.K.  ' Bobbv  does  not  under- 


stand the  meaning  of  no,"  says  Caroli 
Gratzke,  Cherokee's  chief  financial  officer.; 

Margolis  also  wants  to  expand  by  going! 
beyond  the  Cherokee  brand.  In  1997  he  ac- 
quired rights  to  Sideout,  a  brand  associated 
with  volleyball.  Last  year  retail  sales  of  Side- 
out  clothing  exceeded  $100  million,  kicking 
$3.3  million  in  royalty  checks  to  Cherokee.; 

In  1999  Margolis  met  Mossimo  Gian-i 
nulli,  founder  of  the  Mossimo  fashion  label, 
and  onetime  Forbes  400  member.  Thanks; 
to  mismanaged  overexpansion,  Giannulli's 
clothing  company  was  lurching  toward 
bankruptcy.  When  Giannulli  approached! 
Margolis  for  advice  on  how  to  land  Target, 
he  ended  up  with  less  than  he  bargained 
for.  Margolis  engineered  a  Cherokee-like 
deal  for  Mossimo:  Target  would  handle  all 
manufacturing,  distribution  and  market- 
ing; Mossimo  would  continue  to  design 
clothes  and  collect  royalties.  But  Margolis; 
also  insisted  that  Cherokee  receive  15%  of 
Mossimo's  royalty  stream  in  perpetuity.  Gi- 
annulli swallowed  the  terms — reluctandy. 
"I'm  a  little  insulted  when  I  read  they're 
the  'brand  manager'  for  Mossimo,"  he  gri- 
maces. Margolis  claims  Mossimo  would- 
n't have  been  able  to  land  any  kind  of  deal; 
without  him.  WTiatever  the  case,  Target, 
which  had  forecast  $300  million  in  Mos- 
simo sales  last  year,  brought  in  $800  mil- 
lion. Cherokee  got  $2.2  million  simply  for 
making  the  introduction. 

Margolis  wants  to  broker  this  sort  of 
deal  with  as  many  brands  as  possible.  Last 
year  he  struck  a  deal  with  Mrs.  Field's 
Cookies  and  is  in  the  process  of  trying  to 
place  a  line  of  bakeware  in  grocery  stores. 
Cherokee  will  take  one-third  of  Mrs.  Field's 
royalties  on  the  goods  each  year. 

"Everyone  who  is  doing  this  is  having  a 
field  day,"  Margolis  says.  Investors  aren't 
complaining:  In  the  past  year  Cherokee's 
stock  has  climbed  from  $8  to  $20,  or  14 
times  trailing  earnings.  It  has  little  analyst 
coverage.  Bobby  Melnick,  who  runs  New 
York  hedge  fund  Terrier  Partners,  first 
came  across  the  company  in  mid-2000.  "It 
had  a  valuation  that  was  next  to  nothing, 
and  yet  it  was  producing  gobs  and  gobs  of 
cash,"  he  says.  "It's  a  unique  and  highly 
profitable  business  model  that  almost  no 
one  on  Wall  Street  knows  about."  Except 
those  within  shouting  distance  of  Bobby 
Margolis.  F 
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A  QUIET  REVOLUTION 

Two  former  Sallie  Mae  executives  are  trying  to  shake  up 
the  $40  billion  market  for  student  loans,  by  ian  zack 


AH,  GOVERNMENT  BUREAU- 
cracy — unwitting  cradle  of  en- 
trepreneurship.  After  a  dozen 
years  as  a  marketer  at  Sallie  Mae, 
Lydia  Micheaux  Marshall  fig- 
ured she  could  siphon  off  some  of  the  $40 
billion  (2001  student  loan  originations) 
business — and  make  it  more  efficient.  After 
all,  most  colleges  maintained  cozy  relation- 
ships with  a  handful  of  banks,  which  had 
no  incentive  to  compete  on  pricing,  and  few 
universities  had  either  the  time  or  the  ex- 
pertise to  seek  out  better  deals. 

Result:  Versura,  a  potential  match- 
maker between  the  4,400  two-  and  four- 
year  colleges  and  the  banks  originating  or 
buying  student  loans.  Colleges  seeking 
backers  place  a  request  on  Versura's  net- 
work, specifying  such  preferences  as 
repayment  schedules,  guarantee  agencies 
and  disbursement  i  Lenders,  noti- 


fied by  e-mail,  enter  bids  that  Versura  ana- 
lyzes (weighing  overall  costs  to  borrowers 
when  interest  rates  and  back-end  bor- 
rower benefits  are  added  up).  Colleges 
select  winners  outright  or  pick  finalists 
and  ask  for  another  round  of  bids.  Schools 
pay  nothing  for  the  service;  lenders  with 
winning  bids  fork  over  15  basis  points 
(0.15%  annually)  of  the  outstanding  loans 
to  Versura.  When  a  loan  originator  sells  a 
loan  portfolio,  Versura  collects  another 
0.15%  of  the  portfolio  from  the  seller. 

Marshall,  53,  knows  how  to  play  in  the 
big  leagues.  She  spent  half  of  the  1980s  as  a 
Citicorp  vice  president,  helping  to  build  its 
mortgage  business;  she  then  joined  Sallie 
Mae,  the  largest  holder  and  a  big  issuer  of 
student  loans,  before  leaving  after  a  nasty 
prow  battle  in  1997.  She  later  put  in  two 
years  at  Rockport  Capital,  a  private  equity 
firm.  In  1999  she  teamed  up  with  Jeffrey 


Salinger,  48,  a  former  Sallie  Mae  vice  pres- 
ident. Versura  (from  the  Latin  for  "bor- 
rowing") started  out  well  capitalized:  Mar- 
shall put  in  $230,000  for  23%;  Salinger 
$70,000  for  13%;  angel  investors  and  a 
group  led  by  Palisades  Capital  kicked  in  an 
eventual  $10  million. 

Two  months  after  its  launch  in  Sep- 
tember 2000  Versura  had  its  first  cus- 
tomer— Whittier  College.  The  southern 
California  school  accepted  three  bids  on 
its  $7.1  million  in  undergraduate  loans, 
one  from  Citizens  Bank  of  Rhode  Island. 
With  back-end  discounts  students  got  a 
break,  saving  an  average  $530  in  repaying 
a  $10,000  loan.  "This  is  about  forcing 
some  of  the  largest  financial  institutions  to 
look  at  what  they're  doing — it's  not  busi- 
ness as  usual  anymore,"  says  Nina  Mar- 
tinez, Whittier's  financial-aid  director. 

Marshall  is  also  exploiting  provisions 
in  the  Higher  Education  Act  that  permit 
graduate  schools  to  enter  the  direct-lend- 
ing business,  selling  loan  portfolios  to  a 
secondary  market.  Hoping  to  fatten  schol-! 
arship  and  student-aid  programs,  South- 
ern Methodist  University  in  Dallas,  with 
10,000  students,  is  selling  forward-pur- 
chase contracts  through  Versura  for  $105 
million  in  loans  it  will  issue  over  the  next 
four  years.  The  school  thinks  it  can  reap 
up  to  $500,000  in  profits  from  a  portfolio 
sale  this  year,  possibly  doubling  earnings 
in  each  of  the  next  two  years  as  more  stu- 
dents opt  into  the  program. 

Big  bucks — only  a  fraction  of  which 
fall  to  Versura.  Last  year,  with  business 
from  ten  new  colleges,  it  handled  $1  bil- 
lion in  loan  transactions,  which  will  gen- 
erate $1.5  million  in  fees  over  four  years. 
But  it  lost  $3.1  million;  this  year  it  hopes 
to  break  even  or  squeeze  out  a  small  profit. 

Some  large  lenders  have  so  far 
snubbed  Versura.  The  margin  on  the  sale 
of  government-backed  student  loans  is 
thinner  than  a  gut-course  syllabus,  averag- 
ing 2%  to  4%.  Big  banks  are  reluctant  to 
pay  for  access  they  now  get  for  free,  espe- 
cially with  millions  of  dollars  invested  in 
their  sales  forces.  Marshall  hopes  that  at 
some  point  they  will  have  no  choice. 
Citibank,  which  originated  $2.1  billion  in 
student  loans  last  year,  declined  to  bid 
through  Versura  for  Whittier's  business 
last  vear  and  lost  the  account.  F 
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MEDICINE  MAN 

Selling  discount  health  care  cards  to  the 
uninsured  is  a  great  idea.  But  how  to  make 

it  WOrk?  BY  MATTHEW  SWIBEL 

"ICHAEL  CARADIMITROPOULO,  CHIEF  EXECUTIVE  OF 
Pinnacle  Choice,  wants  to  make  life  easier  for  cus- 
tomers like  Peter  Neely,  owner  of  Always  Towing  in 
East  Brunswick,  N.j:  The  firm  can't  afford  to  spend 
$40,000  annually  on  health  insurance  for  its  seven  full-time  em- 
ployees. (His  five  part-timers  weren't  even  eligible.)  But  Neely 
appreciates  the  fact  that  offering  good  bennies  helped  improve 
employee  retention,  especially  for  the  hard-to-fill  midnight  shift. 
Not  a  problem  for  Caradimitropoulo,  39.  A  sort  of  Sam's 
Club  for  medical  care,  Pinnacle  Choice  wants  to  capitalize  on  the 
rising  costs  of  health  benefits  among  small  businesses.  For  $250 
a  year,  each  of  Neely's  employees  can  get  medical  care  at  dis- 
counts ranging  from  40%  to  80%.  Present  the  Pinnacle  Choice 
card  to  any  of  the  600,000  doctors  and  5,900  hospitals  in  the  net- 
work, get  instant  verification  from  the  home  office  in  Fairfield, 
N.J.  and  go  in  for  treatment,  paying  the  reduced  charge  up  front. 


drugs  via  pharmacy  benefit  manager  AdvancePCS. 

Nice  idea,  exceedingly  tough  to  execute.  Caradimitropoulo 
needs  4,000  new  cardholders  each  year,  or  $1  million  in  addi- 
tional revenues,  to  turn  a  profit.  His  target  is  vast  and  difficult  to 
reach  with  advertising:  the  roughly  25%  of  the  6  million  small- 
business  employers  that  can't  afford  to  offer  health  insurance. 

Since  launching  last  March,  it's  been  slow  going.  An  estimated 
50%  of  the  firm's  2,000-cardholder  base  are  members  of  only  16 
trade  groups — the  National  Elevator  Operators  Association  and 
the  New  Jersey  Restaurant  Association  among  them.  Good  rela- 
tions with  unions'  health  benefits  consultants  helps,  but  without 
deep  pockets  for  a  serious  ad  campaign,  Pinnacle  Choice  is  rele- 
gated to  displays  at  storefront  law  offices,  bars  and  doctors'  offices, 
as  well  as  direct  mailings  that  go  out  to  30,000  proprietors  every 
week.  Pinnacle  Choice  uses  44  contracted  salespeople  who  earn  $40 
to  $60  on  each  card,  depending  on  how  much  volume  they  gener- 
ate. The  company  needs  $25  per  card  to  cover  marketing 
and  packaging  and  $15  for  marginal  operating  ex- 
penses. It  pays  $80  per  card  for  rights  to  use 
physician  networks  like  Devon 
Health  Services,  PPO-Next 


and  ProNet.  That  leaves  only  $80  to  cover  Pinnacle's  fixed  costs  for 
administrative  payroll,  rent  and  so  on. 

Back  in  1999,  as  the  owner  of  a  $3-million-a-year  insurance 
brokerage,  Caradimitropoulo  saw  the  need  for  discount  health 
care  cards  for  small  and  medium-size  businesses  like  National 
Marketing  Services  of  Edison,  N.J.  Sixty  percent  of  the  retail  mer- 
chandising firm's  1,500  employees  work  part  time.  These  900 
workers  qualified  for  401  (k)  programs  but  not  for  health  benefits 
At  Caradimitropoulo's  suggestion,  National  Marketing  started 
using  a  medical  discount  card  offered  by  a  company  called  Select 
Advantage,  which  predated  Pinnacle  Choice.  But  the  card's  re- 
liance on  an  inefficient  back-office  outfit  to  process  claims  left 
doctors  fuming  and  cardholders  confused.    - 

There  had  to  be  a  better  way.  With  $300,000  in  savings, 
Caradimitropoulo  started  his  own  discount  card  business  in  2000 
and  cut  out  claims  processing  altogether.  Last  year  he  invested  i 
$500,000  in  custom  software  and  a  four-person  call  center;  within  i 
1 5  seconds  a  physician  or  patient  can  learn  the  discounted  price 
of  any  procedure. 

Now  to  race  against  the  clock.  Pinnacle  is  bleeding  $20,000  a 
month — even  as  three  executives,  including  Caradimitropoulo, 
forgo  salary.  He's  desperate  for  $5  million  in  angel  capital:  Tm 
looking  for  a  retail  partner,  like  Wal-Mart  or  Sears." 

A  further  complication:  Potential  clients  may  lump  Pinnacle  i 
Choice  in  with  the  myriad  schemes  offering  prescription  dis- 
count cards  to  the  uninsured,  particularly  to  seniors.  This  racket 
is  riddled  with  crooks,  which  makes  Caradimitropoulo's  sales 
job  particularly  hard.  But,  he  says,  "There's  no  ambiguity.  People  i 
will  know  exactly  how  much  they're  saving."  If  he  can  just  get  the  i 
message  out.  -  pi 
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the  benefits  manager  in  you  is  doing? 


Your  company's  most  valuable  assets  aren't  made  of  wire  and -steel.  They're  made  of  body  and  soul. 
They're  your  employees.  Which  also  means  you. 

At  CIGNA,  we  provide  benefit  plans  that  satisfy  both  the  employee  and  the  oen        manager 
We  provide  retirement  benefits  that  offer  high-quality  investment  options  and  hassle-free  administration. 
We  provide  health  benefits  that  deliver  medical,  dental,  pharmacy,  vision  and  behavioral  health  care 
through; a  single,  integrated  network  with  integrated  administration.  We  provide  disability  benefits  that 
are  easy  to  understand,  easy  to  use,  and  easy  to  administer.  V  M/  @ 

Why  do'V  e  do  this?  Because  when  employee  benefits  are  working  better  for  your  5? 

employees,  $9la  feel  a  lot  better,  too. 
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UnbeComing 

Despite  a  successful  face-lift  under  Andrea  Jung, 
Avon  fumbles  its  first  attempt  to  sell 
expensive  cosmetics  in  stores. 

BY  KATARZYNA  MORENO 

UNTIL  RECENTLY,  ANDREA  JUNG'S  MAKEOVER  OF  STAID  DIRECT 
selling  cosmetics  giant  Avon  Products  looked  as  flawless  as  the 
complexions  in  the  company's  "Let's  Talk"  ad  campaign.  In  her 
short  tenure  as  the  first  female  chief  in  Avon's  history,  Jung  has 
managed  to  cut  costs  while  expanding  Avon's  global  army  of  3.5 
million  "Avon  ladies"  and  the  products  they  sell.  The  company  netted 
|430  million  on  sales  that  rose  5%  to  $5.9  billion  last  year.  And  its  share 
price  hovers  at  $56,  near  its  alltime  high,  double  what  it  was  when  Jung 
took  the  helm  in  1999. 

But  now,  a  blemish,  lung's  attempt  to  turn  Middle  Amer 
lea's  Avon  into  a  fancier,  modern  brand  has  hit  a  snag  in 
stores.  After  a  much-anticipated  push  into  J.C.  Penney 
last  fall.  Avon's  be(  doming,  the  costlier  cosmetics  line  it 
created  for  its  retail  debut,  will  ring  up  a  disappointing 
$30  million  in  its  first  year  of  retail  sales.  That's  a  far 
cry  from  the  $100  million  an  optimistic  Jung 
promised  Wall  Street  last  year.  And  her  goal  of  hit- 
ting as  much  as  $500  million  in  retail 
sales  by  2005  looks  pretty 
unlikely,  too,  says 
Catherine  M.  Lewis, 
cosmetics  analyst  at 
Morgan  Stanley. 

Sears,  Roebuck  &  Co. 
dropped  the  beComing  line  of 
lipstick,  nail  polish  and  per- 
fume shortly  before  its  launch, 
citing  a  de-emphasis  on  cosmet- 
ics. At  the  time,  Jung  soothed 
shareholders  with  the  promise  that 
there  would  be  a  new  retail  partner 
within  months.  There  still  isn't  one,  de- 
spite conversations  with  many  depart- 
ment store  chains.  Avon  execs  now 
refuse  to  say  when  they  might  attract 
another  retailer.  For  now,  beComing  is 
sold  only  in  J.C.  Penney — and  in  only 


Avon  lady:  Jung  thinks  retail  sales 
will  boost  Avon's  image  and  profits 
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A  presence  in  stores  is  IMPORTANT  FOR 
AVON'S  GROWTH,  particularly  in  the  US. 


- 


92  of  its  1,074  stores. 

Indeed,  it  seems  Avon's  beComing 
has  been  more  enthusiastically  em-' 
braced  by  Avon's  direct-sales  force,  a 
group  that  had  the  most  to  lose  from 
the  company's  retail  push.  Fearing  its 
"Avon  ladies"  would  feel  shoved  aside, 
Jung  worked  hard  to  convince  those 
salesfolk  that  beComing  wouldn't  com- 
pete with  their  less-expensive  offerings. 
She  even  invited  60  of  of  Avon's  top 
producers  to  New  York  last  year  to  pre- 
view the  400-item  beComing  line  before 
it  hit  stores.  "We  felt  a  pinch  when  Avon 
announced  the  retail  venture,"  says 
Karen  Montemaro,  an  Avon  seller  in 
Plainview,  N.Y.  "But  now  I  look  at 
Avon's  beComing  as  an  advertisement 
for  the  Avon  line  I  carry." 

But  can  the  retail  line  become  more 
than  that?  A  presence  in  stores  is  impor- 
tant for  Avon's  growth,  especially  in  the 
U.S.:  The  market  share  of  direct  sales  of 
cosmetics  has  declined  from  10% 
to  7%  since  the  1980s  because  of 
retail  store  sales,  says  the  Kline 
Group,  a  market  research  com- 
pany. Although  direct  sales  com- 
panies typically  fare  well  in  a  bad 
economy,  since  people  who  are 
laid  off  sometimes  turn  to  direct 
selling  between  jobs,  relying  on 
that  sales  method  alone  will  make 
it  difficult  for  1 1 5-year-old  Avon 
to  grow  significantly.  "The  Avon 
brand  has  been  too  narrowly  de- 
fined," says  Jung,  43. 

Avon  aims  to  appeal  to  a  more 
affluent  group  of  women  with  its 
retail  effort.  Not  surprising:  Like 
winemaker  Ernest  &  Julio  Gallo, 
which  now  sells  fine  wine  labels 
as  well  as  the  lowbrow  Thunder- 
bird,  Jung  wants  the  profits  that 
come  with  prestige.  BeComing 
skin  care  products  and  fragrances 
arc  as  much  as  60%  more  expen- 
sive than  regular  Avon  products. 
A  1.7-ounce  jar  of  beComing 
moisturizer  with  sunscreen  costs 
$40,  compared  with  Avon  Anew 


cream  without  sunscreen,  at  $20. 

Is  there  much  of  a  difference? 
The  beComing  packaging  is  sleeker 
and  the  cream  a  tad  thicker.  And,  of 
course,  Avon's  gross  margin  on  be- 
coming goo  is  higher — as  much  as 
75%  compared  with  63%  on  regular 
Avon  products. 

But  the  beComing  products,  prices 
and  display  may  be  just  a  little  too  fancy 
for  the  customers  who  shop  at  J.C.  Pen- 
ney, which  also  stocks  the  cheapie  Color 
Me  Beautiful  and  Iman  brands. 

Jung  admits  impatience.  A  year  ago 
she  was  making  a  big  fuss  over  Steven 
Bock,  the  beComing  manager  she  hired 
from  Sephora,  parading  him  before  Wall 
Street  analysts.  Kremlinologists  note 
that  Bock  is  no  longer  present  at  analyst 
meetings.  Still,  Jung  insists  there  is  no 
plan  to  pull  the  plug  on  the  retail  effort. 
Says  she:  "I  love  the  challenge.  Naysay- 
ers?  Let's  just  prove  them  wrong."       F 


There's  big  money  in  selling  "hope,"  as 
Revlon  founder  Charles  Revson  once 
described  the  cosmetics  biz. 


$36  billion 

Total  U.S.  sales  of 
cosmetics  in  2001. 

$1.3  billion 

Sales  by  Estee  Lauder's 

Clinique,  the  largest 

cosmetics  brand. 

535 

Number  of  anti-aging 
products  on  the  market. 

33% 

Percentage  of  U.S. 

women  who  always 

wear  fragrance. 


Sources:  NPD  BeautyTrends;  Information 
Resources:  Allan  Motlus'  Informationist. 
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Executives  of  biotechnology  companies  spend  a  lot  of  time  thinking  about  the  future.  After  all,  their  business 

requires  laboratory  analyses  that  stretch  on  for  months,  clinical  trials  that  often  go  on  for  years  and  a 

decade  or  more  to  bring  a  new  drug  to  market.  Company  leaders  are  forced  to  plan  for  a 

distant  future  in  an  industry  where  the  available  tools  and  technologies 

seem  to  change  by  the  day. 


Produced  by  Mark  Patiky 

The  outside  observer  who  has  seen  a  biotech  stock  gyrate 
on  tides  of  enthusiasm  and  impatience  might  be  forgiven  for 
thinking  that  biotech  is  more  about  dreams  than  it  is  about 
the  here  and  now.  But  the  past  months  have  changed  Amer- 
ican lives  and  attitudes  in  a  lot  of  ways,  and  if  you've  been 
paying  attention,  your  view  of  the  biotech  industry  just  may 
have  shifted.  We've  been  threatened  with  the  horrors  of  bioter- 
rorism,  and  we've  seen  the  way  our  huge  demand  for  energy 
threatens  to  compromise  our  security  and  our  environment. 
We've  seen  how  poverty  and  hunger  can  breed  dangerous 
rage,  and  all  the  while  wove  continued  to  face  a  familiar  but 


urgent  problem  at  home:  an  aging  population  with  increasing 
health  care  needs.  To  all  these  wake-up  calls,  biotech  has  beei 
here  to  answer  —  not  sometime  in  the  future,  but  today. 

That  fact  is  easy  to  forget  in  an  environment  that  has 
thwarted  some  of  the  industry's  near-term  success  stories 
A  tough  overall  stock  market  for  much  of  2002  has  beei 
absolutely  brutal  to  biotech,  with  a  few  prominent  clinic? 
setbacks  sending  stocks  of  some  individual  companies  dow 
30%  or  more  in  a  single  day.  Even  companies  that  have  su( 
cessfully  navigated  the  long  and  expensive  road  from  la 
bench  to  pharmacy  shelf  found  their  stocks  languishing  i 
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the  first  half  of  2002.  Investors  who  once 
raved  about  future  prospects  for  a  tech- 
nology now  wonder  if  a  new  drug  will 
meet  rosy  sales  expectations,  or  if  follow- 
up  products  will  keep  earnings  growth 
humming  along  in  the  double  digits. 

That's  a  far  cry  from  just  two  years 
ago,  when  the  approaching  culmination 
of  the  Human  Genome  Project  captured 
the  public  imagination  and  had  many  indi- 
viduals grabbing  shares  of  almost  any 
"genomics"  company,  propelled  by 
expectations  for  new  products  that  the 
companies  themselves  readily  admitted 
were  a  decade  or  more  away. 

Lessons  Learned, 
Finding  the  Right  Stride 

If  the  first  two  years  of  the  new  millen- 
nium were  about  turning  our  sights  away 
from  a  hazy  golden  future,  the  events  of 
September  11  hastened  the  process  and 
brought  laser  focus  to  the  present.  That's 
been  tough  for  the  biotech  industry, 
which  is  still  learning  to  use  many  of  the 
new  technologies  and  tools  to  improve 
drug  development  timelines  and  chances 
of  clinical  success.  But  biotech  is  not 
alone.  In  the  traditional  pharmaceutical 
industry,  stocks  in  aggregate  have  traded 
essentially  flat  for  almost  four  years.  The 
problem  is  that  investors  have  been  led 
to  expect  year-over-year  earnings  growth 
of  10%  to  20%,  and  as  companies 
merge  and  revenues  grow,  that  math 
amounts  to  an  increasingly  difficult  hurdle. 
This  is  where  biotech  truly  has  a 
chance  to  shine.  While  leading  drug  com- 
panies have  gross  revenues  in  the  tens 
of  billions  of  dollars,  even  the  biotech 
behemoth  Amgen  had  2001  gross  rev- 
enues of  $4  billion,  while  other  top-tier 
biotech  companies  like  Biogen  had  rev- 
enues of  less  than  $1  billion.  For  these 
smaller  companies,  that  i  high- 

level  growth  can  be  achieved  with  prod- 


ucts that  major  pharmaceutical  compa-  researchers  to  find  the  real  biological  ori- 

nies  would  consider  modest  or,  in  some  gins  of  disease  and  intervene  in  that 

cases,  not  worth  pursuing  at  all.  'process  with   a   precision   that  was 

This  divide  between  biotech  and  "big  unfathomable  just  a  few  years  ago. 


New  life  science  technologies  are  proving 
useful  not  only  for  drug  discovery  but 
also  in  energy  agriculture,  homeland 
security  and  elsewhere. 


pharma,"  as  the  traditional  pharmaceuti- 
cal sector  is  commonly  known,  actually 
represents  an  important  division  of  labor 
that  benefits  patients.  While  blockbuster 
drugs  like  the  antidepressant  Prozac®, 
the  cholesterol-lowering  drug  Lipitor® 
and  the  allergy  medication  Claritin® 
make  an  impact  on  the  lives  of  millions, 
lower-profile  drugs  like  Cerezyme®, 
made  by  biotech  company  Genzyme  to 
treat  a  rare  enzyme  deficiency  called 
Gaucher's  disease,  give  hope  to  small 
patient  populations  that  might  otherwise 
have  been  overlooked. 

The  sometimes-divergent  strategies  of 
biotech  and  big  pharma  mean  that  the 
process  of  drug  discovery  needs  to  be 
more  focused  than  ever  before.  Biotech 
investors  of  the  late  1990s  and  2000 
hoped  the  technologies  and  knowledge 
surrounding  the  Human  Genome  Project 
would  allow  companies  to  make  new 
medicines  more  quickly  than  ever  before, 
and  with  fewer  clinical  failures.  And  while 
it  is  still  early  to  say,  it  does  appear  that 
promise  will  prove  out,  if  not  as  quickly 
as  the  most  optimistic  prognosticators 
had  hoped.  But  more  importantly, 
biotechnologies  are  allowing  companies 
to  make  the  drugs  that  need  to  be  made 
—  that  address  new  biological  targets 
and  new  diseases  with  novel  mecha- 
nisms   of   action.    New   tools    allow 


Moreover,  the  fact  that  these  tools 
allow  researchers  to  home  in  on  very 
specific  research  problems  means  that 
many  new  life  science  technologies  are 
proving  useful  not  only  for  drug  discov- 
ery but  also  for  a  range  of  other  purpos- 
es —  in  energy,  agriculture,  homeland 
security  and  elsewhere. 

Measuring  Progress 
With  Pinpoint  Accuracy 

At  Agilent  Technologies  in  Palo  Alto, 
Calif.,  a  core  of  research  tools  is  being 
applied  to  a  remarkable  variety  of  prob- 
lems. The  analytical  instruments  spinoff 
of  Hewlett-Packard  (HP)  has  a  rapidly 
growing  Life  Sciences  and  Chemical 
Analysis  (LSCA)  division,  which  account- 
ed for  $1.1  billion  of  Agilent's  overall 
$8.4  billion  in  revenue  in  2001,  the  first 
full  year  in  which  such  revenues  were 
broken  out.  That  revenue  figure  is 
expected  to  grow  in  coming  years. 

Agilent  inherited  a  longstanding 
business  in  chromatography  and  spec- 
troscopy when  it  was  spun  off  from  HP 
in  1999.  These  systems  are  mainstays  of 
life  sciences  and  other  chemical  research, 
allowing  scientists  to  separate,  purify, 
identify  and  precisely  measure  proteins, 
DNA  fragments  and  other  molecules. 
Gas  chromatography  systems  made  by 
Agilent  allow  users  to  rapidly  identify 
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The  Agilent  2100  Bioanalyzer  performs  DNA, 
RNA,  protein  and  cell  assays. 


potential  bacterial  agents  of  bioterrorism, 
like  anthrax,  by  measuring  the  type  and 
abundance  of  unique  phospholipids  in  the 
cell  walls  of  unknown  organisms,  then 
matching  these  against  a  reference  library 
of  known  bacterial  signatures  developed 
in  conjunction  with  the  U.S.  Army  Medical 
Research  Institute  for  Infectious  Diseases. 
But  what  really  excites  Nalini  Murdter, 
Agilent's  senior  director  of  Acquisitions, 
Alliances  and  New  Ventures,  are  some 
newer  products.  Rounding  out  the  LSCAs 
suite  of  new  separation  and  measure- 
ment technologies  are  microarrays  and 
the  "Lab-on-a-Chip"  system  developed  in 
conjunction  with  CaliperTechnologies  of 
Mountain  View,  Calif.,  for  use  with  Agi- 
lent's 2100  Bioanalyzer.  These  two  tools 
are  fueling  drug  discovery  and  develop- 
ment projects  around  the  globe. 

The  Lab  in  Miniature 

Microarrays  allow  researchers  to  identify 
large  numbers  of  DNA  fragments  in  par- 
allel from  a  specific  cell  sample.  This  kind 
of  analysis,  called  gene  expression  pro- 
filing, has  become  a  widely  used  tool  to 
pinpoint  which  genes  are  associated 
with  specific  diseases  or  get  turned  on 
in  response  to  specific  chemicals. 


The  2100  Bioanalyzer  offers  even 
greater  flexibility.  It  uses  tiny  electrical 
charges,  as  well  as  pressure  and  vacuum 
forces,  to  guide  and  control  fluid  flow 
That  sends  controlled  samples,  for  exam- 
ple, through  a  tiny  electrophoretic  sieve 
where  molecules  are  separated  by  size 
and  charge.  A  fluorescence  detection 
system  reads  results  and  feeds  them 
into  a  computer  for  software  analysis. 

The  disposable  glass  chips  used  with 
the  system  can  be  designed  for  any 
number  of  different  experiments.  Users 
can  perform  analyses  of  DNA,  RNA, 
proteins  and  even  whole  cells  in  a  foot- 
print of  less  than  one  square  inch  — 
doing  what  traditionally  could  be 
accomplished  only  with  large,  expen- 
sive and  time-consuming  gel  elec- 
trophoresis or  flow  cytometry  equip- 
ment. Users  can,  for  example,  check 
the  concentration  and  quality  of  a  pro- 
tein being  manufactured  in  an  engi- 
neered cell,  or  analyze  tens  of  thou- 
sands of  cells  in  a  matter  of  minutes  to 
determine  which  ones  have  success- 
fully bound  with  an  antibody. 

"We're  very  excited  about  our  new 
developments  for  gene  expression  and 
proteomics  for  drug  discovery,  drug 
development  and  potential  downstream 
applications  in  the  pharmaceutical  value- 
chain.  Those  are  two  of  our  high-growth 
areas,"  says  Murdter.  Proteomics  is  a 
particularly  important  area  because  one 
gene  is  often  responsible  for  making 
more  than  one  protein,  and  these  pro- 
teins react  with  one  another  to  perform 
innumerable  biological  functions.  For 
much  of  biology,  proteins  are  where  the 
rubber  meets  the  road,  and  understand- 
ing the  "proteome,"  our  full  complement 
of  proteins  and  their  function,  requires  an 
exponential  step  beyond  the  study  of 
the  genome. 

But  when  you  can  cost-effectively 


manipulate  and  measure  single  cells  anc 
even  individual  fragments  of  DNA  in  real 
time  using  tiny  sample  volumes,  a  work 
of  opportunities  opens  up.  For  example 
assays  have  been  developed  to  detec 
genetically  modified  (GM)  ingredients  ir 
raw  and  processed  foods  and  to  authen 
ticate  meat  in  processed  foods  —  both 
of  great  interest  in  Europe,  where  new 
laws  require  detailed  labeling  and  valida 
tion  of  food  sources.  "Given  that  we're 
sitting  on  a  suite  of  new  technologies 
and  they  can  be  applied  into  multiple 
markets,"  says  Murdter,  "we  are  wel 
positioned  to  have  strong  growth  in  the 
life  sciences." 

The  Next  Generation 
Of  High-Tech  Food 

"We  are  on  the  cusp  of  a  new  technolo 
gy  that's  going  to  touch  peoples'  lives  ir 
every  possible  way,  including  energy  use 
food,  clothing  fibers  and  more,"  says  Lind; 
Thrane,  executive  director  of  the  Counci 
for  Biotechnology  Information  (CBI),  a  non 
profit  industry  group  that  seeks  to  furthe 
public  education  on  agricultural  and  fooc 
uses  of  biotechnology.  "We're  attempting 
to  get  out  there  early  with  good,  solid 
science-based  information." 

Most  Americans  have  been  consum 
ing  GM  foods  for  years,  Thrane  notes 
Many  don't  know  it  because  the- 
improved  traits  in  most  comrmercialh 
available  GM  crops  directly  benefit  farm 
ers.They  include  corn  made  to  resist  th( 
attack  of  the  European  Corn  Borer,  anc 
soybeans  and  other  plants  designed  t( 
tolerate  the  effects  of  broad-spectrun 
herbicides  such  as  Monsanto's  Roundup 
Future  generations  of  biotech  crops  wi 
have  special  qualities  for  consumers 
such  as  heart-healthy  oils  or  cancer-fight 
ing  tomatoes,  says  Thrane. 

Numerous  companies  are  busy  work 
ing  on  the  next  generation  of  geneticall' 

(Continued  on  page  £ 
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The  race  for  the  cure  is  a  slow,  grueling,  full-length 
marathon.  There's  a  lot  of  ground  to  cover.  And  the 
answers  could  be  anywhere.  With  disease  and  drug 
discovery  technologies  from  Agilent,  researchers 
can  analyze  genes  and  proteins  to  discover  causes 
and  cures  faster  than  ever  before.  Quickly  getting 
treatment  to  those  who  need  it  most.  Making 
the  marathon  more  like  a  100-meter  dash. 

Agilent  Technologies 

dreams  made  real 
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aggie  Lutz  arrived  at  the  emergency 
room  weak  and  disoriented,  with  kidney 
and  lung  failure,  large  purple  blotches 
all  over  her  body,  bloated  beyond  recognition. 
The  diagnosis:  life-threatening  severe  sepsis. 
The  prognosis:  a  10%  chance  of  survival. 

Fortunately,  a  biotech  medicine  saved  the  19-year-old  Uni- 
versity of  Iowa  student  from  becoming  a  very  grim  statistic: 
one  of  the  thousands  of  people  who  die  each  day  from  this 
condition  where  the  body  overreacts  to  an  infection.  Four  days 
after  taking  the  first  dose  of  the  new  medicine,  she  was  on  her 
way  to  a  complete  recovery. 

The  medicine  that  saved  Maggie  —  and  is  helping  to  save 
patients  with  this  condition  every  day  —  is  part  of  the  revolu- 
tion that  is  making  more  and  better  medicines  available  to 
patients:  the  biotechnology  revolution. 

Biotechnology  researchers  use  genetically  engineered  copies 
of  the  body's  own  weapons  as  a  tool  to  fight  disease.  The  med- 
icine that  Maggie  took  is  a  bioengineered  version  of  a  natural 
human  protein  that  fights  the  blood  clots  and  inflammation  that 
kill  many  patients  with  life-threatening  severe  sepsis. 

Monoclonal  antibodies  —  genetically  engineered  copies  of  nat- 
ural antibodies  that  seek  out  and  destroy  foreign  invaders  —  are 
another  promising  biotech  weapon  against  disease,  particularly 
cancers.  One  new  medicine,  for  example,  targets  a  protein  that 
triggers  a  particularly  aggressive  form  of  breast  cancer.  Another 
way  to  attack  cancer  is  v  I  seines  designed  to  enable  a 
patient's  immune  system  to  distinguish  normal  cells  from  cancer 
cells,  allowing  the  body  to  destroy  the  cancer  cells.  Vaccines 
now  in  the  pipeline  are  using  this  approach  to  target  brain 
cancer,  breast  cancer,  ovarian  cancel,  ,  n    itate  cancer  and  others. 

AIDS  patients  are  now  able  to  take  a  biotech  medicine  that 


fl 
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can  prevent  blindness.  It's  an  "antisense"  drug  that  scramble 
the  signals  that  tell  a  cell  to  produce  the  virus  that  causes  blim 
ness  in  AIDS  patients.  And  another  biotech  medicine  that's 
"recombinant  soluble  receptor"  is  currently  helping  thousand 
of  people  who  were  once  crippled  by  rheumatoid  arthritis.  Th 
medicine  acts  like  a  sponge,  soaking  up  excess  levels  of  8 
inflammation-causing  protein  and  preventing  it  from  attaching  1 
a  receptor  and  triggering  rheumatoid  arthritis. 

All  together,  there  are  some  75  approved  biotechnoloc 
drugs,  and  more  than  360  in  development  targeting  more  the 
200  diseases.  Not  all  of  the  drugs  in  the  pipeline  will  make 
Of  the  medicines  that  enter  clinical  trials,  only  1  out  of  5  to  1 
ever  becomes  an  approved  medicine.  That  fact  —  plus  hig 
development  costs  and  long  development  times  —  explair 
why  some  of  these  medicines  are  so  expensive. 

Are  they  worth  the  cost? 

It's  hard  to  put  a  price  tag  on  the  lives  these  medicines  save  - 
and  the  grief,  pain  and  disability  they  prevent.  Sometimes,  ho\< 
ever,  you  can  calculate  the  dollars-and-cents  savings  of  brea 
through  biotechnology  medicines.  For  example,  one  biotech  dal 
breaks  up  blood  clots  before  they  can  cause  permanent  bra 
damage  in  stroke  patients.  A  recent  study  showed  that  by  elim- 
inating the  rehabilitation  and  nursing  home  care  that  people 
with  brain  damage  need,  the  drug  saves  an  average  of  more 
than  $4,000  per  patient  The  National  Institutes  of  Health 
estimates  that  greater  use  of  this  medicine  could  save 
about  $100  million  a  year.  No  matter  what  measurement 
you  use,  prescription  drugs  —  including  biotech  drugs  — 
are  our  best  hope  for  living  longer,  better  lives.  ■ 

AMERICA'S    PHARMACEUTICAL   COMPANIES 

NEW    MEDICINES.    NEW   HOPE. 

www.newmedicines.org 
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The  gene  he's  searching  for 
is  infinitesimal. 


The  result  for  patients 
could  be  enormous. 


Lee  Babiss, 
pharmaceutical  company  researcher 


Lee  Babiss  is  looking  for  specific  genes  that  trigger  disease.  When  those  genes  are 
identified,  it  will  lead  to  more  effective  medicines  to  treat  the  disease  at  its  source. 

Perhaps  even  stopping  it  before  it  starts.  The  $0,000  researchers  at  America's 
pharmaceutical  companies  are  dedicating  their  lives  to  making  all  our  lives  better. 

AMERICA'S  PHARMACEUTICAL  COMPANIES 

NEW   MEDICINES.    NEW   HOPE. 


www.newmedicines.org 
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(Continued  from  page  5) 

enhanced  crops,  and  many  of  these 
will  have  traits  of  direct  interest  to 
consumers.  At  Senesco Technologies  in 
New  Brunswick,  N.J.,  researchers  are 
developing  technology  that  enhances 
crop  resistance  to  the  natural  aging 
process.  Specifically,  explains  company 
Founder  and  Chief  Scientist  Dr.  John 
Thompson,  the  company  has  discovered 
two  genes  common  to  most  plant 
species  (with  highly  similar  versions 
found  in  mammals)  responsible  for 
controlling  the  biochemical  cascade 
involved  in  "senescence"  in  plants  and 
programmed  cell  death  in  mammals. 

Initially,  the  company  believed  the  obvi- 
ous agricultural  role  for  this  technology 
would  be  in  delaying  the  rotting  of  fruits 
and  vegetables,  reducing  spoilage  on 
supermarket  shelves  and  allowing  the 
transport  of  fruits  and  vegetables  to  parts 
of  the  world  they  cannot  ordinarily  reach 
in  bulk.  By  turning  down  the  expression 
of  one  of  these  genes,  fruits  and  veg- 
etables still  ripen  naturally,  but  don't  rot 
as  quickly.  Introducing  these  genetic 
traits  into  commercial  crops  is  an  ongo- 
ing project,  but  it  will  likely  come  from 
conventional  breeding  rather  than  the 
introduction  of  a  foreign  gene  or  "trans- 
gene"  (which  is  what  usually  defines  a 
plant  as  "genetically  modified"). 

Vegetable  Enhancement 
With  Multiple  Benefits 

Senescence  plays  a  vital  role  in  the  life 
cycle  of  a  plant,  and  not  just  at  the  end 
of  its  life.  Animals  have  a  variety  of 
strategies  for  dealing  with  stressful  situ- 
ations. They  can  seek  shade  when  it  is 
very  hot,  find  water  when  they  are 
thirsty  or  migrate  away  from  land  that  no 
longer  supports  them  Plants  must  sur- 
vive through  genetic  and  biochemical 
regulation  alone,  and  they  have  thus 
devised  means  to  deal  with  drought, 
heat  and  predators.  Plants'  'nochemical 


diversity  is  a  big  part  of  the  reason  that 
so  many  pharmaceuticals  we  use  today 
were  originally  derived  from  them. 

Ultimately  a  plant's  chief  concern  is_ 
reproduction.  Seed  production  assures 
the  plant's  genes  will  carry  on  to  a  new 
generation. Thus,  when  a  plant  encoun- 
ters an  environmental  stress,  it  often 


land,  and  opening  up  new  land  currently 
cQnsidered  marginal  because  of  high 
temperature,  frequent  drought  or  salty 
soil.  Such  advances  could  represent  the 
Holy  Grail  for  researchers  looking  to 
combat  famine.  Thompson  also  notes 
that  senescence-delayed  tomatoes,  for 
example,  store  more  starch  in  their 


There's  a  great  deal  of  interest  now  in 
using  plants  as  a  source  of  renewable 
energy,  and  there  are  various  ways  of 
doing  that." 

—  Dr.  John  Thompson,  Founder  and  Chief  Scientist, 
Senesco  Technologies 


stops  growing  and  starts  its  genetic 
senescence  program  and  shifts  its  energy 
to  seed  production.  The  result  is  a  pause 
in  growth,  which  can  happen  on  a  daily 
basis,  says  Thompson.  Delaying  senes- 
cence will  allow  a  plant's  energy  to  be  uti- 
lized for  both  growth  and  seed  production, 
thereby  yielding  a  more  efficient  crop. 

The  result  of  delaying  senescence  isn't 
just  to  make  crops  that  stay  ripe  longer 
without  rotting  —  although  that  is  an 
important  commercial  thrust  of  Senesco's 
research  and  the  subject  of  a  collaboration 
with  the  Harris  Moran  Seed  Co.  Another 
effect  is  that  plants  with  delayed  senes- 
cence do  not  pause  their  growth  to  pre- 
pare for  possible  calamity  at  the  first  sign 
of  stress,  and  as  a  result  grow  bigger  and 
fuller.  "The  advantage  of  our  technology 
is  that  it  increases  the  yield  of  a  plant  in 
all  respects  —  for  instance,  we  find  in 
Arabidopsis  [a  relative  of  canola]  that 
there's  a  huge  increase  in  seed  yield," 
says  Thompson.  Delaying  senescence 
increases  foliage  —  obviously  of  interest 
in  commercial  crops  like  lettuce  —  and 
increases  overall  biomass. 

That  could  have  myriad  implications, 
such  as  getting  more  yield  from  farm- 


stems,  and  canola  plants  produce  more 
seed.  "There's  a  great  deal  of  interest 
now  in  using  plants  as  a  source  of 
renewable  energy,"  says  Thompson,  "and 
there  are  various  ways  of  doing  that.  One 
is  to  convert  plant  material  into  ethanol; 
another  is  to  use  some  fractions  of  veg- 
etable oil  as  a  combustible  fuel." 

Pursuing  Reliable,  Affordable  Biofuels 

The  idea  of  using  plants  for  energy  is  not 
entirely  new.  Most  gasoline  contains  a 
percentage  of  ethanol,  which  is  usually 
derived  from  the  natural  starches  in  corn. 
Some  vehicles  are  even  designed  to  run 
on  almost  100%  ethanol,  and  others  use 
"bio-diesel,"  a  fuel  derived  from  soy  or 
canola  oil  and  used  as  anything  from  a 
fuel  additive  to  a  complete  fuel  source. 
Making  these  into  commercial-scale 
alternatives  to  fossil  fuels,  however, 
remains  a  challenge.  Deriving  ethanol 
from  starch  has  gotten  more  cost-effec- 
tive over  the  years,  but  it  still  costs  more 
to  produce  a  gallon  of  ethanol  than  a 
gallon  of  gas.  Part  of  the  expense  has  to 
do  with  acquiring  the  sugars  necessary 
as  a  starting  material,  and  technologies 
for  increasing  starch  content  in  plants, 
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like  those  being  developed  at  Senesco, 
could  go  a  long  way  toward  making 
ethanol  production  more  efficient.  Anoth- 
er approach  would  be  to  use  cellulose 
instead  of  starch  as  the  building  block. 
Cellulose  is  a  complex  carbohydrate 
much  like  starch,  but  is  ubiquitous  in 
plants  —  in  grass  clippings,  wood  pulp, 
wheat  chaff  and  virtually  every  other 
plant  waste  product. 

The  problem  with  cellulose  is  that  it  is 
tough  to  break  down  into  a  soluble  mate- 
rial that  can  be  used  to  make  ethanol. 
Natural  enzymes  called  cellulases  do  the 
task,  but  take  years  to  accomplish  the 
process.  So  one  important  thrust  of 
biotechnology  is  to  discover  and  engi- 
neer more  efficient  enzymes  that  can 
quickly  convert  raw  cellulose  into  a  useful 
source  material  for  biofuel. 

Building  a  Better  Enzyme 

At  Genencor  in  Palo  Alto,  Calif., 
researchers  are  trying  to  develop  better 
cellulases,  working  under  a  $17  million 
grant  from  the  Department  of  Energy's 
National  Renewable  Energy  Laboratory. 
"Imagine   biorefineries   replacing   oil 


refineries,  and  renewable  carbon  replac- 
ing fossil  carbon  for  some  portion  of 
transportation  fuels,"  says  Jack  Huttner, 
vice  president  of  corporate  communica- 
tions at  Genencor  and  co-chair  of  the' 
U.S.  Biomass  Research  and  Develop- 
ment Technical  Advisory  Committee. 

His  committee  was  established  under 
the  Biomass  Research  and  Development 
Act  of  2000,  the  passage  of  which  is  a 
clear  sign  that  renewable  fuels  were  on 
Washington's  radar  even  before  the 
events  of  September  11.  As  the  urgency 
for  alternative  fuels  grows,  advances  in 
technology  are  making  them  more  com- 
mercially practical.  Genencor  is  about 
halfway  through  a  three-year  project  to 
create  cellulases  with  a  tenfold  improve- 
ment in  efficiencies  over  wild-type 
enzymes,  and  Huttner  says  the  project  is 
on  track. 

"People  are  very  receptive  to  the  ben- 
efits of  this  technology,"  says  CBI's 
Thrane.  She  expects  that  consumers  will 
welcome  biofuels  as  they  become  more 
widespread.  For  now,  she  says,  the  prob- 
lem is  not  public  support  but  public 
awareness.  "The  more  people  know 
about  biotechnology,  the  more  they'll 
support  it,"  she  says. 

"DIMA  Alley"  Drives  Innovation 

Not  far  up  I-270  from  Washington,  D.C., 
where  much  of  the  future  direction  of 
the  country's  energy  policy  will  be  decid- 
ed, there  is  another  quiet  revolution 
under  way. 

In  Montgomery  County,  Md.,  a  "DNA 
Alley"  has  grown  up  along  a  15-mile 
stretch  of  interstate  highway  between 
Bethesda  and  Clarksburg.  The  county  is 
now  home  to  more  than  200  biotech 
companies,  and  the  number  promises  to 
increase. 

The  proximity  of  this  biotech  hub  to 
Washington  is  no  accident.  Right  across 


the  border  in  Bethesda  is  the  National 
Institutes  of  Health  (NIH)  campus,  where 
a  budget  expected  to  reach  $30  billion  by 
2003  fuels  26  separate  institutes  and 
centers  that  conduct  and  fund  biotech 
and  medical  research  —  including  the 
well-known  Human  Genome  Project. 

Nearly  two  decades  ago  Montgomery 
county  recognized  the  strategic  impor- 
tance of  this  federal  presence  and  began 
to  create  a  fertile  environment  for  the 
nascent  industry.  Knowing  the  value  of 
collaboration  in  the  biotech  arena,  the 
county  established  the  Shady  Grove  Life 
Sciences  Center,  a  unique  industrial  park 
dedicated  to  the  life  sciences  industry. 
Today,  Shady  Grove  is  the  epicenter  of 
the  county's  biotech  industry  and  home 
to  industry  giants  Human  Genome  Sci- 
ences, BioReliance,  EntreMed,  Otsuka 
Pharmaceuticals  and  others.  In  addition, 
both  Johns  Hopkins  University  and  the 
University  of  Maryland  have  established 
satellite  campuses  in  Shady  Grove.  This 
proximity  creates  tremendous  opportuni- 
ties for  companies  to  train  employees, 
develop  research  partnerships  and  enter 
into  licensing  and  marketing  agreements. 

In  addition,  the  county  has  created  a 
number  of  programs  to  help  the  industry 
grow.  With  the  State  of  Maryland,  it 
opened  and  operates  an  incubator  that 
provides  office  and  lab  space  for  early- 
stage  companies  and  gives  financial 
assistance  and  incentives  to  help  com- 
panies expand  operations  and  obtain 
more  capital.  The  goal  is  to  attract  and 
retain  growing  companies  that  will  create 
jobs  and  further  add  to  the  county's  bur- 
geoning biotech  cluster. 

A  case  in  point  is  GenVec,  a  biotech 
company  in  Gaithersburg  working  on 
gene  therapy  for  coronary  artery  and 
peripheral  vascular  disease. 

"By  1999  we  started  to  bust  out 
at  the  seams  in  our  original  facility," 
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What's  the  value  of  a  company 
that  discovers  how  to  double 
the  average  lifespan? 


In  a  word:  inestimable.  Yet  Senesco  Technologies 
has  done  just  that.  We've  developed  gene  technology 
that  allows  us  to  delay  the  aging  of  plants 
after  harvest.  The  result  is  greatly  extended  shelf 
life  -  double  or  more  -  and  vastly  reduced  waste 
of  food  crops,  which  today  runs  anywhere  from 
20  to  30  percent  in  the  $600-billion-plus  world 
agricultural  industry.  We  have,  in  short, 
developed  a  minor  miracle. 


Our  specialty  is  "senescence,"  the  natural 
aging  process  in  plants  that  causes  the 
breakdown  of  cellular  tissue.  By  suppressing 
genes  already  existing  in  all  plants,  and 
not  altering  their  natural  taste,  nutrition,  or 
texture,  we've  bred  tomatoes  that  remain 
unspoiled  for  as  long  as  five  weeks  after  picking 
Run-of-the-mill  tomatoes  last  around  two  weeks. 


The  potential  is  immense.  Our  scientific  expertise  is 
unrivaled.  And  approvals  with  key  regulatory  agencies  are 
relatively  straightforward.  The  fact  is,  there  may  not  have  been  a 
more  exciting  breakthrough  in  agriculture  since  the  creation 
of  synthetic  fertilizers. 

We  may  be  small.  This  is  big.  A  minor  miracle  with  major  implications. 

YOU  CAN  LEARN  MORE  ABOUT  SENESCO  TECHNOLOGIES,  INC.  AT  WWW.SENESC0.COM. 
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says  GenVec  Chief  Financial  Officer 
Jeffrey  Church.  The  company  used  eco- 
nomic development  incentives  from  the 
state  to  build  out  a  40,000-square-foot 
space  in  Gaithersburg.  "We're  right  next 
door  to  Medlmmune  in  the  same  indus- 
trial park,"  he  says,  referring  to  a  leading 
biotech  company. 

Additionally,  the  county  gave  GenVec 
a  $125,000  low-interest  loan  that  turns 
into  an  outright  grant  if  the  company 
meets  certain  employment  levels. 
GenVec  will  have  over  100  employees  by 
the  end  of  the  year,  says  Church. 

Still,  being  close  to  your  customers  and 
partners  may  be  the  most  valuable  aspect 
of  living  in  one  of  the  industry's  hubs. 

"The  proximity  of  the  FDA,  the  close 
interactions  that  we  have  with  people  at 
NIH,  all  that  makes  a  big  difference,"  says 
Church.  "We  have  a  few  collaborations 
in  place  with  Johns  Hopkins,  and  they're 
going  to  serve  as  a  clinical  site  for  one  of 
our  programs.  It  really  helps  to  just  be 
able  to  get  in  your  car  and  drive  and 
meet  with  collaborators." 

Indeed,  being  able  to  rub  elbows  with 
other  people  involved  in  the  biotech  indus- 
try may  be  the  most  valuable  aspect  of 


living  in  one  of  the  industry's  hubs.  With 
the  technology  being  spun  out  in  so  many 
directions,  you  can  never  be  quite  sure 
where  your  next  idea  will  come  from. 

Technologies  Cross-Pollinate 

Nor  can  we  be  sure  where  every  new 
idea  is  going.  There  are  more  than  117 
biotechnology  drugs  and  vaccines  cur- 
rently approved  by  the  U.S.  Food  and 
Drug  Administration  (FDA),  according  to 
the  Biotechnology  Industry  Organization 
(BIO),  an  industry  trade  group.  A  further 
369,  addressing  over  200  diseases,  were 
in  clinical  development  in  2000,  accord- 
ing to  the  Pharmaceutical  Research  and 
Manufacturers  of  America  —  a  number 
that  has  since  grown.  Producing  rev- 
enues in  excess  of  $25  billion  and 
employing  over  170,000  people  nation- 
wide, the  biotech  industry  could  fairly  be 
said  to  have  surpassed  the  expectations 
most  people  had  when  the  first  biotech 
drug  —  human  insulin  produced  in 
genetically  engineered  bacteria  —  was 
introduced  in  1982. 

Moreover,  since  the  first  approval  of  a 
biotech  food  in  1994,  the  U.S.  has  gone 
from  essentially  0  hectares  planted  with 
transgenic  crops  to  over  30  million 
hectares  in  2000.  On  a  global  basis, 
there  were  over  44  million  hectares  (109 
million  acres)  of  biotech  crops  in  13  coun- 
tries planted  in  2000,  according  to  BIO. 

That  represents  a  rapid  crossover  of 
biotechnology  from  medicine  to  agricul- 
ture, as  scientists  have  quickly  applied 
new  tools  for  elucidating  gene  function 
and  controlling  gene  expression 
to  improve  crop  traits.  Perhaps  even 
more  interesting,  however,  is  the  prom- 
ise of  technological  cross-pollination. 
Researchers  working  on  "edible  vac- 
cines" are  hoping  to  use  agricultural 
techniques  to  benefit  the  public  health  by 
engineering  plants  to  endogenously  pro- 


duce human  vaccines  —  literally  allowing 
farmers  to  grow  medicines  and  make 
inoculations  as  simple  as  eating  a  meal. 

If  through  biotechnology  the  farm 
becomes  a  source  of  medicine  and 
renewable  fuel  as  well  as  enhanced 
food,  then  the  biotech  revolution  will 
have  grown  to  encompass  a  huge  swath 
of  daily  life. 

How  do  you  follow  up  on  an  act  like 
that?  Imagine  biological  computers  that 
solve  problems  in  minutes  that  it  would 
take  even  the  fastest  supercomputer 
years  to  analyze,  or  self-assembling  cir- 
cuits that  use  modified  DNA  as  a  semi- 
conductor. These  ideas  sound  better 
suited  to  science  fiction  than  reality,  but| 
both  have  been  proven  viable  in  principle 
in  laboratory  experiments.  While 
Microsoft  isn't  yet  working  on  a  new 
release  of  Windows  DNA,  it's  hard  to  pre- 
dict where  biotech  innovation  will  lead. 
The  most  important  applications  may  be 
ones  we  haven't  dreamed  up  yet.        ■ 


Biotech  Web  Directory 


Agilent  Technologies 

www.agilent.com 

Council  for 
Biotechnology  Information 

www.whybiotech.com 

Montgomery  County, 
Maryland-Department 
of  Economic  Development 

www.emontgomery.org 

Pharmaceutical  Research 
and  Manufacturers  of  America 

www.phrma.org 

Senesco  Technologies 

www.senesco.com 
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There's  much  handwringing 
about  how  the  Grubmans  and 
Blodgets  of  Wall  Street  be- 
guiled investors  during  the 
tech  boom  into  buying  stocks 
that  had  all  the  staying  power  of  a  mayfly. 
You  could  curse  the  analysts,  or  sue  them, 
as  New  York  §tate  and  some  private  plain- 
tiffs are  doing.  Or  you  could  dodge  the  next 
disaster  by  educating  yourself. 

In  this  issue  we  show  you  how  and  how 
not  to  use  financial  advisers  (p.  168) — and, 
just  as  important,  how  you  can  be  your 
own  adviser  (p.  170).  We  analyze  the 
latest  offerings  in  college  savings 
plans  (p.  200)  and  deconstruct  the 
complex  rules  for  getting  tax  benefits 
for  children.  We  compare  the  options 
in  donor-advised  charity  funds,  a 
booming  area  for  Wall  Street  (p.  232). 
How  can  you  tell  if  the  house  or 
condo  you  are  about  to  buy  is  over- 
priced? We  have  an  answer  (p.  228). 
How  do  you  structure  your  bond 
portfolio  to  hedge  against  a  rise  in 
interest  rates?  We  have  five  answers  to 
that  question  (p.  214).  Which  hot 
growth  stocks  have  cash  flow  state- 


ments that  betray  underlying  weaknesses? 
(Seep.  206.) 

Our  outside  columnists  tell  you  where 
to  find  bargains  in  corporate  bonds  (p.  216) 
and  in  Asian  stocks  (p.  226),  and  why  you 
should  steer  clear  of  hedge  funds  (p.  220). 

Sometimes  the  wisest  course  of  action  is 
to  just  let  your  portfolio  sit  there.  Read 
about  an  underappreciated  low-turnover 
fund  with  a  superb  record  (p.  218). 

No  reason  you  can't  enjoy  some  of  your 
investments.  Check  out  our  survey  of  wine 
futures  (p.  238). 


Financial  Advisers 
Investing  for  Kids 
Stocks  and  Bonds 
Mutual  Funds 
Global  Investing 
Real  Estate 
Charity 
Flings 
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Before  the  darkness  descended  upon  the  market  in 
March  2000,  investing  seemed  like  a  game  anyone 
could  win.  Just  open  an  online  account  and  make 
enough  to  buy  a  private  island.  Two  years  later,  with  their 
portfolios  in  ruins,  investors  are  screaming  for  help.  The 
financial  advice  business  is  exploding  today.  Two-thirds 

TAlTTRuST 

Financial  advisers  are  popping  up  like  Starbucks  shops.  They  have  their  uses,  but  only  up  to  a  point. 
BY  LARRY  LIGHT,  MICHAEL  MAIELLO  AND  WILLIAM  P.  BARRETT 


of  affluent  Americans  now  use  financial  advisers,  up  from  60% 
in  2000,  according  to  Cerulli  Associates.  The  number  of  advisers 
registered  with  the  Securities  &  Exchange  Commission  has  risen 
17%  in  two  years.  Big  brokerages  are  turning  themselves  into 
temples  of  financial  planning  as  they  watch  other  operations 
suffer.  Charles  Schwab  &  Co.,  for  instance,  in  2000  bought 
Chicago  Investment  Analytics  to  gin  up  client  risk  profiles  and 
U.S.  Trust  to  tend  to  affluent  customers.  A  securities  firm  can 
only  make  so  much  money  crossing  online  trades  for  $30  any- 
way. Why  not  get  a  percentage  for  telling  people  what  to  trade? 

But  can  you  trust  a  broker's  advice?  Do  you  even  need  it? 

There's  much  to  be  said  for  acting  as  something  of  a  do-it- 
yourselfer  in  personal  finance,  buying  professional  help  a  la  carte 
only  when  you  really  need  it — say,  to  write  a  will  or  contend  with 
the  alternative  minimum  tax.  If  you  have  $1  million  in  the  stock 
market,  you  could,  for  example,  park  half  of  it  in  a  low-cost  index 
fund  like  Vanguard's  500  Index,  and  hire  a  pro  to  manage  only 
the  other  halt.  A  stock  picker  (or  an  actively  managed  mutual 
fund)  will  typical  lv  cost  at  least  1%  of  assets  annually,  five  times  as 
much  as  that  Vanguard  fund.  Going  passive  with  half  your  stock 
market  assets  wodd  save  you  $4,100  a  year. 

If  you  have  tl  I  inclination  to  be  more  involved  in 

your  own  destiny,  dispensi  vith  professional  stock  pickers  alto- 
gether dee  p.  170).  Regardless  of  how  you  choose  your  securities, 
know  how  to  be  coolly  jui  ratal  about  the  results:  Use  the  right 
benchmarks  (p.  180).  Know  trie  downside  of  using  a  small  firm  or 


a  solo  practitioner  (p.  182).  At  least  with  big  outfits,  which  likely 
won't  go  bust,  you  stand  a  better  chance  of  getting  something  back 
should  your  investment  crater  because  of  dishonest  advice. 

Advisers  used  on  a  spot  basis  can  be  especially  useful  when 
you're  getting  started,  helping  you  set  and  meet  goals.  You  may 
need  experts  most  for  more  arcane  things  like  taxes  and  insurance 
(see  pp.  188  and  190).  The  most  disinterested  advice,  if  not  always 
the  cheapest,  will  come  from  someone  paid  by  the  hour,  not  with 
a  sales  commission.  The  table  on  page  186  outlines  the  difference. 

Just  about  anyone  can  hang  out  a  shingle  as  a  financial  adviser. 
Federal  law  requires  either  state  or  federal  registration  of  financial 
advisers  or  their  firms  not  already  licensed  as  stockbrokers.  But 
that's  mainly  a  disclosure  rule.  Many  states  don't  require  any  train- 
ing in  the  field.  The  best  advisers,  though,  have  credentials.  An  im- 
portant one  is  Certified  Financial  Planner,  a  designation  awarded  by 
the  CFP  Board  of  Standards  in  Denver  after  classes,  some  work  ex- 
perience, an  exam  and  a  pledge  to  abide  by  a  code  of  ethics. 

Conduct  due  diligence  on  a  potential  adviser.  If  your  planner 
is  registered  with  state  or  federal  authorities,  get  his  Form  ADV, 
which  tells  you  about  compensation  and  connections  to  financial 
firms.  Ask  the  planner  for  references.  Verify  claimed  credentials 
and  look  for  disciplinary  problems,  which  often  can  be  found  on 
the  Web  site  of  the  credentialing  agency.  Check  the  online  database 
of  the  local  newspaper  for  the  planner's  name.  And  remember 
that,  however  much  professional  help  you  buy,  you  have  to  get  in- 
volved. You  cannot  abdicate  responsibility  for  your  money.        F 
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Who  can  manage  your  wealth  for  you?  Look  in  the  mirror. 
BY  BRIGID  MCMENAMIN 


If  you  act  as  your  own  defense  at- 
torney, you  have  a  fool  for  a  client. 
If  you  cut  your  own  hair,  you  are 
some  kind  of  contortionist.  If  you 
do  your  own  financial  planning,  what  are 
you?  Quite  possibly,  very  wise  indeed. 

There  are  two  reasons  for  being  a  do- 
it-yourselfer  in  personal  finance.  One  is 
the  money;  a  typical  adviser  will  take  a 
fee  of  $10,000  a  year  for  handling  a  $1 
million  portfolio.  The  other  is  that  fi- 
nancial planning  is  going  to  take  a  fair 
amount  of  your  time  even  if  you  do  hire 
a  pro.  Doing  it  right  means  spending  a 
lot  of  hours  thinking  about  your  toler- 
ance for  risk,  your  career  path,  your  plans 
for  retirement,  your  taxes  and  your  fam- 
ily situation.  Since  this  is  not  a  job  that 
can  be  completely  delegated,  perhaps  it 
needn't  be  delegated  at  all. 

Any  honest  adviser  will  admit  as 
much.  Says  Fredric  (Ric)  M.  Edelman,  a 
Fairfax,  Va.  financial  adviser  and  best- 
selling  author  of  Discover  the  Wealth 
Within  You:  "This  stuff  isn't  all  that  dif- 
ficult. Not  everyone  needs  a  financial 
planner." 

Many  investors,  however,  believe  oth- 


erwise. Most  people  want  some  help.  Ac- 
cording to  Spectrem  Group,  the  finan- 
cial consulting  firm,  only  36%  of  affluent 
Americans  last  year  believed  they  needed 
very  httle  investing  advice,  down  from 
42%  in  1999.  But  this  trend  has  an  inter- 
esting crosscurrent.  While  they  may  want 
the  advice,  they  don't  necessarily  like  it. 

Perhaps  as  a  result  of  the  bear  mar- 
ket, a  growing  dissatisfaction  has  devel- 
oped with  professional  financial  advice. 
Last  year  only  75%  expressed  confidence 
that  their  adviser  would  make  decisions 
with  their  investment  objectives  in  mind, 
down  from  85%  in  1999. 

Even  one  very  bad  experience  can 
sour  a  person  on  financial  advice  forever. 
Ask  Donald  T  Bashline,  53,  a  $200,000- 
a-year  actuary  from  Watertown,  Mass. 
who  gave  his  ex-wife's  broker  boyfriend 
$35,000  to  invest.  Half  the  capital  was 
frittered  away,  he  says,  and  now  he  will 
never  let  anyone  manage  his  money. 
"Not  unless  I  was  in  a  chronic  vegetative 
state,"  moans  Bashline. 

A  plethora  of  books  such  as  Edel- 
man's  and  courses,  like  those  offered  by 
the  National  Association  of  Investors 


Neophyte 

Even  an  English  major  like 
Katherine  Lessner  Yellen  can 

learn  lo  analyze  the  numbers. 
She  charts  data  like  a  pro. 
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Corp.,  are  around  to  get  you  started.  The  American  Association  of 
Individual  Investors  can  offer  help,  too.  There  are  certain  funda- 
mental steps  to  take  and  certain  traps  to  avoid  (see  table,  p.  174). 
How  do  busy  people  manage  their  own  finances  with  good 
results?  Here  are  some  lessons  in  doing  it  yourself 

MAKE  THE  TIME 

Management  consultant  Marc  L.  Zuffa,  41,  of  Clifton,  Va.,  has  a 
hectic  life.  He  puts  in  60  hours  a  week  with  Deloitte  Consulting, 
while  working  on  a  master's  degree  in  international  relations,  serv- 
ing as  a  major  in  the  Army  Reserve  and  doting  on  his  1 8-month  - 
old  daughter  and  his  wife,  Christina,  who  graduated  from  law 
school  in  May  and  works  full  time  as  a  contract  administrator.  Yet 
Zuffa  finds  the  time  to  manage  his  own  money. 

Zuffa  and  his  family  try  to  live  on  just  $70,000  per  year,  so  he 
can  save  most  of  his  six-figure  salary,  stashing  the  maximum  an- 
nually allowable  amount  in  his  401  (k)  and  his  Army  paycheck  in 
a  college  fund  for  his  daughter.  The  rest  of  his  income  goes  first  to 
a  money  market  account,  where  he  keeps  enough  to  live  on  for  five 
or  six  months  and  from  which  he  does  his  investing.  Investing  has 
been  a  hobby  since  he  was  a  child  in  Stratford,  Conn.,  and  his 
caterer  dad  gave  him  a  li  tie  stock  for  birthdays. 

Like  most  do-it-youi    :  investors,  Zuffa  uses  a  discount  bro- 


ker. For  him  it's  USAA  at  $24  per  trade. 

"I  think  I'm  probably  just  as  good  as  they  are,"  he  says  of  the 
pros.  Zuffa  used  to  put  part  of  his  income  in  mutual  funds,  rely- 
ing on  their  managers  to  make  it  grow.  But  he's  disillusioned  with 
them;  two  of  his  funds,  Janus  Fund  and  Fidelity  Magellan,  haven 'l 
been  positive  in  two  years. 

So  while  he  still  has  half  his  capital  in  mutual  funds,  he  now  fo- 
cuses mostly  on  individual  stocks,  which  he  researches  himself 
Zuffa  checks  his  portfolio  every  day,  no  matter  where  he  is.  "1 
know  to  the  penny  at  least  once  a  day  how  much  I  have  in  my  ac- 
count." He  says  he  has  averaged  6%  yearly  during  the  bear  mar- 
ket of  the  last  two  years  and  before  that  was  clocking  1 2%  to  1 5% 

Smart  investing  produced  the  wealth  that  let  Zuffa  trade  hi? 
$140,000  home  in  Reston  for  a  custom-built  $500,000  house  in 
nearby  Clifton  in  1999,  with  a  mere  $180,000  mortgage.  He's  plan- 
ning to  retire  at  age  55.  "I  have  a  plan  and  I  stick  to  it,"  says  Zuffa 

SEARCH  THE  DATABASES 

Katherine  Lessner  Yellen,  who  majored  in  English  at  Tufts,  doe? 
not  seem  to  be  the  numbers  type.  The  32-year-old  New  York  mar- 
keting manager  and  part-time  actress  never  took  much  interesl 
in  the  stocks  her  parents  had  set  aside  for  her.  But  after  she  gol 
engaged  in  2000  she  decided  that  she  needed  to  provide  for  hei 
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A  PERSPECTIVE  ON  VALUE  INVESTING 


MARKETS  SHIFT. 
0\JR VALUES  HAVEN'T 


No  matter  how  the  market  per- 
forms, Mutual  Series  portfolio 
managers  always  follow  a  time- 
tested,  value-driven  approach 
to  investing.  First,  we  dig  deep 
to  find  securities  others  have 
overlooked.  Next,  we  intensely 
scrutinize  each  company,  learn- 


Mutiiiil  Series'  consistent  approach  to  value  investing  ha. 
produced  competitive  results,  even  in  volatile  markets. 


they  have  generally  performed 
well  over  the  long  term.  For 
example,  the  Mutual  Shares 
Fund  received  a  4-star  Overall 
Morningstar  Rating'"  by 
Morningstar,  Inc.,  against  a 
universe  of  5,094  and  3,350 
domestic  equity  funds  for  the 


Mutual  Shares  Fund  |  Morningstar  Ratings™  4/30/02+ 


OVERALL 
•  ••• 


THREE  YEAR 
•  •** 


FIVE  YEAR 
•  •** 


TEN  YEAR 

N/A 


mg  all  we  can  about  what  can  be  done  to  improve 
its  earnings.  Finally,  we  stand  prepared  to  increase 
the  value  of  stocks  we  purchase  by  getting  actively 
involved  in  the  companies  in  which  we  invest. 

The  result:  Although  the  recent  performance 
of  some  Mutual  Series  funds  has  been  negative, 


3-  and  5-year  periods  respectively,  ended  4/30/02.' 
Of  course,  past  performance  does  not  guarantee 
future  results. 

To  gain  further  perspective,  contact  your  investment 
representative,  call  1-800-FRANKLIN  Ext.  P567  or 
visit  our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE™  > 


iklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges, 
senses  and  risks.  Please  read  it  carefully  before  you  invest  or  send  money.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign 
iSting  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

iurce:  MOHN6ffl  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  4/30/02.  The  ratings  are  subject  to  change  every  month.  Past  performance  does  not 
irantee  future  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee 
ustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next  22.5%  receive  4  stars,  the 
1 35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star,  Morningstar  does  not  guarantee  the  accuracy  of  this  information.  Ratings  are  for  Class  A  shares 
/;  other  classes  may  vary.  For  more  current  performance  information,  please  call  Franklin  Templeton  Investments  at  1-800-342-5236.  FOB6/02 
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future  family's  security. 

She  read  books  and  took  courses.  Yellen  bristled  when  Sa- 
lomon Smith  Barney,  which  managed  her  family  holdings,  bad- 
gered her  to  turn  over  the  whole  portfolio  to  a  so-called  personal 
money  manager,  promising  better  returns. 

Instead,  she  began  managing  her  own  holdings  and,  while  the 
bear  market  hasn't  been  kind,  she  has  at  least  beaten  the  S&P  500: 
down  10%  in  2001,  versus  the  index's  12%  loss;  off  3%  this  year, 
versus  the  S&P's-5%.  Yellen  pores  over  online  investment  sites, 
company  Web  sites  and  annual  reports.  She  constructs  elaborate 
tables  of  a  company's  sales  and  earnings,  then  estimates  potential 
growth.    Next    she 

S    AND    DON'TS 


O 


How  to  Make  a  Plan 


Create  an  inventory  of  your  financial  assets, 
debts,  income  sources,  insurance. 

Figure  what  you'll  need  for  retirement  or  other 
goals,  and  when  and  how  much  to  invest. 

Update  beneficiary  designations  for  funds,  etc., 
so  your  ex-giilfriend  doesn't  inherit. 

Invest  in  anything  you  don't  understand.  Cur- 
rency futures  are  tough  to  dope  out. 

Neglect  to  diversify  holdings.  Betting  it  all  in 
one  place  is  dumb.  Dot-coms  anyone? 

Hesitate  to  consult  an  expert  when  you  need 
advice  on  stuff  you  don't  know. 


plots  a  pricing  history 
to  see  how  a  stock  has 
fluctuated.  After  that 
she  does  the  same  for 
competitors  in  the 
company's  industry. 

That  kind  of  prep 
work,  she  insists,  is 
what  turned  her  off 
to  Enron  in  May 
2001  and  had  her 
putting  in  a  buy 
order  for  Harley- 
Davidson  in  April 
this  year.  Harley  is  an 
expensive  stock  at  36 
times  trailing  earn- 
ings, and  the  earnings 
are  getting  a  boost 
from  a  rather  opti- 
mistic assumption  on 
pension  plan  returns 

(see  table,  p.  208).  But  Yellen  says  the  motorcycle  company's  steady 
results  ( Value  Line  gives  the  stock  a  perfect  score  for  earnings  pre- 
dictability) are  enough  for  her. 

To  be  sure,  luck  plays  as  great  a  role  as  skill  in  investment  re- 
sults. But  even  if  all  Yellen's  charting  over  the  next  three  decades 
merely  leaves  her  tying  an  index  fund,  she  can  come  out  ahead  of 
an  index  fund  buyer.  As  an  owner  of  individual  stocks  she  can 
harvest  losses  on  her  tax  return  while  letting  winners  ride.  Capi- 
tal losses  can  be  used  to  shelter  any  amount  of  realized  capital 
gains  and  up  to  $3,000  a  year  of  salary  or  other  income. 

DON'T  BE  WOWED  BY  THE  PROS 

Many  people  start  out  believing  the  experts  know  something  they 
don't,  only  to  discover  otherwise.  That's  the  story  of  Daniel  A. 
Heller,  39.  As  a  young  si  > ft  ware  engineer  in  the  1 980s,  he  left  his  in- 
come in  a  Wells  Fargo  checking  iccount  that  paid  only  1%.  He 
had  no  investments  except  his  40l'(  k)  and  a  $50,000  stock  portfo- 
lio, a  gift  from  his  grandparents,  which  he  entrusted  to  a  broker  at 
Shearson  Lehman.  Although  the  5%  yearly  results  were  not  much 
better  than  inflation  then,  he  figured  she  must  know  best:  "I  would 
just  say,  'Sure,  go  ahead.' " 


Not  until  the  e-mail  software  company  he'd  founded  in  1990 
shot  from  3  employees  to  45  in  1993  did  Heller  figure  he  had  to 'get 
control  of  his  money.  He  signed  up  with  Charles  Schwab  &  Co. 
That  way  his  checking  account  would  be  paying  5%.  He  used  idle 
funds  to  buy  stocks,  initially,  of  small  tech  companies  because  that 
was  the  industry  he  knew. 

Heller  remembers  making  25%  in  1993,  his  first  year  as  an  ac- 
tive investor,  far  outpacing  the  S&P  500's  10%.  Then  he  sold  his 
company,  Z-Code  Software,  to  Network  Computing  Devices  for 
more  than  $10  million  in  1994,  according  to  NCD.  And  suddenly 
he  had  a  load  of  capital  that  needed  to  be  invested.  That's  when 
Morgan  Stanley  swooped  in,  offering  to  manage  it 
for  1%.  Seeing  a  chance  to  test  himself  against  the 
experts,  Heller  agreed  to  let  Morgan  Stanley  man- 
age half  his  portfolio  while  he  handled  the  rest.  Re- 
sult? One  year  later,  Heller  says,  his  half  was  up 
10%  and  the  broker's  was  down  5% — with  a  lot 
more  trading. 

So  he  ended  the  experiment  and  took  over  the 
whole  portfolio  himself.  His  view  of  the  pros  today 
is  one  of  contempt:  "It  brings  them  down  from 
Mount  Olympus,"  he  says,  "and  everyone  can 
know  they  aren't  gods." 

Heller  has  become  a  disciplined  investor  who 
does  his  own  research  online.  He  prefers  Yahoo  Fi- 
nance, despite  his  gripes  about  all  the  ads  clutter- 
ing the  site.  "Yahoo  is  fast,  simple  and  concise,"  he 
says.  He  has  expanded  beyond  tech  and  small  caps, 
moving  into  the  big  boys  in  consumer  products 
(Coca-Cola),  energy  (ExxonMobil)  and  health  care 
(Johnson  &  Johnson).  Heller's  method  is  to  find 
the  top  few  companies  in  an  industry  and  split  his 
money  among  them.  By  1997  the  $500,000  he  had 
put  into  Intel  had  quadrupled.  In  this  bear  mar- 
ket he  has  managed  to  increase  his  portfolio.  Though  it  was  down 
5%  in  2001,  it  is  up  a  bit  this  year,  says  Heller. 

Heller  says  he  needs  only  two  hours  a  week  for  investing — all 
he  can  spare  because  he  has  turned  his  photography  hobby  into  a 
business,  traveling  all  over  the  world  to  shoot  photos  for  tour  com- 
pany brochures.  And  Heller  has  brought  his  do-it-yourself  spirit  to 
the  new  enterprise:  Instead  of  paying  a  lawyer  to  set  up  the  S  cor- 
poration, as  he'd  done  when  he  started  Z-Code,  Heller  did  it  him- 
self on  the  Internet,  using  one  of  the  commercial  incorporation 
sites,  like  Incorporate.com. 

CHANGE  THINGS 

If  parents  or  in-laws  set  up  a  trust  for  you  that  isn't  to  your  long- 
term  advantage,  don't  feel  trapped.  So  says  Standish  H.  Smith,  70, 
of  Villanova,  Pa.  He  and  his  wife,  Joan,  live  on  the  income  from  a 
trust  now  worth  $10  million  that  her  mother  left  for  her  at  Mel- 
lon Bank  in  1977.  Once  Joan  dies,  the  principal  goes  to  their  sons, 
aged  40  and  41 .  For  years  Stan  feared  that  he  would  be  unable  to 
maintain  their  comfortable  $500,000,  four-bedroom  house  should 
Joan  die  first,  and  would  have  to  rely  on  handouts  from  the  kids. 
The  trust  paid  the  couple  just  1%  yearly  from  its  interest  and 
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Inn,    : 


TODAY 


Produce  virtual 
crash  dummy 


TOMORROW 

Reduce  actual 
crash  injuries 


TOYOTA 


He  can't  talk,  he  can't  walk,  he  can't  drive 
a  car.  Yet  he  could  be  the  most  important 
"person"  in  the  world  of  automotive 
safety  testing  today.  He's  THUMS,  the 
world's  first  virtual  human  for  crash  testing. 

Developed  by  Toyota  engineers,  THUMS 
can  provide  a  microscopic  look  at  the 
injuries  real  people  are  likely  to  sustain  in 
a  car  accident.  By  analyzing  data  from 
THUMS'  80,000  cyberparts,  engineers  can 
now  zero  in  on  skin,  bones,  ligaments  and 
tendons  —  something  they  were  never 
able  to  do  before. 

Although  currently  only  an  experiment, 
technologies  like  THUMS  may  one  day  be 
used  to  supplement  Toyota's  existing 
safety  programs,  to  make  our  cars  even 
safer  for  real  human  beings.  Safer  cars  — 
thanks  to  one  very  smart  dummy. 

www.toyota.com/tomorrow 
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dividend  income,  which  never  gave  them  more  than  $150,000. 
Then  Smith  discovered  that  the  trust  could  be  converted  into 
something  called  a  total  return  unitrust,  which  pays  out  at  a  higher 
rate,  typically  3%  to  5%.  In  2000  Smith  persuaded  Mellon  to  make 
the  switch.  The  Smiths  live  frugally,  spending  only  about  $125,000 
of  the  $500,000  they  get  each  year,  leaving  plenty  left  over  for  Stan 
to  invest  in  his  own  name. 

ASK  FOR  HELP 

Being  a  do-it  yourselfer  doesn't  mean  never  consulting  an  expert. 
The  difference  is  you  employ  the  expert  as  you  would  a  plumber 
or  an  electrician:  to  do  a  particular  job.  (Who  pays  a  plumber  a 
$10,000  annual  retainer?)  That's  particularly  true  with  taxes  and 
insurance  (see  stories,  pp.  188  and  190).  And  stock  investors  might 
want  to  consult  a  planner  for  broad  advice  or  to  gain  special  in- 
sights into  areas  they  haven't  mastered. 


That's  how  Howard  Cohen  of  Campbell,  Calif,  looks  at  his  in- 
vesting. A  software  development  manager  for  Oracle,  Cohen  is  a 
diehard  do-it-yourselfer:  He  makes  his  own  furniture  and  builds 
houses  for  poor  Mexicans,  in  addition  to  managing  his  own! 
finances.  "I  feel  I  could  do  anything,"  he  says. 

There  is  no  way  he  would  turn  over  control  of  his  finances  to 
anyone,  but  he  likes.to  have  expert  advice  on  tap,  especially  as  his: 
income  and  assets  have  grown.  "Once  I  got  more  money  I  decided 
I  needed  somebody  to  validate  what  I  had  been  doing  and  what  I 
was  thinking  of  doing  and  fine-tune  it."  Most  pros  would  have  a 
tough  time  playing  helper.  Then  he  met  Palo  Alto  planner  Richard 
Chambers. 

Twice  a  year  Cohen  hits  Chambers  with  a  list  of  questions  and 
pays  him  $140  per  hour  for  his  advice.  For  instance,  two  years  age 
Cohen  was  stumped  about  how  to  invest  the  bundle  he'd  made  ex-! 
ercising  stock  options.  He  wanted  to  preserve  some  of  it  for  re- 1 

tirement  and  was  uneasy 
about  putting  much  of  it  in 
equities.  "I  wanted  some  con-i 
servative  cushion,"  says  the 
55-year-old  Cohen. 

Chambers  suggested  a 
strategy  called  a  "bond  lad- 
der," which  involves  buying 
six  bonds,  the  first  maturing 
in  one  year,  the  second  in  two 
years,  etc.  As  each  bond  ma- 
tures, you  reinvest  the  pro- 
ceeds in  a  longer-term  bond. 
At  retirement  you  have  a  pas- 
sel  of  these  longer  maturities 
providing  a  decent  income. 

As  for  taxes,  Smith  has 
found  he  can  no  longer  do  his 
own.  He  did  them  until  last 
year,  when  he  had  phantom 
income  from  a  partnership 
and  was  confused  by  the  alter- 
native minimum  tax.  "Th« 
AMT  just  threw  me  for  a  loop,' 
says  Smith.  So  he  paid  some- 
one $3,000  to  do  his  taxes. 

To  Georgeann  Flynn,  c 
Paramus,  N.J.  software  devel- 
oper for  Unilever,  tax  prepa- 
ration is  easy.  She  and  hei 
husband,  James,  use  Turbo- 
Tax  for  their  returns.  Bui 
when  it  comes  to  real  estate 
deals  and  wills,  they  go  to  i 
lawyer.  Still,  she  admits  she 
has  been  tempted  to  go  sole  * 
here,  too:  "Now  I  understanc  \\ 
you  can  just  get  a  will  from  i  ,te 
software  package."  f 
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When  nearly  half  of  the  Fortune  1000 
count  on  you,  a  pattern  starts  to  emerge. 


ien  leading  businesses  need  a  wireless  partner  to  keep  things  moving,  they  turn  to  us.  That's  why  we've 
lerged  as  the  number  one  wireless  carrier  for  business  data  users.  With  Cingular,  you  get  everything  from 
siness  calling  plans  and  corporate  email  to  interactive  messaging  andCRM  solutions -all  built  around  your 
mpany's  specific  needs  and  goals.  Maybe  it's  time  you  noticed  the  shape  business  is  taking  to  express 
elf.  To  see  how  we  can  build  a  wireless  solution  around  you,  give  us  a  call  at  1-866-446-7599  or  visit  us 
www.cingular/business.com.  Also,  feel  free  to  download  our  "orange"  paper,  Executive  Guide  to 
iterpn'se- Wide  Wireless  Data  Strategies,  when  you  visit  our  website. 


Xcingular 

WIRELESS 

What  do  you  have  to  say? 


lular^reless.  "What  do  you  have  to  say?"  and  the  araphic  icon  are  Sen/ice  Marks  of  Cingular  Wireless  LLC  ©2002  Cingular  Wireless  LLC.  Fortune  is  registered  trademark  of  "fime.  Inc.  Photos  used  with  permission  ol  the  NYSE 
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ere  s  never  been  a 


better  time  for  Charles  Schwab 


The  Schwab  Way 


Now  more  than  ever,  individual 
investors  deserve  a  level  playing  field. 

From  day  one.  over  2^  year-. 
the  Investment  Consultants  of 
Charles  Schwab  cm  Co.  have  been 
driven  by  what's  in  the  best  interest  of 
individual  investors,  not  by  individual 
broker  commissions  or  conflii 
interest.  That  is  our  core,  individual 
investors.  Thev  are  the  central  purpose 
of  what  we  do.  Not  investment 
banking,  individuals. 

And  as  these  mdiv  ulual  investors  grew. 

jrevt  with  them.  We  made  a 
substantial  investment  in  tact-based 
knowledge  —  both  in  the  market  and  in 
our  own  Investment  ( Consultants'  ex(xrtise. 

\\    've grown  from  helping  people 

invest  to  becoming  their  trusted,  expert 
consultant  on  how  they  should  1' 
manage  their  portfolio. 

And  now-  with  Schwab  Private  Client, 
you'll  develop  a  one-on-one  relationship 
with  a  consultant  who'll  otter  the 
expert  advice  you've  always  wanted 
and  the  attention  you  deserve  as  you 
manage  your  portfolio. 

And  it  you're  at  the  point  m  your  lite 
where  you  want  to  turn  some  or  all  ot 
vour  investments  over  to  an  experienced 
advisor,  there's  the  Schwab  Advisor 
Network!"  a  hand  selected  group  of 
professional,  independent  advisors. 

At  Schwab,  we  may  have  evolved 
but  we've  alvvavs  remained  true  to 
our  original  principles. 


THE  PRINCIPLE  OF 

THE  INDIVIDUAL  INVESTOR 

From  day  one,  the  individual  investor 
has  been  at  the  center 
ot  what  we  do.  Every 
investor  is  important  to 
us.  We're  not  focused 
on  investment  banking. 

We  represent  you,  the  individual  investor. 

THE  PRINCIPLE  OF 
FACTS,  NOT  HYPE 


.  e  give  ailv 

f 


We  give  advice  based  on  facts.  We  do  not 
give  so-called  "hot  stock  tips." 
Research  and  tacts  are  the 
foundation  ot  our  advice. 
Ami  now  with  our 
fg  I  jJg/^     Schwab  ( 'enter  lor 
Investment  Research  and  Schwab  Equity 
Ratings™  we  analyze  and  rate  more 
U.S.  slocks  tor  the  individual  investor 
than  any  other  major  brokerage  firm. 

THE  PRINCIPLE  OF 
SELL  AS  WELL  AS  BUY 

Last  vrar  according  toFirst  Call,  less  than 

a    three  percent  of  analysts' 
recommendations  in  the 
marketplace  were  a  "sell."* 
And  at  Charles  Schwab, 
we  don't  believe  that's 
the  way  it  should  be.  With  our 
Schwab  Equity  Ratings,™  we  analyze 
stocks  based  on  quantitative  facts  and 
give  each  one  a  simple  A,  B,  C,  D  or  F 
rating.  And  our  research  is  designed  to 
give  just  as  many  F's  as  we  do  As.  So  now 
there's  a  system  that  helps  you  decide 
what  to  sell  as  well  as  what  to  buy. 


THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

Individual  broker  commissions  can 

undermine  relationships. 
That  may  bias  the  advice 
you're  getting.  Our 
Investment  Consultants' 
compensation  is  based  on 

their  service  to  you  and  assets  at  Schwab, 

not  commissions.  It  always  has  been. 

And  always  will  be. 

THE  PRINCIPLE  OF  OBJECTIVITY 

At  Schwab,  we're  not  focused  on 
investment  banking.  For  example, 

we  make  IPOs  available 
but  we  don't  receive  any 
compensation  for  their 
distribution.  To  us,  it's 
a  potential  conflict  of 
interest.  We  always  strive  to  avoid 
conflicts  of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


To  find  out  more  about  Charles  Schwab's 
full  range  of  investment  services, 
call  1-866-751-3260,  and  you  can  also 
receive  our  complimentary  brochure. 


diaries  schwab 


Call 


1-866-751-3260 


Click 


schwab.com 


Visit 


400  locations  nationwide 


'For  companies  with  U.S.  ticker  symbols.  Schwab  Equity  Ratings™  are  not  currently  available  to  all  clients. 
©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0502-8401).  ADS23342SPD. 
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So  your  financial  adviser  put  25%  of  your  money  into  blue 
chips  like  General  Motors  and  Procter  &  Gamble,  10% 
into  small  companies,  20%  into  European  and  Japanese 
stocks,  20%  into  tech  (Cisco,  Oracle),  12.5%  into  high- 
grade  corporate  bonds  and  12.5%  into  municipals.  This  pot  of  se- 
curities shrank  8%  in  2001.  How  good  was  your  adviser's  guid- 
ance? You  can't  tell  by  simply  comparing  the  result  with  the 
-1 1 .9%  return  on  the  S&P  500  stock  index.  You  need  a  better  bench- 
mark, one  that  matches  the  allocations  your  adviser  made. 

A  good  benchmark  should  be  specified  in  advance  (don't  let  a 
manager  identify  it  after  the  fact),  reasonable  (nothing  linked  to,  say, 
World  Series  results)  and  easily  investable.  Investable  means  that  if 
you  get  fed  up  with  your  adviser  you  can  get  the  benchmark  return 
by  buying  funds  that  mirror  it.  If  your  portfolio  is  split  60/40  be- 
tween stocks  and  bonds,  your  personal  benchmark  should  get  60% 
of  its  weight  from  similar  stocks,  40%  from  similar  bonds. 

Blue  Chips  The  Standard  &  Poor's  500  index  is  the  most  cited 
benchmark,  its  stocks  adding  up  to  70%  of  all  market  value.  It  is 
often  used — incorrectly — to  gauge  a  portfolio  also  containing 
bonds  or  small  caps.  Even  there,  the  S&P  500  has  been  criticized 
for  overweighting  growth  stocks.  "Today's  S&P  is  yesterday's  win- 
ners," says  Pittsburgh  financial  planner  Louis  Stanasolovich.  But 


besides  being  widely  reported,  the  S&P  is 
easily  investable,  as  an  alternative  to  your 
adviser's  picks,  via  mutual  funds  that  track 
it,  such  as  the  Vanguard  500  Index  Fund. 

Small  Companies  Use  the  Russell  2000 
index  of  stocks  with  market  caps  from 
$  147  million  to  $  1 .4  billion.  The  Vanguard 
Small-Cap  Index  Fund  tracks  it  pretty  well. 
The  iShares  Russell  2000  Index  Fund,  a  bas- 
ket of  stocks  traded  on  the  American  Stock 
Exchange,  matches  the  Russell  2000  even 
better.  The  Russell  returned  2.5%  in  2001. 
Foreign  Morgan  Stanley  has  developed 
indexes  breaking  down  the  globe  into  many, 
subcategories.  For  the  developed  world  out- 
side the  U.S.  the  best  one  to  use  is  Morgan 
Stanley's  Europe  Australasia  &  Far  East 
Index,  off  2 1 .3%  in  200 1 .  Vanguard  has  the 
Developed  Markets  Index  Fund;  for  single- 
country  portfolios,  use  one  of  the  many  closed-ends. 

Tech  The  widely  quoted  Nasdaq  Composite  index  is  a  good 
standard.  A  subset  covering  100  large  companies  within  that  index 
is  called  the  Nasdaq  100  and  can  be  bought  as  the  Nasdaq  100 
Index  Tracking  Stock.  It  was  down  33.3%  last  year. 

Taxable  Bonds  The  Lehman  Brothers  Aggregate  Bond  Index 
reflects  a  mix  of  intermediate-term  government  bonds,  invest- 
ment-grade corporates  and  mortgage-backed  securities.  Total  re- 
turn (price  and  interest)  was  8.4%  for  the  12  months.  You  can  buy 
it  via  the  Vanguard  Total  Bond  Market  Index  Fund. 

Munis  A  popular  index  is  the  Lehman  Brothers  Municipal 
Bond  Index,  which  last  year  returned  5. 1%.  This  one  is  not  repli- 
cated in  a  mutual  fund  or  iShare,  but  the  Fidelity  Spartan  Munic- 
ipal Income  Fund  comes  pretty  close. 

To  create  a  custom  benchmark  for  the  hypothetical  allocation 
cited  above,  multiply  25%  by  -1 1.9%  for  the  blue-chip  compo- 
nent, add  10%  times  2.5%  for  the  small  stocks,  and  so  on.  Grand 
total:  -12.1%.  Now  take  away  a  half-point  for  the  cost  of  running 
a  portfolio.  Our  example  from  the  story's  beginning  outperformed 
our  custom  benchmark  by  4.6  percentage  points.  If  your  adviser 
lags  behind  that  adjusted  benchmark  for  several  years,  get  a  new 
money  manager — or  buy  some  index  funds  and  iShares.  F 


How  does  your  adviser's  advice  measure  up?  That's  where  benchmarking  comes  in. 

BY  WILLIAM  P.  BARRETT 
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MONEY      MANAGEMENT      IS      WHAT     WE      DO 


Although   some   would   tell   you   we   also   specialize   in   futures. 


nlike  investment  banks,  Neuberger  Berman  wasn't  created  to  underwrite  stocks.  For  over  60  years, 
e've  specialized  in  one  thing:  managing  money.  Why  is  that  important?  It  means  there  are  no  hidden 
jendas  when  we  buy  or  sell  stocks  for  you.  It  means  there  are  no  distractions,  either:  we  spend  all  our 
Tie  sweating  every  detail  of  your  portfolio,  whether  it's  $500,000  or  $50  million.  And,  mostly,  it  means 
e  can  help  you  realize  your  dreams.  Not  to  mention  your  children's  dreams.  If  you  have  a  minimum  of 
>00,000  to  invest  in  a  customized  portfolio,  and  would  like  a  free  brochure  on  money  management, 
ill  877.232.4859.  Or,  for  more  information  and  a  list  of  our  offices  across  the  country,  visit  us  at  nb.com. 


NEUBERGER    BERMAN 


Private  Asset  Management 


ew 
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C0IT1  I  -Money  management  is  what  we  do"  is  a  service  mark  of  Neuberger  Berman,  LLC.  ©2001 .  All  rights  reserved.  Member  NYSE/NASD/SIPC.  7/01 . 
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What  happens  when  you  sue  your  broker— but  the  broker  goes  bust? 


BY  SETH  LUBOVE 


The  case  of  Miller  &  Schroeder  is  a  cautionary  tale  about 
how  you  shouldn't  leave  everything  up  to  a  financial  ad- 
viser, no  matter  how  smart  he  is,  no  matter  how  well 
he's  delivered  for  you  in  the  past.  Follow  the  old  adage: 
"If  your  mother  tells  you  she  loves  you,  check  it  out." 

Miller  &  Schroeder,  a  Min- 
neapolis-headquartered invest- 
ment firm,  specialized  in  helping 
investors  pull  in  dependable  inter- 
est payments  from  bonds.  The 
clients,  many  of  them  elderly,  had 
done  just  fine  for  a  long  time  on  a 
diet  of  reliable  corporate  and  mu- 
nicipal paper  that  the  firm  fed 
them.  Then  from  1996  to  1999 
Miller  &  Schroeder  peddled  mu- 
nicipal bonds  to  allow  an  outfit 
called  Heritage  Healthcare  to  build 
a  dozen  nursing  homes  focused  on 
Alzheimer's  care. 

e  pitch  resonated  with  clients  getting  on  in  years.  They 
wen  n't  even  spooked  by  the  fact  that  the  series  of  debt  issues  was 
nonr.  red  to  browse  through  the  eye-glazing 

prospectu  Is  those?"' sighs  John  Rohner,  73,  a  retired 

furniture  retai  Rancho  Bernardo,  Calif.  "They're  a  vol- 

ume thick,  ai  k  I  in  every  one  that  you're  taking  a  risk." 

"When  1  tal]  people,  they  didn't  have  a  clue  what 

they  bought,"  sa)  s  rry,  a  Los  Angeles  lawyer  who's  tryii 


)f  banking: 
<aiow  your 
:ustomer. 
Cardinal  rule 
}f  investing: 
<jiow  your 
broker. 


to  get  class  status  for  a  lawsuit  he  brought  against  Miller  & 
Schroeder  on  behalf  of  several  Heritage  investors.  "They  were  com- 
pletely misled.  They  were  told,  'It's  a  muni  bond,  it's  safe,  they're 
going  to  help  old  people  like  you.' " 

Rohner,  who  had  six  years  of  satisfaction  buying  bonds  through 
Miller  &  Schroeder  broker  Mark  Augusta,  says  he  bought 
$200,000  of  the  Heritage  securities,  whose  alluring  8.8% 
yield  was  double  that  of  AAA- rated  munis  at  the  time.  For 
a  top-bracket  taxpayer,  that  was  equivalent  to  as  much  as 
1 2%  on  a  corporate  bond.  "I  had  complete  trust  in  him," 
says  Rohner  of  broker  Augusta.  Rohner  claims  that  Au- 
gusta told  him  Medicare  would  cover  the  patients'  bills,  so 
it  was  as  if  the  government  guaranteed  the  bonds. 

Alas,  the  entire  $144  million  series  of  Heritage  bonds 
defaulted  beginning  in  2000.  Heritage  blamed  low  patient 
reimbursement. 

Whatever  the  reason,  lawsuits  and  arbitration  com- 
plaints were  hurled  at  Miller  &  Schroeder  for  underwrit- 
ing and  flogging  the  bonds.  The  main  sales  push  came 
from  brokers  in  the  Solana  Beach,  Calif,  office.  Miller  &  Schroeder 
also  acted  as  the  market  maker  for  the  thinly  traded  issues.  "The 
Heritage  bond  product  was  created  by  Miller  &  Schroeder  from  in- 
ception through  sale,"  says  Bradd  Milove,  a  lawyer  who  recently 
won  an  $833,000  arbitration  case  against  Augusta  and  the  firm,  or 
what's  left  of  it. 

As  an  indication  of  the  clientele  Miller  &  Schroeder  was  after, 
Milove  unearthed  a  1997  letter  from  the  firm's  Solana  Beach  of- 
fice seeking  the  donor  list  from  the  local  Alzheimer's  Association. 
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ihn  and  Barbara  Rohner  say  they  lost  $200,000. 
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The  letter  promised  that  the  donors  would  "only  be  solicited"  to 
invest  in  Heritage's  Fort  Worth  Alzheimer's  care  facility. 

Getting  any  sizable  restitution,  however,  is  problematic.  After 
selling  off  various  pieces  of  the  firm,  Miller  &  Schroeder  filed  for 
Chapter  7  bankruptcy  in  January.  It  has  said  the  bondholders  were 
sophisticated  types  who  should  have  been  aware  of  the  risks.  "There's 
nothing  more  I  can  do,"  sighs  John  Behnke,  82,  who  hopes  to  get 
back  some  of  the  $85,000  he  says  he  invested  through  the  firm. 

Who  can  the  investors  go  after  now?  Maybe  the  companies 
that  bought  pieces  of  Miller  &  Schroeder  prior  to  the  firm's  bank- 
ruptcy. But  that's  not  so  easy. 

For  instance,  former  Irwin  Jacobs  associate  Dennis  Mathisen 
bought  much  of  Miller  &  Schroeder  and  its  thriving  Indian  casino 
financing  business  last  September  for  $1.6  million  and  the  as- 
sumption of  $  1 3  million  debt,  and  then  simply  changed  the  name 
to  Marshall  Miller  &  Schroeder,  keeping  many  of  the  same  em- 
ployees and  offices.  Smelling  a  shel]  game — and  a  deeper  pocket — 
some  of  the  lawsuits  named  the  successor  firm  as  a  defendant. 

Nice  try.  Arguing  that  it  never  assumed  the  liabilities  of  Miller 
&  Schrc  >eder  and  that  whate\  er  wrongdoing  happened  was  before 
its  acquisition,  the  Marshall  Miller  firm  has  already  convinced  a 
judge  to  remove  it  from  at  least  one  of  the  arbitration  cases  (out 


often  in  which  it's  named). 
Brian  Leonard,  the  bank- 
ruptcy trustee  overseeing 
the  case  in  Minneapolis, 
says  merely  that  he  hasn't 
"reached  any  conclusions 
one  way  or  another"  re- 
garding the  allegations  of 
fraudulent  conveyance, 
and  that  it  may  be  a  "few 
months"  before  he  takes 
any  action. 

Some  larger  investors 
including  three  Heartland 
funds  that  were  forced  into 
liquidation  last  year  after 
losing  $4.8  million,  have 
sued  U.S.  Trust,  the  unit  o 
Charles  Schwab  that  was 
supposed  to  be  overseeing 
the  bonds.  U.S.  Trust  says  it] 
had  no  duty  to  vet  the 
bonds.  Other  investors  are 
going  after  Robert  Kasirer, 
the  Beverly  Hills  promoter 
behind  Heritage,  who  says 
he  was  in  the  dark  about 
the  Heritage  deal's  flaws. 

What  about  targeting 
individual  brokers,  such  as 
Augusta?  Doubtful,  due  to 
their  lack  of  assets.  "Going 
after  brokers  is  generally  an 
exercise  in  futility,"  says  Arthur  Leider,  a  San  Diego  arbitration 
specialist  who  represents  five  elderly  Heritage  investors. 

Augusta,  cited  as  a  top  Heritage  bond  seller,  claims  in  a  court 
filing  that  he,  too,  was  duped.  Now  working  for  U.S.  Bancorp's 
Piper  Jaffray  unit,  he  contends  that  the  bonds  were  "fraudulendy 
misrepresented"  to  him  by  the  firm's  research  department  and 
that  Miller  &  Schroeder's  lawyers  left  him  "twisting  slowly  in  the 
wind"  when  it  came  time  to  defend  his  role  in  the  scandal.  "It's  like 
suing  the  salesman  on  the  floor  for  selling  a  bad  car  from  General 
Motors,"  complains  Augusta's  San  Diego  attorney,  Steven  Green. 
That  argument  apparently  persuaded  a  San  Diego  Superior 
Court  judge,  who  vacated  at  least  one  arbitration  award  against  Au- 
gusta, citing  the  "extrinsic  fraud"  that  Miller  &  Schroeder  com- 
mitted against  him  by  bungling  his  legal  representation. 

This  despite  a  separate  arbitration  complaint  from  the  son  of 
late  Augusta  client  James  Fleshman,  who  charges  that,  even  though 
his  nonagenarian  father  was  declared  physically  and  mentally  in- 
capable of  managing  his  financial  affairs,  Augusta  sold  him  a  series 
of  bum  Heritage  and  corporate  junk  bonds,  resulting  in  losses  of 
$229,000.  Augusta's  lawyer  won't  comment  on  this  particular  case. 
Cardinal  rule  of  banking:  Know  your  customer.  Cardinal  rule 
of  investing:  Know  your  broker. 
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American  Reassurance 


[onsterS  in  the  Closet.  Growth  Stocks  in  Value  Fund  has  outperformed  the  S&P  500  for  one,  three  and 


Diir  value  fund.  Same  thing. 


we  call  it  a  value  fund,  it  is  a  value  fund.  No  drift.  And  no 
rprises  inside.  This  has  let  our  Value  Fund  take  advantage 
past  market  rotations.  Rest  assured,  all  our  value  funds 
e  managed  with  a  consistent,  disciplined  approach.  Using  our 
vn  screening  methodology,  we  identify  stocks  we  believe  to 
•  undervalued  despite  strong  fundamentals.  As  a  result,  our 


five  years,  and  since  its  inception  in  1993.  To  find  out  more, 
ask  your  advisor  or  visit  us  at  americancentury.com.  As  you  get 
older,  you  realize  there  are  no  monsters  in  the  closet.  But  peer 
into  your  mutual 
funds,  and  who 
knows  what  you 
might  confront. 


Duration 

Value  Fund 

S&P 500 

1  Year 

17.96% 

0.21% 

3  Years 

12.56% 

-2.54% 

5  Years 

12.46% 

10.17% 

Life  of  Fund 

14.49% 

(9/V93) 

13.21% 

(9/V93) 

erage  annual  returns  are  as  of  3/31/02. 

tut  performance  may  be  subject  to  substantial  short-term  changes,  due  to  market  volatility  or  other  factors.  For  further  information,  including  current  fund- 

■fbrmance  information,  please  call  us  or  visit  our  Web  site. 

ta  presented  reflect  past  performance  and  are  no  guarantee  that  the  advertised  performance  may  be  repeated  or  consistently  achieved  in  the  future. 

■formance  over  a  longer  period  of  time  is  more  meaningful  than  short-term  performance.  Data  assume  reinvestment  of  all  dividends  and  capital  gains. 

fihnent  returns  and  principal  values  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  Performance  reflects  Investor  Class 

ires.  For  information  about  other  store  classes,  please  consult  the  prospectus. 

I  S&P  500  Iridic  is  a  capitalization-weighted  index  of  500  widely  traded  stocks.  Created  by  Standard  &  Poor's,  it  is  considered  to  represent  the  performance 

he  stock  market  in  general.  It  is  not  an  investment  product  available  for  purchase. 

■us.'  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including  cliarges,  expenses  and  minimums.  Be  sure  to  read  it 

•efully  before  you  invest  or  send  money. 

Kfican  Century  Investment  Services,  Inc.  ©2002  American  Century  Services  Corporation 


American 
Century, 


Investment  Managers 
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Investment  Guide  Advice 


In  March  a  couple  came  to  Claudia  Hill,  owner  of  Tax  Mam 
in  Cupertino,  Calif.,  for  help  with  their  2001  tax  return.  They 
had  sold  a  house  after  living  in  it  for  20  months,  plowing 
their  $200,000  capital  gain  into  a  new  home.  When  Hill  told 
the  couple  they  owed  $60,000  in  federal  and  California  tax  on  the 
gain,  they  were  stunned;  can't  you  roll  it  from  one  house  into  an- 
other? Nope — that  law  changed  in  mid- 1997.  Now  rollovers  are 
dead,  and  up  to  $500,000  in  gains  per  couple  is  tax  free  so  long  as 
you've  lived  in  the  house  for  two  years.  This  couple  sold  four 
months  too  soon. 

Two  lessons  here:  First,  good  advice  is  just  as  vital  for  tax  plan- 
ning as  for  filling  out  a  return.  Second,  if  you  don't  seek  advice,  you 
must  keep  up  with  a  lot  of  changes.  With  the  tax  code  increas- 
ingly in  flux — there  have  been  1 ,  142  changes  in  the  last  five  years, 
according  to  CCH  Inc. — it's  not  surprising  that  the  share  of  tax- 
payers paying  a  pro  to  do  their  returns  is  rising.  It  hit  55%  this 
past  tax  season. 

Need  professional  help?  If  you  are  exercising  stock  op- 
tions, are  caught  in  the  alternative  minimum  tax  or  have 
multiple  investments  in  real  estate  and  partnerships,  you 
most  likely  do.  Likewise  if  you  are  starting  a  business  or  re- 
tiring. Even  getting  married  or  having  kids  (see  story, 
p.  194)  creates  complications  worth  reviewing  with  a  pro. 

But  you  should  be  able  to  handle  your  own  taxes  if: 
your  life  is  stable;  your  income  consists  only  of  salary,  in- 
terest, dividends  and  capital  gains;  and  you  have  a  high 
tolerance  for  senseless  complexity.  Software  such  as  In- 
tuit's  TurboTax  and  H&R  Block's  TaxCut  are  a  big  help. 
Both  alert  you  to  law  changes  and  probe  your  finances 
with  helpful  questions:  Do  you  want  to  report  recapture  of 
a  clean  fuel  vehicle  credit?  Are  your  net  operating  loss  pas- 
sive carryovers  on  your  K-l?  (If  not,  enter  as  a  negative.) 

If  you  seek  out  a  pro,  beware:  In  some  states  almost 
anyone  can  set  up  shop  as  a  tax  preparer.  Stick  with  an  en- 
rolled agent,  certified  public  accountant  or  lawyer.  En- 
rolled agents  are  licensed  by  the  Internal  Revenue  Service 
and  must  either  pass  a  two-day  test  or  have  worked  for  the 
IRS  for  five  years. 

If  you  own  your  own  business,  your  company's  ac- 
counting firm  may  be  ready  to  handle  your  personal  taxes, 
too.  CPAs  bill  at  $50  to  $300  an  hour;  some  charge  a  set  fee 


for  completing  a  tax  return,  based  on  its  complexity.  Either  way,  cut 
the  cost  by  bringing  in  well-organized  financial  records. 

Drag  in  the  heavy  artillery — $350-an-hour  tax  lawyers — wher 
you're  dealing  with  estate  and  other  complex  planning  that  re 
quires  document  drafting.  Don't  assume  your  family  lawyer  know; 
about  taxes;  you  can  graduate  from  Harvard  Law  School  withou 
taking  a  single  tax  course.  An  LLM  in  tax  from  NYU  is  a  good  sign 

The  tax  pro's  fee  is  deductible — sometimes.  The  portion  at 
tributable  to  business  income  is  fully  deductible;  the  rest  goes  inti 
miscellaneous  itemized  deductions,  allowed  only  to  the  exten 
their  total  exceeds  2%  of  adjusted  gross  income.  (Where  the  AM' 
applies,  they  aren't  allowed  at  all.) 

If  you  use  a  pro,  review  your  return;  you're  still  on  the  hook  fo: 
mistakes.  And  even  pros  can  miss  potential  savings:  A  recent  Gen 
eral  Accounting  Office  report  estimated  that  a  million  taxpayer: 
overpaid  because  they  didn't  itemize  their  deductions  when  the 
should  have — even  though  they  had  a  pro  do  their  return. 


Lawyers,  CPAs,  enrolled  agents  and  computer  software  can  all  help 
with  your  taxes.  Which  is  right  for  you?        BY  MATTHEW  SWIBEL 
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ME  ---.  -a  Division  of  American  Honda  Motor  Co..  Inc.  Acura,  CL  and  VTEC  are  trademarks 
- .    :  ^ake  an  intelligent  decision.  Fasten  your  seat  belt. 


troducing  the  6-speed,  260-hp  Acura  CL  Type-S.  A  quick-shifting  6-spd.  manual  transmission.  Wow.  A  powerful 
2-liter  VTEC™  engine.  Sweet.  A  race-inspired  suspension.  Yeah.  And  a  leather-trimmed  interior  with  deeply  bolstered 
ort  seats.  The  CL  Type-S.  (Your  exclamation  goes  here.)  Call  1-800-TO-Acura  or  visit  acura.com.     (fl)^\CLJR^\ 
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Fee-only  life  insurance  advisers  are  a  rare  breed,  but  they 
are  well  worth  the  money.  BY  CARRIE  COOLIDGE 


Life  insurance  comes  in  a  bewildering  array  of  choices. 
For  a  lot  of  people,  simple  term  coverage  will  suffice:  It's 
cheap,  and  you  buy  it  only  when  you  really  need  it  (until 
the  kids  are  out  of  college).  You  can  find  the  best  rates  via 
an  online  service  like  Quotesmith.com  or  AccuQuote. 

But  if  you  are  prosperous  (assets  in  seven  figures)  and  con- 
cerned about  estate  taxes,  it  could  make  sense  to  buy  whole  life, 
a.k.a.  permanent  life.  It  builds  up  a  cash  value  that  can  go  to  you 
in  your  retirement  or  to  your  heirs  at  your  death.  Properly  struc- 
tured, the  policy  will  pay  out  a  death  benefit  that  escapes  both 
estate  tax  and  income  tax.  The  tax  benefits,  although  much  exag- 
gerated by  insurance  salesmen,  are  sometimes  enough  to  over- 
come the  considerable  overhead  costs  (salesmen's  commissions, 
etc.)  of  passing  on  wealth  in  this  fashion. 

Should  you  have  the  time  and  the  willpower  to  school  yourself 
in  the  arcana  of  insurance,  you  can  navigate  this  thicket.  Insur- 
ance agents  are  eager  to  help  you,'  yet  their  goal  is  to  sell  you  the 
most  coverage  possible,  even  if  you  don't  need  so  much.  While 
the  world  is  full  ol  honorable  agents,  remember  they  typically 
pocket  your  first  yen's  premium,  so  the  bigger  the  policy  they  sell 
you,  the  better  for  them. 


That's  why  fee-only  insurance  ad- 
visers exist.  These  savants  are  work- 
ing for  no  one  but  you;  they  don't  sell 
policies  and  thus  receive  no  commis- 
sions. With  most  charging  around 
$250  per  hour,  they  configure  policies 
to  suit  your  particular  needs  and  steer 
you  to  low-cost  insurers  like  Ameritas 
Life  or  TIAA-CREF,  which  eliminates 
sales  commissions.  For  complex  es- 
tate planning,  the  adviser  also  can 
work  with  an  attorney,  accountant  or 
financial  planner. 

Fee-only  life  insurance  advisers 
aren't  numerous.  No  association 
exists  that  represents  the  trade,  mean- 
ing nobody  knows  where  to  find 
them  all.  A  handful  of  them,  however, 
have  national  reputations  and  are 
easy  to  locate.  They  include  J.J.  MacNab  in  Bethesda,  Md. 
(www.deathandtaxes.com),  Glenn  Daily  in  New  York  City  j 
(www.glenndaily.com),  Peter  Katt  in  Mattawan,  Mich. 
(www.peterkatt.com)  and  James  H.  Hunt,  life  insurance  actuary  ) 
for  the  Consumer  Federation  of  America,  in  Washington,  D.C. 
(www.consumerfed.org). 

One  MacNab  client,  a  45-year-old  marketing  executive  with 
two  teenage  children,  had  a  net  worth  of  $10  million.  Agents  had 
been  trying  to  peddle  him  policies  with  $5  million  in  death  ben- 
efits. "That  was  twice  as  much  as  he  really  needed,"  scoffs  MacNab. 
The  agents'  thinking  was  that  he  should  buy  as  much  insurance  as 
he  could  now,  because  that  locks  in  the  price:  Adding  more  in- 
surance later  to  cover  a  growing  estate  means  higher  costs.  Pre- 
miums are  lower  at  45  than  at  55. 

MacNab,  though,  evaluated  all  the  proposals  and  saw  they 
were  burdened  with  high  internal  fees  and  surrender  penalties. 
Next  she  looked  at  other  estate  planning  options.  She  concluded 
that  the  executive  could  get  by  with  $3  million  of  coverage  and  | 
helped  him  set  up  trusts  to  hold  the  policies  for  his  children.  Pre- 
miums are  paid  through  tax-free  gifts  to  the  trust.  "Insurance  is  ex- 
pensive, so  you  should  do  everything  else  first,"  she  says.  F 
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Your  investments  are  truly  measured  by  the  dividends  they  pay  for  others. 


ughter  graduates 
rom  grad  school 


daughter  gets 
first  job  offer 


run  my  first 
5K 


daughter  accepted 
to  grad  school 


daughter 
graduates 


no  tuition 
bill 


honored 


by  children's 
foundation 


make  CFO 


'aughter  accepted 

to  first-choice 

college 


start  grease  fire  in 
cooking  class 


saw  doctor; 
cholesterol  high 


knee 
surgery 


get  daughter's 
credit  card  bill 


daughter's 
first-semester  grades 


MARSICO 

FUNDS- 

helping  you  appreciate  life 


In  many  ways,  we  at  Marsico  Funds  feel  the  same  way  you  do  about  investing.  For 
you  and  for  us,  investing  is  not  an  end  in  itself  but  an  important  means  of  achieving 
the  things  that  matter  in  life.  That's  why  we  invest  in  the  Marsico  Funds  alongside  our 
shareholders.  Because  all  of  us  have  hopes  and  dreams  that  are  worth  achieving. 
For  more  complete  information  regarding  Marsico  Funds,  including  fees  and  expenses,  call 
888-860-8686  or  visit  marsicofunds.com/or  a  prospectus.  Please  read  it  carefully  before 
investing.  Mutual  fund  investing  involves  risks,  including  the  possible  loss  of  principal. 


©2002  Marsico  Capitol  Management,  LLC.     Sunstone  Distribution  Services,  LLC,  Distributor 
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of  real-time  information.  So  they  can  act  swiftly  and  decisively,  before  that  information  gets 
irthrop  Grumman  is  also  moving  beyond,  digitizing  the  battlespace,  delivering  interoperable  sys 


vport    News 


Wrv 


H* 


JtiLt 


Htf 


can  respond  to  a  spectrum  of  threats,  whether  they  exist  in  the  air,  on  the  surface  or  in  cyberspace, 
hrop  Grumman.  Ensuring  information  superiority  and  battlespace  dominance  in  every  realm  of  future  warfare. 

NORTHROP  GRUMMAN    Defining   the    futur  e* 


www.northropgrumman.com 
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Investment  Guide  Investing  for  Kids 


tAXTObs 

Having  kids  makes  life— and  taxes— far  more  complicated.  Here's  help  for  frazzled  families. 

BYASHLEAEBELING 


When  Reed  and  Jenny  Kaltenbach  of  Shelbyville, 
Tex.  adopted  Kyle  in  1999,  they  got  a  federal  tax 
credit  for  adoption  expenses.  Last  year  they  were 
about  to  adopt  Kyle's  brother  when  his  birth 
mother  disappeared,  leaving  them  out  $9,000  in  expenses. 

Does  the  adoption  credit  cover  the  cost  of  failed  adoptions? 
Someone  answering  the  Internal  Revenue  Service  hot  line  told 
them  it  didn't.  Their  accountant  didn't  know  the  answer.  Finally, 
the  Kaltenbachs  found  in  IRS  Publication  968  an  example  in  which 
the  credit  applies  in  a  case  like  theirs.  They  claimed  a  $5,000  credit 
for  the  failed  attempt. 

"You  have  to  watch  out  for  yourself  and  your  family,"  says 
Reed.  "The  code  is  so  labyrinthine  that  anybody  could  mess  up." 
In  fact,  the  Kaltenbachs'  accountant  started  preparing  a  depen- 
dent care  credit  form  for  Kyle's  day  care,  only  to  realize  that  they 
didn't  qualify,  since  Reed  is  a  stay-at-home  dad. 

Life  gets  much  more  complicated  when  you  have  kids.  Espe- 
cially at  tax  time. 

The  problem  is  this:  Politicians  are  always  falling  all  over 
themselves  to  hand  out  goodies  to  families,  while  looking  for 
ways  to  minimize  the  cost  by  imposing  quirky  limits  and  phase- 
outs  (see  chart,  p.  198).  There  are  no  fewer  than  seven  separate  tax 
breaks  for  college  costs,  six  added  since  1996.  But  a  hodgepodge 
of  income  phaseouts  deny  some  of  the  breaks  to  better-off  fam- 
ilies. To  make  matters  worse,  each  new  tax  break  has  its  own  spe- 
cial  definitions  and  gotchas.  What's  a  child?  The  tax  code  has  five 
different  answers. 


Consider  a  family  with  an  adjusted  gross  income  of  $120,000, 
an  18-year-old  college  freshman  and  a  13-year-old.  They  earn  too 
much  to  claim  a  $1,500  Hope  college  credit  but  can  deduct  $3,000 
in  college  costs.  They  get  a  $3,000  dependent  exemption  for  each 
kid,  but  the  18-year-old  is  too  old  to  qualify  for  the  $600  child  tax 
credit  and  $500  of  the  credit  for  his  sibling  is  snatched  away  because 
the  family  income  is  too  high. 

It  gets  even  more  bizarre  for  divorced  parents.  Unless  they  agree 
otherwise,  the  parent  who  has  custody  gets  to  claim  the  exemption 
and  child  credit.  Fair  enough.  But  in  an  April  decision  (Rogers  v. 
IRS),  a  Tax  Court  judge  ruled  that  neither  of  two  feuding  parents 
could  claim  the  exemption  or  child  credit  because  they  had  joint 
custody  and  their  child  appeared  to  spend  equal  time  with  each. 
Result:  If  you  have  joint  custody,  you  must  agree  who  will  claim  the 
child  each  year.  The  parent  who  is  not  claiming  die  child  should  fill 
out  a  Form  8332  (mark  "current  year  only")  and  give  it  to  the 
other  parent  to  file  with  his  tax  return. 

Here's  a  guide  to  tax  breaks,  cradle  through  college. 

IT'S  AN  EXEMPTION! 

New  parents  need  to  study  up  on  the  child  dependent  exemption 
and  the  child  tax  credit,  which  was  introduced  in  1997.  They  have 
different  age  limits  and  income  phaseouts.  Only  children  under 
17  are  eligible  for  the  $600-per-child  credit.  As  a  credit,  it  reduces 
your  tax  bill  direcdy,  as  opposed  to  your  taxable  income.  Beginning 
at  $1 10,000  of  adjusted  gross  income  for  a  couple,  you  lose  $50  of 
credit  tor  each  extra  $1,000  you  earn,  a  5-percentage-point  addi- 
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In  the  global  energy  business,  the  challenges  are  big,  so  good  ideas  have  to  be 
even  bigger.  At  Conoco,  we  pride  ourselves  on  our  ability  to  push  our  innovations 
beyond  the  limitations  that  stop  most  companies.  For  instance,  we  were  the  first 
to  launch  an  ultra-deepwater  drillship  capable  of  exploring  in  water  up  to  10,000 
feet  deep  -  an  achievement  once  thought  impossible.  We  converted  our  entire  fleet 
to  double-hulled  tankers,  15  years  ahead  of  government  requirements.  And  Conoco 
has  developed  its  own  supercomputer  which  is  one  of  the  most  powerful  in  the 
world.  Conoco  was  the  first  Western  company  to  develop  a  new  oil  field  in  Russia 
and  looks  forv/ard  to  even  more  success  there.  To  learn  more  about  thinking 
big,  log  on  to  conoco.com. 


conoco 


Think  big.  Move  fast. 


0  Conoco  Inc..  2002  All  rights  reserved. 
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S    AND    DON'TS 


Child  Care  Breaks 


• 
x 
• 
x 
• 

X 

• 

X 


Sitter  while  you  work  or  job  hunt 
Sitter  while  you  volunteer  or  dine  out 
Day  camp 
Sleep-away  camp 
Nursery  school  and  kindergarten 
Tuition  for  first  grade  and  up 
Cook  or  maid  doubling  as  sitter 
Chauffeur,  bartender  or  gardener  as  sitter 


tion  to  your  marginal  rate.  With  two  eligible  children,  the  credit  is 
phased  out  at  $133,001;  with  four  children,  at  $157,001. 

If  you're  in  the  phaseout  range,  try  to  cut  your  AGI,  suggests 
San  Diego  CPA  Ginita  Wall.  Consider  selling  losing  stocks  and  tak- 
ing a  $3,000  loss  (the  most  you  can  claim  per  year  against  ordinary 
income);  increasing  your  401  (k)  contributions;  using  a  pretax  de- 
pendent care  account  (see  Child  Care  Help,  below);  and  putting 
$3,000  into  a  deductible  IRA.  A  stay-at-home  spouse  can  open  a 
$3,000  deductible  IRA 
with  family  income  of  up 
to  $150,000. 

The  dependent  ex- 
emption— which  knocks 
$3,000  per  kid  off  your 
taxable  income — is  avail- 
able for  children  under  19, 
or  under  24  for  full-time 
students.  There's  no  age 
limit  for  disabled  children. 
If  a  couple  files  jointly, 
their  dependent  exemp- 
tions, as  well  as  their  own 
personal  exemptions,  start 
phasing  out  at  an  AGI  of 
$206,000  and  are  elimi- 
nated at  $328,500.  For 
each  $2,500  their  income 
grows,  they  lose  2%  of  all 

their  exemptions,  so  big  families  are  in  higher  marginal  tax  brack- 
ets. (And  the  politicians  claim  in  their  press  releases  that  they  are 
pro-family?)  Couples  earning  less  than  $206,000  can  also  lose  their 
exemptions  if  other  factors — such  as  high  state  and  local  tax  de- 
ductions— push  them  into  the  alternative  minimum  tax. 

ADOPTION  AID 

Good  news  for  adoptive  parents:  The  $5,000  credit  for  adoption  ex- 
penses, introduced  in  1997,  goes  up  to  $10,000  for  2002.  You  can 
carry  over  any  unused  credit  for  up  to  five  years.  Starting  in  2003, 
if  you  adopt  a  special  needs  child,  you  qualify  automatically  for 
the  credit,  even  if  you  don't  incur  $10,000  in  expenses.  The  in- 
come limits  for  taking  the  credit  have  risen,  too.  For  a  couple  filing 
joindy,  it  now  begins  to  phase  out  when  AGI  reaches  $  1 50,000;  tax- 
payers earning  more  than  $190,000  get  no  credit. 

CHILD  CARE  HELP 

Find  out  if  your  employer  offers  a  pretax  dependent  care  account. 
If  so,  you  can  divert  up  to  $5,000  per  year  from  your  pretax  salary 
to  pay  child  care  costs.  If  your  combined  federal/state  marginal  tax 
rate  is  40%,  that's  $2,000  saved.  Sorry,  if  you  and  your  spouse  both 
work  for  employers  who  offer  these  accounts,  the  combined  set- 
aside  can't  exceed  $5,000. 

Alternatively,  there's  the  child  and  dependent  care  credit.  Fam- 
ilies with  $28,000  or  more  of  income  get  a  20%  credit  against  a 
maximum  of  $4,800  of  expenses  ($2,400  if  there's  only  one  child), 
saving  at  most  $960.  The  result  is  that  most  families  do  better  with 


a  pretax  account  than  with  the  credit. 

The  definition  of  eligible  child  care  expenses,  for  either  the  ac- 
count or  the  credit,  is  the  same.  Both  spouses  must  be  employed, 
unless  one  is  disabled  or  a  full-time  student.  "If  you  want  to  go  to 
the  gym  every  day  and  pay  someone  to  take  care  of  your  kid,  that 
doesn't  qualify,"  says  Boston  CPA  Norman  Posner. 

If  your  expenses  exceed  the  amount  in  your  pretax  account, 
you  can  claim  the  credit  for  the  balance,  up  to  the  credit's  limit. 
That  becomes  significant  in  2003,  when  the  ex- 
penses eligible  for  the  child  care  credit  rise  to 
$6,000  for  two  children,  but  the  maximum  pretax 
dependent  care  account  stays  at  $5,000.  You  can 
put  $5,000  in  the  pretax  account  and  then  claim  a 
20%  credit  for  an  additional  $1,000  in  expenses— 
but  not  for  the  same  bills.  Warning:  You  can't  re- 
cover unspent  money  from  your  pretax  account 
or  carry  it  over  to  the  next  year.  If  you're  unsure 
how  high  your  bills  will  be,  put  less  in  the  account 
and  claim  more  of  the  credit. 


SAVINGS  BREAKS 

New  Yorkers  Vincent  and  Christine  Montagna  had 
a  baby,  Christian,  last  August.  As  chief  executive  of 
Tiburon  Asset  Management,  a  hedge  fund,  Vincent 
earns  too  much  for  them  to  claim  most  child  tax 
breaks.  But  Rocco  Carriero,  a  Hauppauge,  NY.  fi- 
nancial adviser,  helped  them  use  three  tax-favored 
savings  techniques  for  Christian — an  education 
savings  account,  a  529  college  savings  plan  and  an  old-fashioned 
custodial  account.  "We  figured  we'd  start  saving  as  soon  as  he  was 
old  enough  to  breathe,"  says  Vincent.  This  year,  they're  putting 
$22,000  in  the  accounts.  (Each  parent  can  give  Christian  $1 1,000 
this  year  without  worrying  about  gift  taxes.) 

You  can  put  a  maximum  of  $2,000  per  child  in  an  education 
savings  account,  where  it  grows  tax  free  so  long  as  it's  used  to  pay 
for  education — even  private  school  or  tutoring.  (Tax  goodies  are 
now  named  after  politicians;  in  IRS  publications  this  is  called  a 
"Coverdell"  account.)  You  must  empty  the  account  by  the  time 
the  child  is  30.  Supposedly,  families  earning  more  than  $220,000 
can't  contribute.  But  you  can  give  a  relative  who  earns  less  the 
$2,000,  and  he  can  open  the  account. 

You  can  put  far  more  in  a  529,  which  has  no  income  limits.  Its 
earnings  are  also  tax  free,  so  long  as  they're  used  for  college  or 
graduate  school  expenses.  (Foraguide  to  picking  a  plan,  seep.  200.) 
What  about  custodial  accounts?  These  are  also  known  as  UTMA 
or  UGMA  accounts,  for  the  state  laws  allowing  them.  For  children 
under  14,  the  "kiddie  tax"  limits  their  benefits:  The  first  $750  of  in- 
vestment income  isn't  taxed,  the  next  $750  is  taxed  at  a  10%  rate 
and  the  rest  is  taxed  at  the  parents'  rate.  But  upper-income  folks  can 
still  save  perhaps  $500  a  year  in  state  and  federal  taxes.  And  be- 
ginning at  age  14,  all  earnings  are  taxed  at  the  child's  lower  rate. 

As  custodian,  you  can  use  the  account  to  pay  for  any  of  the 
child's  expenses  that  aren't  basic  support — say,  summer  camp  or 
riding  lessons.  The  downside  is  once  the  child  reaches  18  to  21 
(the  age  depends  on  the  state)  he  gets  control  of  the  money. 
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Dependable  technology  builds  confidence. 


When  you  set  out  to  conquer  e-business  challenges,  success  or  failure  often  hinges 
on  your  technology  partner.  Consider  the  partner  that  4  out  of  5  FORTUNE  500* 
companies  already  trust:  Sterling  Commerce.  With  a  25-year  track  record  of 
helping  businesses  successfully  improve  performance  and  operating  metrics, 
no  partner  is  more  dependable  or  more  knowledgeable. 

Integrating  existing  processes?  Developing  new  ones?  Building  entire  electronic 
trading  communities?  Look  to  us  for  dependable  software  and  services. 
It's  all  a  matter  of  confidence. 


J  sterling  commerce 


B2B  done  dependably 
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Congress  Keeps  creating  more  tax  breaks  for  children  but  yanks  r 


Congress  Keeps  creating  more  tax  breaks  for  children  but  yanks  many  away  from  higher-income  families.  This  table  shows  the 
income  levels  at  which  benefits  are  reduced  in  2002;  the  color  fades  out  as  the  tax  benefits  do.  Some  numbers  change  next  yeail 


Education  savings 


529  college  savings  plan  (earnings  in  account  are  tax  free  if  used  for  college;  states  set  maximum  in  account,  some  over  $25C 


College  years 


Hope  Scholarship  credit  (up  to  $1,500  nonrefundable  credit  per  student  for  higher  education  expenses)5 


Lifetime  Learning  credit  (up  to  $1,000  nonrefundable  credit  for  higher  education  expenses)6 


College  tuition  deduction  (up  to  $3,000  above-the-line  deduction  for  higher  education  expenses)7 


Student  loan  interest  deduction  (up  to  $2,500  above-the-line  deduction  for  interest  on  higher  education  loan) 


U.S.  Savings  Bond  interest  excluded  from  income  when  bonds  are  redeemed  to  pay  college  expenses 


150 


198      P   o   R    li    I    s  .   [un< 


200 


300 

Head  of  household 
Married 


350 

Phase-out  area 
Phase-out  area 


'Unused  portion  of  credit  may  be  carried  forward  for  five  years.  Refundable  in  the 
amount  that  is  greater:  either  10%  of  earned  income  over  $10,350,  or  if  you  have  three 
or  more  creditworthy  children,  the  excess  of  your  Social  Security  taxes  over  your  earned 
income  tax  credit  'Denied  if  certain  investment  income  exceeds  $2,550.  'Credit  is  lim- 
ited or  eliminated  if  you  use  a  dependent  care  account.  Available  for  only  the  first  two 
years  of  college.  6Can't  be  taken  for  same  student  as  Hope  Scholarship  credit.  'Can't  be 
taken  for  same  student  as  Hope  or  Lifetime  Learning  credit. 
Sources:  CCH  US  Master  Tax  Guide:  ft/A  Federal  Tax  Handbook. 


COLLEGE  CRUNCH 

College  brings  yet  another  set  of  tax  breaks.  The  Hope  and  Lifetime 
Learning  credits  debuted  in  1997.  The  Hope  covers  only  the  first 
two  years  of  college.  It  pays  100%  of  the  first  $1,000  in  expenses, 
and  50%  of  the  second  $  1 ,000 — for  a  maximum  $  1 ,500  off  your 
taxes.  The  Lifetime  credit  can  be  used  at  any  time,  even  by  a  par- 
ent going  back  to  school.  This  year  it  equals  20%  of  the  first  $5,000 
in  tuition,  or  $1,000.  In  2003  it  goes  to  20%  of  the  first  $10,000,  for 
a  maximum  $2,000  credit.  Couples  with  AGI  of  more  than  $82,000 
start  losing  the  credits.  If  you  earn  somewhat  more,  there's  an- 
other option,  this  one  available  only  through  2005  and  at  income 
up  to  $130,000:  You  can  deduct  up  to  $3,000  in  college  costs. 

And  there's  one  more  income-limited  break.  When  you  re- 
deem U.S.  Savings  Bonds  to  pay  college  bills,  you  aren't  taxed  on 
the  bond  interest — provided,  that  is,  your  income  is  below  yet  an- 
other phaseout,  beginning  at  $86,400  for  a  couple. 

How  many  breaks  can  you  get  at  once?  You  can  claim  as  many 
Hope  credits  as  you  have  qualifying  children.  But  you  can't  claim 
more  than  one  Lifetime  credit  a  year.  (No,  married  people  can't  get 
around  this  by  filing  separately.)  Also,  you  can't  claim  a  credit  and 
the  tuition  deduction  for  the  same  child.  Say  you  have  a  college 
freshman  and  twins  who  are  college  seniors.  You  can  claim  the 
Hope  credit  for  the  freshman,  the  Lifetime  credit  for  one  twin  and 
the  deduction  for  the  other  twin.  Any  expenses  you  pay  from  a 
529  or  education  savings  account  or  with  Savings  Bonds  can't  be 
counted  toward  an  education  credit  or  deduction.  But  other  ex- 
penses can  be  used  to  claim  one  of  those  breaks  for  the  same  child. 

EMANCIPATION 

If  your  income  is  too  high  to  take  advantage  of  most  kiddie  breaks, 
consider  kicking  your  college  kids  off  your  tax  return  by  making 
them  financially  independent.  That  way,  they  can  claim  the  college 
credits  and/or  personal  exemptions  themselves.  This  is  trickier 
than  it  sounds,  because  you  have  to  make  sure  the  kids  pay  more 
than  half  of  their  own  basic  support. 

Valerie  Merritt,  a  Pasadena,  Calif,  estate  lawyer,  set  up  custodial 
accounts  for  her  two  children.  When  they  turned  18  she  had  them 
start  claiming  their  own  personal  exemptions,  which  would  have 
been  phased  out  on  their  parents'  returns.  This  worked  because 
money  from  the  accounts,  plus  salary  from  their  summer  jobs, 
paid  more  than  half  the  kids'  living  expenses. 

Alternatively,  you  can  give  the  children  some  highly  appreciated 
stock  and  they  can  sell  it  at  a  long-term  capital  gains  rate  as  low  as 
10%,  or  8%  if  the  stock  has  been  in  the  family  more  than  five  years. 
That  way  they  can  pay  tuition,  too,  and  claim  a  Hope  or  Lifetime 
Learning  credit. 

THE  FAMILY  DEBT 

One  last  issue:  If  you  take  out  college  loans,  in  whose  name  should 
they  be,  the  parents'  or  the  student's?  The  law  allows  you  to  deduct 
up  to  $2,500  a  year  in  student  loan  interest,  but  the  benefit  begins 
to  phase  out  at  AGI  of  $50,000  for  singles  and  $100,000  for  a  cou- 
ple. You  can  split  the  loans,  and  both  claim  deductions.  If  you  earn 
too  much  to  qualify,  let  the  child  take  the  loans.  You  can  always  give 
him  money  to  cover  the  payments.  F 
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What  should  you  put  in  a  tax-free  529  college  savings  plan?  The  answer  may  surprise  you. 

BYIRACARNAHAN 


Picking  the  right  tax-free  state  college  savings  plan  can  be 
almost  as  daunting  as  picking  the  right  college.  At  last 
count,  46  states  sponsored  one  of  these  plans,  most  run 
by  financial  services  companies  and  open  to  residents  of 
all  states. 

Each  plan  has  its  own  set  of  fees,  investments  and  rules.  But  all 
share  a  powerful  attraction:  Under  Section  529  of  the  tax  code, 
money  put  in  them  grows  tax-deferred  and  can  be  withdrawn  fed- 
erally tax  free  so  long  as  it's  used  to  pay  college  costs. 


The  529  plans  also  have  two  unusual  estate/gift  tax  advantages 
of  particular  interest  to  grandparents.  First:  Money  contributed  to 
a  529  is  out  of  your  estate.  But  so  long  as  you're  listed  as  the  owner, 
you  can  still  take  it  back  if  you  need  it,  by  paying  taxes  at  your  or- 
dinary income  tax  rate,  plus  a  10%  penally,  on  the  earnings  you 
withdraw.  Second:  Normally  you  can't  give  another  person  more 
than  $  1 1 ,000  a  year  without  its  counting  against  your  $  1  million  life- 
time exemption  from  gift  and  estate  taxes.  But  you  can  stash  $55,000 
at  once  in  a  529  and  count  it  as  five  years'  worth  of  $1 1,000  gifts. 


What  s  the  best  state  plan?  Tt  depends  what  you  re  buying. 

Here  are  some  attractive  offerings  open  to  residents  of  any  state.  None  carries  any  loads. 


State/Web  site 

BONDS  ONLY 

New  Mexico  (tepnm.com) 

STOCKS  ONLY 

Utah  (uesp.org) 

Michigan  (misaves.com) 


Offering 


State  Street  Global  Advisors  bond  funds 


Vanguard  500  Index  fund 
TIAA-CREF  stock  funds 

STOCKS  AND  BONDS  (you  pick  allocation) 

Alaska  (uacollegesavings.com)  T.  Rowe  Price  stock  and  bond  funds 

STOCKS  AND  BONDS  (age-based  allocation) 

Utah  (uesp.org)  Vanguard  stock  and  bond  index  funds 

Iowa  (collegesavingsiowa.com)  Vanguard  stock  and  bond  index  funds 

New  York  (nysaves.org) 

CERTIFICATES  OF  DEPOSIT 

Arizona 

(arizona.collegesavings.com) 

Montana  CollegeSure  CD 

(montana.collegcs.-ivings.com) 

GUARANTEED  OF, 

10  states  (tiaacref.org)  Guaranteed  Option  from  TIAA-CREF 


TIAA-CREF  stock,  bond  and  money  funds 
CollegeSure  CD 


Annual  expense 
as  %  of  assets 


0.79% 

0.28 
0.65 

0.32-1.06 

0.28-0.30 
0.65 
0.65 


Comments 


■ 


Mostly  intermediate  bonds,  some  high-yield1 

Requires  withdrawals  by  time  student  is  27* 
Minnesota,  Missouri  offer  similar  option3 

Lower  cost  is  for  ACT  Portfolio  of  index  funds 

Can  choose  conservative  or  aggressive  allocation2 
Offers  choice  of  four  levels  of  aggressiveness4 
Michigan,  Minnesota,  Missouri  offer  similar  option3 

Minimum  rate  of  4%,  indexed  to  college  costs 
Minimum  rate  of  4%,  indexed  to  college  costs6 


Minimum  rate  of  3%,  additional  earnings  possible 


'NM  residents  get  unlimited         ■.  deduction  :;UT  couples  get  $2,820  state  deduction.  3MI  couples  get  $10,000  and  MO  couples  get  $16,000  state  deduction. 
4IA  couples  get  $4,360  stan  ictioi      N\  couples  get  $10,000  state  deduction.  6MT  couples  get  $6,000  state  deduction. 
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YOU  ARE  A  MICROSCOPIC  SPECK  IN  THE  UNIVERSE 

YOU  MIGHT  AS  WELL  BE 
A  MICROSCOPIC  SPECK  WITH  MORE  POWER. 


power  than  ever.  Advanced  Vortec    engines  are  among  the  most  powerful  V8s 


in  their  class.  With  Autotrac    tour-wheel  drive,  you  can  use  all  this  power  to  go  way  out  there,  take  in  the 


awe-inspiring  vastness  and  realize  that,  with  your  powerful  new  Tahoe,  your  position  in  the  world  has  just 


risen  slightly.  Hie  Chevy  Tahoe.  It's  nowhere  near  anything.  Call  800-950-2438  or  visit  chevy.com/tahoe 


TA  HOE 


LIKE  A  ROCK 
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Check  if  you  get  a  deduction  for  contributing  to 
your  own  state's  college  savings  plan. 

To  get  more  tax  savings,  treat  a  529  as  part  of 
your  total  portfolio  and  put  taxable  bonds  in  it. 

Watch  out  for  big  fees.  Many  broker-sold  plans 
charge  high  loads  and  annual  expenses. 

Before  funding  a  529  plan,  make  sure  you 
aren't  likely  to  qualify  for  college  financial  aid. 


With  tax  breaks  like  these,  if  a  family  isn't  likely  to  qualify  for  col- 
lege financial  aid  (see  box,  p.  204),  deciding  to  invest  in  a  529  is  easy. 

Far  more  difficult,  however,  is  figuring  out  which  plan  to  use  ■ 
and  what  to  put  in  it.  Until  late  last  year  this  was  mostly  a  one- 
time decision — once  you  picked  an  investment  option  for  a  529 
plan  you  were  pretty  much  stuck  with  it,  unless  you  were  willing 
to  engage  in  some  fancy  maneuvers,  such  as  switching  beneficia- 
ries while  rolling  the  account  from  one  state  plan  to  another.  But 
Congress  and  the  IRS  have  loosened  the  rules,  and  now  you  can 
adjust  your  investment  allocation  once  a  year,  without  changing 
the  named  beneficiary 
or  the  state. 

That,  combined  with 
an  explosion  of  invest- 
ment choices  within 
529s,  gives  parents  and 
grandparents  an  oppor- 
tunity to  treat  their  529 
holdings  as  part  of  their 
total  portfolio — and  to 
squeeze  more  tax  bene- 
fits from  them.  Con- 
sider: The  most  popu- 
lar option  among  529 
investors  is  an  "age- 
based"  portfolio  that 
mechanically      shifts 

asset  allocation  from  mostly  stocks  to  mostly  bonds  as  a  child  ap- 
proaches college  age.  But  many  families  can  wring  even  more 
tax  savings  from  a  529  by  investing  it  all  along  in  taxable  bonds — 
whose  interest  would  otherwise  be  taxed  at  a  federal  rate  of  up 
to  40%  (including  the  effect  of  an  itemized  deduction  claw- 
back) — and  holding  index  funds  or  individual  stocks  in  their 
taxable  accounts,  says  Yale  School  of  Management  professor 
Matthew  Spiegel. 

Here,  then,  is  a  step-by-step  approach  to  evaluating  your  529 
options. 

LOOK  AT  HOME,  FIRST 

About  half  the  states  offer  residents  an  income  tax  deduction  for 
contributions  to  their  home  state  plan. 

In  high-tax  states  the  savings  can  be  significant.  New  Mexico, 
with  a  top  state  rate  of  8.2%,  allows  an  unlimited  deduction.  A  New 
York  City  couple  can  deduct  up  to  $10,000  a  year,  saving  as  much 
as  $1,050  in  tax.  More  typically,  the  state  deduction  is  capped  at 
$2,000.  Virginia  has  a  bizarre  loophole:  Residents  can  deduct  up  to 
$2,000  a  year  per  a<  count,  but  the  state  allows  a  couple  to  open 
dozens  of  accounts. 

Here's  the  kej  iu  live:  You  can  open  plans  in  as  many 

states  as  you  wish,  for  the  vei  same  child.  So  don't  contribute  any 
more  to  your  state's  plai  i  are  permitted  to  deduct  without 

first  comparing  it  with  lans  in  other  states.  The  table  on  page  200 
highlights  some  atti  ee  plans  for  different  investment 

preferences. 

Opening  a  plan  in  a  r  even  a  third  state  does  more 


than  just  give  you  extra  investment  choices.  It  also  allows  you  greatei 
freedom  to  change  investments.  Under  federal  law  you  can  reallo- 
cate within  a  single  529  plan  just  once  a  year.  With  multiple  529s; 
you  get  to  make  multiple  adjustments.  And  should  you  want  tc 
withdraw  funds  for  a  purpose  other  than  college,  you  can  take  frorr 
the  plan  with  the  smallest  earnings,  thus  minimizing  your  tax  ano 
penalty  hit. 

What  if  your  state  grants  a  big  deduction  for  contributing  to  it; 
plan,  but  you  don't  like  its  investment  options?  You  may  be  able  tc 
contribute  to  the  plan,  claim  the  deduction,  then  roll  the  funds  intc 
another  plan,  says  New  York  CPA  Joseph  Hurley 
who  runs  www.savingforcoUege.com  and  ha; 
written  a  book  on  529s.  But  check  to  make  sure 
your  state  doesn't  "recapture"  deductions  fol: 
lowing  such  a  rollover;  several  states,  including 
New  York  and  Virginia,  do,  and  more  might  i) 
this  ploy  catches  on. 

Nearly  all  states  let  residents  make  tax-free 
withdrawals  for  college  from  their  own  plans 
but  eight,  by  Hurley's  count,  tax  college  with- 
drawals from  other  states'  plans.  That's  not  as 
bad  as  it  sounds,  since  the  tax  will  typically  be 
at  the  child's  rate.  And  usually  you  can  dodge 
the  tax  by  rolling  over  from  the  other  state'; 
plan  to  your  own  just  before  you  start  making 
withdrawals,  says  Hurley. 


STUDY  FEES  CLOSELY 

If  you're  not  careful,  much  of  what  you  save  in  taxes  could  go  to  pay 
fees  and  mutual  fund  loads.  Hurley  predicts  that  more  than  two 
thirds  of  the  $25  billion  flowing  into  plans  this  year  will  come 
through  commissioned  salesmen.  Even  TIAA-CREF,  which  runs  1 
states'  no-load  plans,  is  preparing  a  broker-sold  version. 

How  high  can  these  charges  go?  West  Virginia's  Smart  529,  rur. 
by  Hartford  Life,  offers  a  front-end  load  of  5.5%  and  annual  ex- 
penses of  1.46%,  or  no  load  and  an  annual  2.15%  expense.  Ari- 
zona's InvestEd  plan,  run  by  Waddell  &  Reed,  gives  you  three 
choices,  all  pricey:  One  is  a  front-end  load  of  5.75%  and  annua 
expenses  of  1.70%  to  1.83%. 

If  you  are  going  out  of  state  (see  above),  consider  instead  the 
Utah  plan,  which  uses  Vanguard  funds.  You  pay  no  load  and  ex- 
penses of  just  0.28%  to  0.30%  a  year. 

GO  FOR  FLEXIBILITY 

Look  for  a  plan  that  won't  penalize  you  if  you  switch  to  anothei 
state.  You  want  this  flexibility  in  case  the  plan  you're  invested  ir 
jacks  up  fees  or  switches  investment  managers  or  you  discover  < 
plan  you  like  better.  Unless  you  have  claimed  a  state  deductior 
that's  being  recaptured,  you  can  normally  roll  over  your  funds  tc 
another  state  for  a  $25  to  $75  administrative  exit  fee.  Nasty  excep- 
tion: Pennsylvania  slaps  its  2.8%  income  tax  on  the  earnings  of  res- 
idents who  roll  from  one  state  plan  to  another. 

You  might  also  want  to  look  for  plans  that  won't  force  you  tc 
withdraw  529  funds  within  a  fixed  period  after  a  student  finishe; 
high  school.  Why?  You  may  want  to  use  other  assets  first.  Some 
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Build  Your 

Business  on 
the  Power 
of  NYC. 


Take  advantage  of  all  that  New  York  City 
has  to  offer  your  business: 

•  Affordable  office  space  and  cost-saving  incentives. 

•  The  most  productive  and  skilled  work  force  in  the  country. 

•  Enhanced  tax  incentives. 

•  More  potential  clients  and  customers  than  any  other  U.S.  city. 

•  The  nation's  largest  international  travel  hub. 

The  specialists  at  the  New  York  City  Economic  Development 

Corporation  are  ready  to  provide  you  with  free  information  on 
site  selection,  financing  options,  enhanced  tax  incentives  and 
energy  discounts. 


it        ■  New  York  City 

V   ^H  Economic  Development 
I  Corporation 

New  York  City.  Where  Business  Happens. 


Michael  R.  Bloomberg,  Mayor 
Andrew  M.  Alper,  President 


For  free  information,  call  us  today  at  (212)  312-3600  •  (866)  NYC-4-SERVICE  or  visit  newyorkbiz.com/incentives 
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grandparents  may  even  prefer  to  pay  college  bills  directly — the  tax 
code  allows  anyone  to  pay  anyone  else's  tuition  without  the  pay- 
ment counting  as  a  taxable  gift — and  leave  the  money  in  the  529  to 
grow  tax-deferred  to  fund  their  grandchildren's  graduate  school 
or  great-grandchildren's  college.  Wealthy  parents  can  prefund  their 
grandchildren's  education  this  way,  with  the  money  compounding 
tax  free  for  decades;  many  states  allow  balances  to  build  to  $250,000 
or  more. 

Here,  too,  rollovers  are  your  friend.  Utah  requires  you  to  start 
drawing  down  the  money  when  a  child  turns  27;  enjoy  its  low  fees 
now  and  roll  to  another  state  later. 

CONSIDER  THE  BIG  PICTURE 

Don't  think  about  your  529  as  an  isolated  investment.  Think  of  it 
as  part  of  your  entire  family  investment  portfolio. 

The  narrow  perspective  is  one  reason  age-based  portfolios  are 
popular  for  college  saving.  It's  assumed  that  when  the  child  is 
young,  college  money  for  him  should  be  mosdy  in  stocks,  since 
they  offer  the  best  long-run  return.  As  the  kid  gets  older,  the  age- 
based  portfolios  will  shift  him  toward  bonds,  so  he  runs  less  risk  of 
a  big  loss  right  before  college  withdrawals  begin. 

Sounds  sensible.  But  it  doesn't  fully  exploit  the  tax-free  benefits 
of  a  529.  To  do  that,  you  must  fill  your  529  with  your  most  heavily 
taxed  investments.  For  most  families,  that  means  corporate  or  U.S. 
government  bonds,  whose  interest  payments  are  taxed  at  higher 
ordinary-income  rates.  Stocks  and  index  funds,  which  benefit  from 
much  lower  long-term  capital  gain  rates,  can  go  in  your  taxable  ac- 
counts. And  remember,  as  investors  in  losing  529  funds  are  now 
discovering  to  their  chagrin,  you  can't  harvest  capital  losses  from  a 
529  account,  as  you  can  from  a  taxable  one. 

Yale's  Spiegel  recommends 
intermediate-term  corporate 
bond  funds  in  tax- favored  sav- 
ings accounts.  They  return 
about  the  same  as  long-term 
bonds  with  lower  interest-rate 
risk  and  pay  substantially  better 
than  short-term  bonds. 

Another  good  bet  for  a  529 
would  be  Treasury  Inflation- 
Protected  Securities  (TIPS), 
which  currendy  return  approx- 
imately 3%  plus  whatever  the 
inflation  rate  turns  out  to  be. 
(Currendy,  that  works  out  to  a 
combined  5.5%,  according  to 
Vanguard's  John  Hollyer.)  Un- 
fortunately, the  only  529  in- 
vestors with  access  to  reasonably 
priced  TIPS  are  residents  of 
South  Dakota,  who  can 
into  a  Pimco  TIPS  fund  with  . 
load.  Nonresidents  looking  foi 
this  fund  must  go  through  a 
broker  and  pay  a  charge  of  up 


to  5.5%.  The  529  law  doesn't  permit  states  to  offer  self-directed 
brokerage  accounts,  so  you  can't  buy  TIPS  directiy. 

There's  yet  another  reason  grandparents  looking  to  stash  a  large 
sum  in  529  plans  may  favor  fixed  income:  You  can  only  fund  a  529 
plan  with  cash.  If  grandparents  sell  appreciated  stocks  to  raise  that 
cash,  they  have  to  pay  gain  taxes  and  lose  the  opportunity  to  step  up 
the  basis  in  these  stocks  at  their  deaths.  If,  instead,  they  cash  in 
bonds  and  certificates  of  deposit,  and  then  invest  the  proceeds  in 
taxable  bonds  in  a  529,  they  haven't  altered  their  overall  asset  allo- 
cation, but  have  improved  their  tax  situation.  Conservative  investors 
cashing  in  CDs  might  also  want  to  consider  a  CollegeSure  CD,  which 
is  indexed  to  college  costs  and  offered  through  Montana  and  Ari- 
zona. (Warning:  There's  usually  a  big  penalty  for  cashing  out  these 
CDs  early.) 

Or,  if  you  think  the  market  is  overvalued  now  and  want  a  \ 
place  to  park  money  for  a  time,  consider  the  Guaranteed  Option 
offered  in  plans  run  by  TIAA-CREF.  You  can  switch  out  of  these  ' 
without  a  penalty.  Recent  yield  for  New  York's  Guaranteed  i  fy 
Option:  5.2%. 

Do  stocks  ever  make  more  sense  than  bonds  in  a  529?  If 
you're  looking  for  growth  and  you  want  to  hold  a  bunch  of  ac- 
tively managed  stock  funds  that  turn  over  their  holdings  a  lot, 
generating  short-term  taxable  gains,  stash  them  in  a  529.  That's 
what  Hampton  and  Lana  Crump  of  Baton  Rouge,  La.  are  doing 
in  529  accounts  for  their  kids,  Amanda,  7,  and  twins  Daniel 
and  David,  1.  They  chose  Rhode  Island's  plan,  run  by  Alliance. 
Capital,  because  it  offered  a  broader  range  of  investment  op- 
tions  than  Louisiana's  plan.  "I  think  we've  made  a  good 
choice,"  says  Hampton.  "But  there  are  so  many  plans  out  there 
it's  hard  to  be  sure."  F 


Does  your  family  qualify  for  college  financial  aid? 
Rough  guide:  If  you  make  less  than  $70,000  a  year 
you  probably  do;  if  you  make  up  to  $120,000  you 
may;  and  if  you  make  more  than  $120,000  you 
probably  won't,  says  Montana  financial  aid  adviser 
Rick  G.  Darvis.  If  your  child  attends  a  very  expensive 
college,  or  you  have  several  kids  in  college  at  the 
same  time,  you're  more  likely  to  get  aid.  To  find  out 
how  much  aid  your  child  would  get  today,  try  the 
calculators  at  finaid.org  or  collegeboard.com. 

Knowing  your  aid  outlook  is  important, 
because  money  in  a  529  (unlike  assets  in  a  401  (k) 
or  IRA)  reduces  the  aid  your  child  is  eligible  to 
receive.  How  much  depends  on  the  school.  And  it 
may  change  in  the  future.  Under  the  current  fed- 
eral aid  formula,  money  in  a  529  savings  account 
owned  by  a  parent  counts  the  same  as  any  other  nonretire.. 
means  aid  is  reduced  by  up  to  5.6%  of  the  balance  each  year.  ^  1 1 
college  accounts  is  less  favorable.) 

Warning:  Some  private  colleges,  when  doling  out  their  own  aid  dollars,  count  529  savings 
:counts  much  more  heavily,  expecting  the  student  to  spend  35%  of  the  balance  each  year  for 
college,  as  with  money  held  in  the  student's  name.  —  I.C. 
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When  your  mutual  fund  company  listens, 
it's  easy  to  feel  confident. 


It  takes  a  special  relationship  to  always  be  heard.  At  T.  Rowe  Price,  we  listen 
to  what  our  investors  need,  so  you  get  more  of  the  services  that  help  you 
reach  your  financial  goals  and  make  you  a  more  confident  investor. 

Our  knowledgeable  phone  representatives  are  there  to  listen  to  what  you 
have  to  say  and  provide  information  and  insight  based  on  your  situation.  We 
also  offer  a  wide  range  of  online  planning  tools  to  support  your  investment 
decision-making. 

So  whether  you  interact  with  us  over  the  phone,  online,  or  in  person,  you'll 
benefit  from  our  unwavering  customer  service  commitment  and  investment 
management  expertise.  It's  the  kind  of  support  that's  helped  individuals 
invest  with  confidence  for  over  60  years. 

For  more  information,  including  a  prospectus,  call  us  or  visit  our  Web  site. 


Receive  personalized 
investment  support: 

•  Highly  trained  phone 
representatives 

•  Online  account  access 
and  planning  tools 

•  One-on-one  assistance 
at  our  investor  centers 


1-800-341-5523 

WWW.TROWEPRICE.COM 


T.RoweRice 


® 


INVEST    WITH    CONFIDENCE 


For  more  information,  including  risks,  lees,  and  expenses,  request  a  prospectus  and  read  it  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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A  high-multiple  glamour  stock  can't  stand  even  a  whiff  of  weakness  in  its  financials.  Before 
buying,  check  out  earnings  quality.  BY  NATHAN  VARDI  WITH  CECILY  J.  FLUKE 


Despite  the  many  busted  growth  stocks  of  the  past  two 
years,  investors  still  haven't  shaken  their  infatuation 
with  certain  Wall  Street  darlings  that  are  priced  as  if 
each  was  going  to  be  the  next  Wal-Mart.  We're  talk- 
ing about  tech  stocks  like  Ebay,  medical  stocks  like  Medlmmune 
and  even  old-line  retailers  like  Walgreen.  You  can  make  money  on 
hot  growth  stocks,  but  you  must  be  wary  of  them  in  a  way  that 
you  do  not  have  to  be  wary  of  a  low-multiple  value  stock.  A  richly 
priced  stock  is  extremely  vulnerable  to  any  hint  of  earnings  weak- 
ness or  slower  growth.  Our  earnings  quality  survey  will  help  you 
identify  stocks  to  avoid. 

Earnings  quality  is  a  measure  of  how  much  a  company's 
eai  nings  growth  is  due  to  operating  success  as  opposed  to  quirks 
of  bookkeeping  or  taxation.  Says  J.  Thomas  Madden,  chief  invest- 
ment officer  at  Pittsburgh's  Federated  Investors,  which  manages 
$140  billion:  "Our  attention  to  earnings  quality  has  been  growing 
more  focused  since  the  end  of  last  year." 

hi  this,  d  annual  survey  of  corporate  earnings  qual- 

ity, we  tear  uncial  statements  of  Wall  Street's  favorite 

growth  stock  i  grade  to  each.  Companies  can  do  all 

sorts  of  things  to  ily  hoist..]  earnings.  They  can  lower 

depreciation  rates.  i  employees  with  stock  options  or 


book  nonrecurring  gains  from  investments.  The  best  way  to  cut 
through  such  maneuvers  is  to  focus  on  cash  generation  relative 
to  reported  earnings.  Roughly  speaking,  cash  flow  from  opera- 
tions is  defined  as  net  income  plus  depreciation,  plus  decreases  in 
receivables  and  inventory,  plus  increases  in  accounts  payable  and 
deferred  taxes  payable. 

The  table  on  page  208  includes  28  darlings  that  go  for  an  aver- 
age of  41  times  expected  2002  earnings,  double  the  multiple  of 
the  Standard  &  Poor's  500  stock  index.  Analysts  expect  these  cho- 
sen few  to  boost  per-share  earnings  22%  annually  for  the  next 
three  years,  compared  with  1 5%  for  the  overall  market.  In  our 
earnings  quality  rating  system,  eight  stocks  scored  high  grades, 
ten  got  neutral  grades  and  ten  failed  the  smell  test. 

Investors  who  followed  our  recommendations  in  last  year's 
list  of  25  growth  stocks  were  spared  some  grief.  The  S&P  500  has 
fallen  12%  since  last  year's  survey,  but  the  17  issues  we  gave  green 
or  yellow  lights  to  last  year  have  dropped  only  2%,  while  the  seven 
stocks  with  red  lights  tumbled  28%  on  average.  (Not  counted  was 
Ralston  Purina,  which  was  acquired  by  Nestle  in  December.) 

The  biggest  losers  among  the  red  lights  were  Calpine,  off  80% 
since  last  year's  list,  and  Ivax,  off  58%.  We  noted  that  Calpine's 
soaring  receivables  meant  that  cash  generation  was  falling  behind 
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Ts  Your  Darling  Deceiving  You? 

Earnings  quality  grades  for  Wall  Street's  favorite  growth  stocks:  Green  =  good;  yellow  =  fair;  red  =  poor. 


Recent 

Company/business  price 

Affiliated  Computer  Services/data  processing  $54.77 

Apollo  Group/adult  higher  education  38.51 

Automatic  Data  Processing/payroll  services  51.44 

Biomet/surgical  implant  devices  27.97 

Cardinal  Health/drug  distributing  69.59 

Chiron/drugs  40.18 

Cintas/business  uniforms  52.09 

Concord  EFS/transaction  services  32.11 

Ebay/online  auctions  51.79 

Family  Dollar  Stores/self-service  retailing  34.21 

Fiserv/data  processing  43.89 

Fox  Entertainment  Group/leisure  24.65 

Harley-Davidson/motorcycles  54.33 

Home  Depot/specialty  retailing  48.67 

King  Pharmaceuticals/drugs  31.40 

Kohl's/retailing  73.36 

Linear  Technology/integrated  circuits  38.87 

Lowe's  Cos/specialty  retailing  43.40 

Medlmmune/drugs  34.59 

Paychex/payroll  services  38.10 

Quest  Diagnostics/clinical  laboratory  svcs  89.25 

St.  Jude  Medical/medical  implant  devices  81.69 

Starbucks/coffee  shops  25.38 

Stryker/surgical  implant  devices  54.04 

SunGard  Data  Systems/data  processing  30.64 

Tiffany  &  Co/specialty  retailing  39.55 

Total  System  Services/data  processing  20.50 

Walgreen/drugstores  38.73 


2002  ESTIMATE 


P/E    EPS 

31  $1.76 
0.78 


49 
29 
31 
26 
35 
38 
42 
68 
27 
32 
151 
32 
32 
24 
42 
64 
27 
52 
52 
29 
30 
47 
33 
27 
30 
33 
39 


1.75 
0.91 
2.63 
1.15 
1.36 
0.76 
0.76 
1.25 
1.37 
0.16 
1.72 
1.53 
1.32 
1.77 
0.61 
1.58 
0.66 
0.73 
3.06 
2.75 
0.54 
1.66 
1.12 
1.32 
0.63 
1.00 


Projected 

3-year  EPS 

growth1 

20% 

24 

15 

15 

20 

20 

18 

28 

54 

18 

19 

20 

19 

20 

23 

23 

24 

21 

30 

21 

26 

15 

23 

20 

20 

18 

22 

18 


Prices  as  of  Apr.  25.  'Annualized.  Sources:  Company  reports;  Market  Guide  and 
Thomson  Financial/IBES  via  FactSet  Research  Systems. 


reported  earnings.  Ivax's  operating  cash  had  declined  but 
reported  earnings  had  increased  because  of  deferred  taxes. 

One  company  flashing  red  this  year  is  Affiliated  Computer 
Services,  the  nation's  fourth-largest  tech  outsourcing  company. 
Last  year  earnings  per  share  rose  1 9%,  while  cash  flow  from  oper- 
ations declined  10%.  The  company  blames  this  discrepancy 
largely  on  a  $50  million  capital  gains  tax  on  the  sale  of  its  auto- 
mated teller  business.  I  ,  were  deducted  from  operating 
cash  even  though  nor  he  gains  show  up  as  cash  flow  from 
operations;  rather,  the  gain  ppear  farther  down  in  the  cash  flow 
statement,     ■     hflowfro     investments. 

Bui  there  is  m  veak  cash  generation  than 

this.  Receivables  Li  ,    fast  as  sales.  Another 

weakness  is  that  its  spei  ible  property  rose  faster 


Market 
value 
($bil) 

$7.1 

4.3  ' 
31.9 

7.5 
31.3 

7.6 

8.8 
16.3 
14.4 

5.9 

8.4 

21.0 

16.4 

114.2 

7.8 
24.6 
12.3 
33.7 

7.4 
14.3 

8.6 

7.2 

9.7 
10.6 

8.6 

5.7 

4.0 
39.6 


Earnings  Chief  weakness 

quality  in  earnings  growth 

^«  Receivables,  investment  gains 

^«  Stock  options 

(^  Stock  options 

(~*)  Receivables,  inventory 

^  Stock  options,  revenue  recognition 

^«  Unearned  revenue,  deferred  taxes 

(~^)  Inventory 

rj)  Capitalized  expenses 

(^  Intangible  assets,  stock  options 

^^  Operating  cash  flow 

A  Capitalized  expenses 

^4  Negative  operating  cash  flow 

(%  Pension  plan  assumptions 

^%  Off-balance-sheet  liabilities 

Q  Inventory,  depreciation 

(~~)  Depreciation 

^^  Deferred  taxes,  depreciation 

^i  Stock  options 

(^  Stock  options,  deferred  revenue 

Cj  Noncash  investment  gains 

Q  Goodwill  exceeds  equity 

^%  Stock  options,  writeoffs 

Q  Tax  rate 

(~J  Depreciation,  stock  options 

(~)  Receivables,  goodwill 

^4  Pension  assumptions,  equity  invest 

(~~)  Equity  income,  receivables 

Q  Inventory,  receivables 


]  pY"»f"|Apc    I  For  more  statistics  on  these  companies,  visit  us  at 
:^^,c»"'    I  www.forbes.com/darlings. 


than  the  depreciation  expense  it  deducted  from  earnings. 

Mark  King,  AfHliated's  chief  operating  officer,  says  both  the 
increase  in  receivables  and  slowdown  in  depreciation  expenses 
were  tied  to  businesses  the  company  sold.  Claims  King:  "Our  cash 
flow  is  phenomenal  and  in  line  with  earnings." 

Fiserv  is  another  richly  priced  tech  outsourcing  firm  with 
questionable  earnings  quality.  Earnings  rose  17%  in  2001,  even  as 
operating  cash  fell  24%. 

What's  going  on  here?  For  one  thing,  a  74%  drop  in  deferred 
revenue  growth.  The  company's  cash-strapped  clients  slowed 
prepayment  of  postage  fees.  Some  confusing  software  accounting 
also  played  a  role.  Every  year  Fiserv  produces  software  but,  rather 
than  expense  diat  cost  against  earnings,  the  company  declares  the 
software  as  an  asset  and  amortizes  it  over  time.  Last  year  the 
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company  amortized  $1.2  mil- 
lion less  than  it  spent,  allowing 
it  to  credit  that  amount  to 
earnings.  Had  amortization 
been  higher,  that  cost  would 
have  come  out  of  earnings  and 
increased  operating  cash, 
bringing  them  more  in  line. 

Another  weakness  at  Fi- 
serv:  It  pays  its  employees  in 
part  with  stock  options,  a  cost 
that  does  not  have  to  be 
expensed  (for  now).  That 
added  7  cents  a  share  to  earn- 
ings in  2001.  Without  the 
boost  from  stock  options  and 
a  one-time  investment  gain  of 
$5.4  million,  Fiserv's  earnings 
per  share  would  have  been  $1 

last  year  instead  of  the  $1.09  it  reported.  "Was  our  operating  cash 
flow  as  good  as  in  2000?  No,"  concedes  Thomas  Hirsch,  Fiserv's 
controller.  "But  it  was  still  extremely  strong." 

Investors  should  also  check  to  see  that  revenue  growth  is 
keeping  pace  with  profit  growth.  If  not — if  the  company's  profit 
margin  is  widening — it  may  be  benefiting  from  unsustainable 
price  hikes.  If  so,  it  will  pay  a  price  later  as  customers  desert  it  for 
competitors. 

Profit  at  Apollo  Group,  operator  of  the  country's  largest  pri- 
vate university,  rose  51%  last  year,  while  its  sales  rose  only  26%. 
Chief  Financial  Officer  Kenda  Gonzales  has  a  pretty  good  alibi 
here.  She  notes  that  the  margin  is  improving  as  schools  that  were 
opened  with  upfront  costs  a  few  years  ago  are  now  bearing  fruit. 

But  Apollo  has  two  other  strikes  against  it:  It  relies  heavily  on 
stock  options  to  compensate  employees,  and  it  enjoyed  a  reduc- 
tion in  its  tax  rate  in  2001,  a  source  of  earnings  growth  that  is 
unlikely  to  last  forever. 

Another  red  flag  to  look  for  is  a  slowing  of  inventory  turns — 
that  is,  inventories  are  rising  faster  than  cost  of  goods  sold.  Wal- 
green, the  nation's  largest  drugstore  chain,  saw  a  21%  jump  in 
inventory  in  its  last  fiscal  year,  while  its  sales  grew  only  16%. 
Receivables  climbed  30%  because  Walgreen  had  trouble  collect- 
ing on  accounts  from  strapped  state  governments  such  as  Illinois. 
Result:  Cash  flow  from  operations  went  down  30%,  despite  earn- 
ings growth  of  14%.  Roger  Polark,  Walgreen's  chief  financial  offi- 
cer, says  that  the  inventory  run-up  has  since  been  worked  off. 

Watch  out  if  some  of  a  company's  growth  comes  from 
counting  eggs  before  they  are  hatched.  Harley-Davidson's  26% 
profit  growth  last  year  looks  impressive  until  you  note  that  a 
good  chunk  of  its  profits  comes  from  packaging  and  selling  loans 
made  to  motorcycle  buyers.  Harley-Davidson  Financial  Services 
contributed  13  cents  t  parent's  2001  earnings  of  $1.43  per 
share,  up  from  a  7-ceiw  contribution  in  2000,  notes  Goldman 
Sachs  analyst  Christopher  Cox.  The  company  makes  money 
from  the  spread  between  the  interest  rate  paid  by  a  hog  buyer 
and  the  yield  built  into  the  sale  o!  a  package  of  loans  on  Will 


Quantifying  Earnings  Quality 


Follow  the  cash.  That's  the  key  factor  in  our  ratings  of  earnings  quality  for  28  growth  companies. 

We  looked  at  six  pairs  of  numbers,  comparing  growth  in  one  with  growth  in  the  other.  In  each 
case  earnings  quality  was  associated  with  a  higher  growth  in  the  first  quantity  than  in  the  second. 
The  pairs:  cash  flow  from  operations  (net  of  tax  savings  from  stock  options)  and  diluted  earnings 
per  share;  depreciation/amortization  and  capital  expenditures;  cost  of  sales  and  ending  inventory; 
sales  and  receivables;  operating  income  and  long-term  debt;  sales  per  share  and  diluted  earnings 
per  share. 

Then  we  assigned  demerits  for  unsustainable  boosts  to  earnings.  Primary  examples:  gains  from 
investments  and  asset  sales,  sharp  declines  in  tax  rates,  overly  optimistic  assumptions  on  pension 
plan  returns  and  heavy  reliance  on  stock  options  as  a  form  of  compensation. 

Our  selection  of  glamour  stocks  began  with  the  subset  of  publicly  traded  companies  that  have 
market  values  of  at  least  $4  billion,  sales  of  at  least  $500  million,  prices  at  least  24  times  expected  I 
fiscal  year  2002  earnings  and  projected  three-year  annual  earnings  growth  rates  of  at  least  15%. 
We  omitted  financial  services,  limited  partnerships,  energy  and  utility  companies  and  real  estate  in-i 
vestment  trusts  from  the  list.  —C.J.F 


Street.  It  also  books  revenue  from  servicing  its  pool  of  loans. 

If  the  Federal  Reserve  hikes  interest  rates,  Harley  may  hit  a 
speed  bump  because  financing  spreads  will  narrow.  Harley's  chief 
financial  officer,  James  Ziemer,  expects  a  rate  increase  this  year 
and  is  braced  for  earnings  growth  at  the  financing  operation  to 
fall  from  65%  to  25%.  "We  have  already  anticipated  what  a  rise  in 
interest  rates  will  do,"  he  claims. 

Harley  has  also  been  saving  on  expenses  by  making  favorable 
assumptions  regarding  its  $331  million  pension  plan.  Harley 
raised  the  pension  plan's  expected  return  on  assets  from  an 
already  optimistic  10.3%  in  1999  to  10.5%  in  both  2000  and 
200 1 .  That  assumption  is  out  of  sight,  given  that  the  S&P  500  stock 
index  dropped  22%  in  the  two  years  Harley  raised  its  expected 
returns,  says  Robert  Waxman,  partner  at  Corporate  Finance 
Advisory,  which  provides  accounting  and  audit  consulting. 
Harley's  cheerful  assumptions  meant  that,  even  though  it  cost 
$57  million  to  run  the  pension,  it  only  had  to  expense  $27  mil- 
lion. Had  it  assumed  a  more  conservative  9.5%  return,  Harley's 
earnings  per  share  would  have  been  one  cent  lower.  Ziemer  says 
he  is  comfortable  with  the  expectation,  based  on  the  pension 
plan's  record  of  13%  annualized  returns  in  the  last  15  years. 

Some  darlings  don't  need  to  scrounge  for  earnings  growth. 
Automatic  Data  Processing,  the  country's  largest  payroll  proces- 
sor, has  been  generating  far  more  cash  than  its  reported  earnings 
indicate.  While  net  income  rose  only  10%  last  year,  to  $925  mil- 
lion, operating  cash  flow  rose  39%,  to  $1.5  billion.  Reason:  Earn- 
ings were  hurt  by  a  noncash,  one-time  charge  of  $90  million  for 
its  failed  investment  in  now-bankrupt  Bridge  Information  Sys- 
tems and  $321  million  in  depreciation,  up  13%. 

ADP  also  boasts  a  solid  balance  sheet:  Operating  income  is 
$1.6  billion  stacked  against  $110  million  in  long-term  debt;  rev- 
enue is  growing  35%  faster  than  receivables;  and  inventory  is 
increasing  at  a  much  slower  pace  than  its  cost  of  goods  sold.  On 
our  scorecard,  ADP  gets  high  marks  for  earnings  quality. 

Growth  stocks  are  expensive.  If  you  want  to  invest  in  them, 
make  sure  their  earnings  are  real,  not  just  accounting  alchemy.  F 
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When  swindler  Clyde  D.  Hood  went  prospecting  for 
investors,  he  boasted  that  he  had  something  fancy 
that  Wall  Streeters  didn't:  a  hot  line  to  the  divine. 
Hood,  whose  pedigree  included  work  as  a  pool 
hall  manager,  claimed  the  "Supreme  Commander"  had  ordered 
him  to  launch  a  "Christian  program"  to  help  "the  little  people." 
While  he  didn't  mention  the  pool  hall,  he  said  he'd  made  a  pile 
turning  big  profits  for  corporate  clients  trading  something  called 
"foreign  bank  debentures"  offshore. 

Every  hundred  bucks  invested  with  Hood's  Omega  Trust  & 
Trading  would  generate  a  5 1  -fold  return  in  275  days.  Roll  the  stake 
over  and  your  $100  would  beget  $225,000  (the  arithmetic  was  off 
a  bit).  This  joint  venture  of  God  and  mammon  began  in  1994  and 
went  on  for  six  years  be- 
fore secular  authorities 
rose  up  and  smote  it.  By 
that  point  Hood  and  his 
Omega  cronies  in  Mat- 
toon,  111.  had  relieved 
their  believers — 10,000 
victims  from  as  far  afield 
as  Australia  and  China — 
of  $20  million. 

It's  an  old  and  sad 
story:  Investors  let  down 
their  guard  when  they 
get  a  pitch  from  a  self- 
proclaimed  fellow  fol- 
lower of  God.  With  help 
from  the  Internet,  reli- 
gious-based scams  hauled  in  $1  billion  last  year,  estimates  Joseph 
Borg,  president  of  the  North  American  Securities  Administrators 
Association. 

In  1983  churchgoing  farmers  in  Washington  State  lost  $60 
million  to  a  commodities  trading  scam  perpetrated  by  one  Ken- 
neth Oxborrow,  who  touted  his  Christian  bona  fides  and  displayed 
a  crucifix  on  his  office  wall.  More  recently  the  Baptist  Foundation 
of  Arizona  collapsed  amid  state  allegations  of  fraud  involving  a 
real  estate  scheme  that  ensnared  13,000  people  and  bagged  $590 
million.  Its  auditor,  Arthur  Andersen,  took  a  pre-Enron  public 
pasting  from  this  mess. 

The  Omega  case  came  to  its  inglorious  conclusion  in  January 


when  Hood,  68,  was  sentenced  to  14  years  on  federal  charges  of 
fraud  and  money  laundering.  Pleading  guilty  to,  or  convicted  on, 
similar  charges  was  a  passel  of  18  henchmen  from  Mattoon  (pop. 
18,500),  a  farm  and  factory  town. 

His  pals  weren't  creepy  grifter  types  with  slicked-back  hair  and 
pencil-thin  moustaches  but  righteous  citizens  all — including  a 
former  police  officer,  a  deputy  sheriff,  a  lawyer,  a  minister.  They  got 
a  piece  of  the  action  for  running  Hood's  database  and  manning  his 
phone  lines,  where  they  kept  track  of  victims  sedated  by  down- 
home  talk  about  Jesus  and  those  miraculous  bank  debentures. 

Where  did  the  Omega  bunch  park  its  ill-gotten  gains?  Not  in 
those  wonderful  debentures,  which  didn't  exist.  Hood  and  his  pals 
put  the  money  into  hard  assets,  at  least  giving  his  victims  some- 
thing to  turn  to  for  par- 
tial repayment:  a  dozen 
local  businesses,  includ- 
ing a  sawmill  (timber 
acreage  attached),  a  con- 
struction company,  a 
computer  services  outfit 
and  the  Blue  Bird  Diner. 
He  paid  $420,000  to  buy 
the  prefab  structure  of 
the  now-shuttered  Blue 
Bird  through  a  fake 
owner  and  five  banks. 
The  final  payment  to  its 
Florida  manufacturer 
was  a  hand-delivered 
$121,000— in  $20  bills. 
Beefy,  crewcut  and  folksy,  Hood  was  a  "lot  smarter  than  we 
took  him  for,  but  not  as  smart  as  he  thought  he  was,"  says  Esteban 
Sanchez,  the  assistant  U.S.  attorney  who  put  the  scamster  behind 
bars.  Careful  not  to  live  large,  Hood  tooled  around  Mattoon  in  a 
1999  Lincoln  but  kept  his  1 1  antique  autos  (a  1907  two-cylinder 
Metz  with  a  buggy  top,  for  instance)  under  wraps. 

Hood  was  a  master  at  soothing  anxious  investors.  He  taped 
messages  for  the  investor  service  phone  line  that  promised 
"...  everything  is  going  fine."  As  the  years  wore  on  with  no  pay- 
off, he  inveighed  against  mysterious  "enemies."  He  begged  for 
daily  prayers  to  help  "in  this  batde  against  Satan  and  his  disci- 
ples." Meanwhile,  he  said,  "Keep  the  Lord's  warehouse  full."     F 


A  cautionary  tale  of  how  bunkum  artists  exploit  true  believers.     BY  RICHARD  PHALON 
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TEST  YOUR  MARKET  IQ 


iOW  MANY  COMPANIES  ARE  THERE 
N  THE  S8P  MIDCAP  400? 


If  you  guessed  four  hundred, 
you're  savvy  enough  to  think  about 
investing  in  MidCap  Spiders. 

you're  pondering  the  different  ways  of  investing  in  midcap 
ompanies,  put  your  brain  at  ease.  MidCap  Spiders  are  the 
iest  parts  of  a  stock  and  a  mutual  fund  in  one.  Each  share  you 
iuy  is  a  portion  of  the  whole  basket  of  S&P  MidCap  400™ 
tocks,  just  like  a  traditional  index  fund  And  with  Spiders, 
ie  management  fees  are  very  low.  You  buy  and  sell  MidCap 
ipiders  the  same  way  you  buy  stocks,  paying  your  usual 
ommission.  And  Spiders  trade  all  day,  allowing  you  to  sell 
nytime  without  a  penalty.  MidCap  Spiders  (MDY)  are  one 
f  over  100  different  Exchange  Traded  Funds  listed  on 
ie  American  Stock  Exchange.  So  you  can  be  smart  in  lots  of 
lifferent  ways.  Talk  to  your  broker  or  financial  advisor.  Or  to  get 
lore  details  call  1-800-THE  AMEX  or  visit  www.amex.com/MDY 


ses  and  expenses  will  reduce  the  performance  of  the  MidCap  SPDR  Trust  as  compared  to  the  S&P  MidCap  400  index.  For  more  complete  information  and  a 
rospectus.  including  potential  risks,  on  MidCap  SPDRs,.caH  1-800-THE  AMEX  or  visit  www.amex.com/MOY.  Read  the  prospectus  carefully  before  you  invest. 
lidCap  SPORs  are  subject  to  risks  similar  lo  those  oi  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an 
rvestors  shares,  when  redeemed  or  sold,  may  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results. 
LPS  Distributors.  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust.  Standard  &  Poors:  S&P  S&P 
lidCap  400.'""  "Standard  &  Poors  Deposits  flidCap  SPDRs''"1  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  and  have  been  licensed 

ir  use  by  PDR  Services  LLC  and  America"  change  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  S&P  a  division  of  The 

IcGraw-Hill  Companies,  Inc..  and  S&P  makes  no  reoresentation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2002  American  Stock  Exchange  LLC 
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R  BONDS 


Bond  investors  have  enjoyed  two  years  of  falling  interest  rates,  but  the  low  rates  may  not  last. 
Here's  how  to  save  your  bond  stash  from  rising  rates.  BY  DANIEL  KRUGER 


Bonds  have  outperformed  stocks  for  two  years  running 
as  investors  rushed  to  safety  and  rates  dropped.  Mer- 
rill Lynch  indexes  for  government,  corporate  and 
municipal  bonds  have  respectively  risen  23%,  22% 
and  25%  (total  return)  since  the  start  of  2000,  while  the  S&P  500 
dropped  24%,  dividends  included.  Last  year  the  Federal  Reserve 
cut  short-term  interest  rates  1 1  times,  to  1.75%  from  6%. 

But  short-term  rates  can't  get  much  lower,  and  when  the 
economy  starts  gathering  steam,  they  will  surely  rise.  Barring 
more  terrorist  attacks  on  the  U.S.  or  a  prolonged  oil  crisis, 
William  Hornbarger,  A.G.  Edwards'  chief  bond  strategist,  pre- 
dicts the  Federal  Reserve  will  raise  short-term  rates  back  up  to 
4% — or  even  4.5% — over  the  next  18  months. 

The  prospect  has  investors  nervous.  A  tightening  money 
supply  and  a  resurging  economy  just  might  push  up  yields  at  the 
long  end  of  the  maturity  spectrum  as  well  as  at  the  short  end. 
That  would  mean  capital  losses  for  holders  of  long  bonds. 

How  do  you  protect  yourself?  There  is  no  way  to  eliminate 
risk  from  a  bond  portfolio  without  settling  for  the  puny  1.7% 


BeatmslheJid 


Fhese  funds  have  good  track  records  when  interest  rates  start  rising 


5- 
Fund 

/car  annualized 
total  return 

Latest  12-month 
return 

Assets 
($mil) 

Annual  expenses 
per  $100 

TAXABLE  SHORT-TERM 

Vanguard  Short-Term  Bond  Index 
Vanguard  Short-Term  Corporate 

6.8% 

6.5 

6.4% 

$1,699 

$0.21 

5.9 

7,768 

0.24 

MUNICIPAL  SHORT-TERM 

Vanguard  Limited  Term  Tax-Exempt 
USAA  Tax-Exempt  Short-Term 

5.0 
4.8 

5.3 
4.9 

2,224 
1,145 

0.19 
0.38 

MUNICIPAL  LONG-TERM 

Vanguard  High  Yield  Tax-Exempt 
Vanguard  Long-Term  Tax-Exempt 

6.0 
6.3 

6.1 

2,632 

0.19 

7.2 

1,190 

0.19 

GLOBAL  BOND 

FFTW-Worldwide  Core 
Payden  Global  Fixed  Income 

72 
7.0 

4.4 
4.9 

233 
295 

0.45 
0.53 

HIGH  YIELD 

Vanguard  High  Yield  Corporate 
T.  Rowe  Price  High  Yield 

4.6 

5.3 

1.7 
4.8 

5,252 
1,736 

0.27 
0.82 
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yield  available  on  Treasury  bills.  But  you  can  reduce  rate  ris 
somewhat.  Following  are  five  ways  to  do  that.  See  the  table  fo 
mutual  funds  that  will  help  you  here. 

Go  Shorter  Put  a  third  of  your  bond  money  in  short-term 
bonds  or  bond  funds.  You  will  get  a  crummy  yield  (less  than  2% 
on  a  taxable  fund),  but  you  will  be  keeping  some  flexibility. 
If  rates  are  much  higher  in  2004,  move  this  money  back  into 
long  bonds. 

Get  a  Real  Yield  Much  of  the  risk  in  conventional  bonds  has 
to  do  with  unanticipated  inflation.  Eliminate  this  risk  on  a  third 
of  your  portfolio  by  buying  inflation-indexed  Treasury  bonds, 
currently  yielding  a  guaranteed  3.3%  above  the  rise  in  the  Con- 
sumer Price  Index. 

Try  Tax-Frees  Because  municipal  bonds  yield  less  than  tax- 
ables,  the  effect  of  rising  rates  is  usually  less  pronounced.  Philip 
Fischer,  a  Merrill  Lynch  vice  president,  says  now  is  a  good  time 
to  buy  12-  to  22-year  munis.  A  one-point  rise  in  the  T  bill  rate 
could  add  as  little  as  0.2  percentage  points  to  the  yield  on 
medium-term  munis,  he  says.  Result:  a  noticeable  but  not 

painful  dip  of  2%  in  their  prices. 

Diversify  Your  Currencies  David 
Rossmiller,  head  of  global  bond  man- 
agement at  Deutsche  Bank  Private 
Banking,  says  investors  should  round 
out  their  portfolios  with  nondollar 
bonds.  A  euro-denominated  World 
Bank  bond  maturing  in  October  2004, 
rated  AAA,  yields  4.65%,  88  basis 
points  more  than  World  Bank  dollar 
bonds  maturing  on  the  same  day.  If 
rates  rise  in  Europe,  causing  a  price 
decline,  there's  a  good  chance  the  cur- 
rency will  rise,  too,  offsetting  some  of 
your  loss. 

Go  for  Junk  The  fat  coupons  on 
junk  bonds  help  protect  prices  as  rates 
rise.  (Technically  speaking,  the  "dura- 
tion" of  junk  bonds  is  shorter  than 
that  of  Treasurys  maturing  the  same 
day.)  An  improving  economy  would 
also  help  junk  prices.  F 


Meet  Benjamin.  Internet  Dependent 

Independent  Filmmaker. 

And  the  inspiration  behind  cost-effective 

connectivity  environments. 


The  competitive  world  of  independent  filmmaking  isn't 
for  the  fainthearted.  It's  foT  strong-willed  directors  such 
as  Benjamin,  who  seize  opportunity  with  an  iron  grip. 

That's  why  he  found  a  way  to  work  with  his  production 

1  """nmutt 
partners  quickly  and  efficiently  to  get  his  films  in  the  can 

and  out  to  the  world.  First,  he  teamed  up  with  Nortel 

Networks™  to  streamline  his  communications  system 

with  an  all-in-one,  multimedia  platform.  Add  that  to 

high-speed  optical  connectivity  from  his  service  provider 

and  he  and  his  partners  have  instant  and  secure  access 

to  everything  from  location  photos  to  streaming  video  of 

his  latest  project.  Which  means  he  saves  time  and  money 

so  he  can  concentrate  on  producing  the  kinds  of  films 

that  just  may  have  him  rehearsing  an  acceptance  speech. 

It's  just  one  more  way  Nortel  Networks  is  making  the 

Internet  what  you  need  it  to  be.  To  learn  moTe,  visit 

nortelnetworks.com/connectivity. 


Metro  &  Enterprise  Networks  Optical  Long  Haul  Networks  Wireless  Networks 

lortel  Networks,  the  Nortel  Networks  logo  and  the  Globemark  are  trademarks  of  Nortel  Networks.  ©2002  Nortel  Networks.  All  rights  reserved. 
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Capital  Markets  By  Marilyn  Cohen 

WHEN  SPREADS  BLOW  OUT 


Last  year's  bond  defaults  are  finally  catching  up  with  in- 
vestors. And  so  corporate  bond  spreads  are  widening — 
meaning,  corporate  IOUs  have  to  show  more  of  a  yield 
premium  over  Treasurys  to  attract  buyers.  Rejoice.  If 
you're  careful,  here  is  your  chance  to  pick  up  good  fixed-income 
investments  on  the  cheap.  When  the  happy  day  dawns  that  spreads 
narrow,  you  will  enjoy  a  price  appreciation,  and  meantime  you 
will  be  earning  a  nice  yield. 

The  Treasury  yield  curve  is  the  yardstick  by  which  all  bonds 
are  measured.  When  you  buy  a  corporate  bond,  you  buy  it  at  a 
price  that  gives  you,  over  the  life  of  the  bond,  an  incremental  yield 
over  the  yield  on  a  Treasury  of  comparable  maturity.  That  yield 
advantage  compensates  you  for  three  things. 

One  is  the  fact  that  coupons  from  corporates,  but  not  Trea- 
surys, are  subject  to  state  tax.  Of  course,  if  you  are  investing 
through  a  tax- favored  account,  there  is  no  state  tax,  and  this  com- 
ponent of  your  yield  spread  is  gravy. 

Second,  the  corporate  yields  more  because  (in  most  cases)  it 
is  callable,  while  a  Treasury  (in  most  cases)  is  not.  Callability  means 
the  issuer  can  force  you  to  surrender  the  bond  early,  and  it  will  do 
so  if  interest  rates  decline  a  lot  after  the  bond  is  issued. 

Third,  and  most  important, 
corporations  pay  extra  to  com- 
pensate you  for  the  risk  that  they 
will  go  bust.  It  happens.  Last 
year  Moody's  issuer-weighted 
default  rate  was  1 1.1 1%  on  a  12- 
month  trailing  basis.  That's  a 
ten-year  high. 

As  you'd  expect,  spreads  usu- 
ally widen  for  companies  with  lit- 
igation problems,  heavy  debt 
loads  or  weak  operating  results. 
In  the  wake  of  the  Enron  and 
Arthur  Andersen  messes,  add 
funky  accounting  to  that  list. 

Conglomerate  Tyco,  for  ex- 
ample, is  bedeviled  by  an  earn- 
ings collapse  and  questions  over 
its  byzantine  accounting.  So  when 
Tyco's  stock  plummeted  from  $59  in  December  to  $18,  its  bonds 
tanked,  too.  Pre-meltdown  Tyco  five-year  bonds  traded  at  an  81  - 
basis-point  spread  over  the  five-year  Treasury;  its  ten-year  bonds 
were  70  basis  points  over  their  Treasury  counterparts.  Today, 
spreads  on  five-year  Tyco  bonds  have  blown  out  to  500  basis 
points,  and  ten  year  bonds  to  400. 

Prospects  are  still  worse  for  WorldCom,  the  erst- 
while telecom  hi  ro  that  has  bid  adieu  to  Chief  Execu- 


investment- 
grade  bonds 
nave  far  higher 
yields,  versus 
Treasurys,  than 
they  used  ta 
Some  of  this  is 
the  result  of 
panic.  That 
spells  bargains. 


tive  Bernard  Ebbers  and  said 
hello  to  Securities  &  Exchange 
Commission  investigators.  The 
spreads,  once  167  for  both  five- 
year  and  ten-year  paper,  now 
stand  at  2,100  basis  points  for  the 
five-year,  1,800  for  the  ten-year,  j 
As  for  litigation,  look  at  oil- 1 
services  giant  Halliburton,  under 
assault  over  asbestos.  In  recent 
months  the  spread  for  its  short- 
term  bonds  went  from  150  to  500 
basis  points.  Bonds  of  Dow  Chemical  and  at  least  40  other  cor- 
porations with  asbestos  exposure  have  seen  spreads  widen.  And 
plain  old  recession-related  predicaments  were  sufficient  for 
spreads  of  blue  chips  like  Ford,  AOL  Time  Warner  and  Motorola 
to  widen  to  Grand  Canyon  proportions. 

And  you  can  forget  about  using  credit  agency  ratings  as  a 
warning  beacon  for  widening  spreads.  Credit  raters  too  often  have 
aD  the  independent  thought  of  tech  analysts  circa  1999.  Some- 
times the  spread  says  "junk"  while  the  ratings  still  are  "investment 
grade."  In  December  2001  Enron  was  investment  grade 
on  Friday  and  filed  for  bankruptcy  on  Sunday.  Tyco  bond 
yields  and  spreads  remain  at  junk  levels,  yet  Standard  8c 
Poor's  still  rates  the  company  BBB,  an  investment  grade. 
In  mid-May  WorldCom  was  downgraded  to  junk  by  both 
Moody's  and  S&P,  long  after  the  market  screamed  junk. 
How  do  you  take  advantage  of  these  situations?  Re- 
alize that  not  all  the  widening  spreads  are  justified.  Where 
Wall  Street's  reaction  to  corporate  trouble  is  more  panic 
than  reason:  Buy.  So  take  a  good  look  at  the  issuer.  Does 
its  business  plan  make  sense?  Will  its  fortunes  rebound 
with  the  economy?  Are  its  interest  obligations  well  cov- 
ered by  earnings  before  interest  and  taxes?  Halliburton's 
interest  coverage  is  a  healthy  7.4  times.  I  think  it  will  beat 
back  the  asbestos  lawyers,  and  its  5.625%  bonds  due  De- 
cember 2008  are  a  bargain  at  86  cents  on  the  dollar. 

Does  anyone  seriously  believe  that  Ford  won't  be  able 
to  make  good  on  its  7.35s  of  2012?  I  suspect  the  car  com- 
pany, whose  bonds  have  a  240-basis-point  spread,  will 
still  be  around  and  sufficiendy  solvent  to  redeem  its  bonds.  What 
about  Qwest  Communications,  another  telecom  in  a  jam?  Its 
7.25s  of  February  201 1  are  trading  at  78  cents  on  the  dollar,  for  an 
1 1.3%  yield  to  maturity,  6  percentage  points  better  than  Trea- 
surys. The  steady  income  stream  from  its  phone  operations 
makes  the  prospects  for  repayment  high.  A  strong  buy.  F 
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Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles 
fixed  income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 
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Get  the 
low  rates  and 
exceptional  benefits 
you've  been  looking  for 
in  a  Platinum  credit  card. 

•    Low  Introductory  APR  on  Purchases 
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•  No  Annual  Fee 

•  Credit  Line  from  $5,000  up  to  $100,000' 
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Call  Toll  Free  to  Apply! 
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The  patient  money  managers  at  Dodge  &  Cox  sit  out  the  storms.  Now  look  at  the  results. 

BY  WILLIAM  HEUSLEIN 


If  there's  an  eye  to  the  hurricane  that  has  whirled  so 
intensely  around  the  tech  landscape,  it's  at  the 
downtown  San  Francisco  offices  of  old-line  money 
managers  Dodge  &  Cox,  an  outfit  that's  been  in 
business  since  1930.  All  is  calm  here  at  the  center  of  the 
surrounding  storm — and  long  has  been  so. 

The  folks  at  Dodge  &  Cox  did  not  get  swept  up  in  the 
giddiness,  or  the  later  wreckage  and  despair,  of  the  tech 
tumult.  They're  conservative  investors,  not  just  in  the 
sense  that  they  shun  speculative  issues  like  Amazon  and 
Cisco,  but  in  the  sense  that  they  tend  to  buy  things  and 
sit  on  them  forever.  Their  flagship  Dodge  &  Cox  Stock 
Fund,  which  has  $12  billion  in  assets,  has  averaged  a 
portfolio  turnover  since  1990  of  13.5% — meaning  they 
hang  on  to  a  stock  for  something  like  seven  years.  The 
typical  competing  fund  these  days  turns  over  its  portfo- 
lio in  a  little  more  than  a  year. 

Does  this  kind  of  conservatism  hurt  investors? 
Sometimes,  for  brief  periods.  The  stodgy  stock  buyers  at 
Dodge  &  Cox  missed  the  euphoric  gains  in  1999  at  In- 
ternet-happy funds  like  Janus  Mercury  and  Fidelity 
Aggressive  Growth,  though  Dodge  &  Cox  was  up  20% 
that  year.  But  a  large  part  of  making  money  lies  in  not 
losing  it,  and  these  guys  are  masters  at  not  losing  money. 
The  Fidelity  Aggressive  Growth  Fund  was  off  47%  last 
year.  The  last  time  Dodge  &  Cox  had  a  losing  year  was  1990,  when 
the  fund  was  down  5%  while  the  S&P  500  was  off  3%.  You  have  to 
go  back  to  1981  to  find  the  next  losing  year. 

Now  look  at  the  long  term.  Dodge  &  Cox  Stock  Fund's  16.3% 
annualized  total  return  for  the  past  decade  puts  it  four  percentage 
points  over  the  S&P  500  and  in  the  top  3%  of  its  peer  group,  says 
Morningstar.  President  and  C  Ihief  Investment  Officer  John  Gunn, 
58,  explains  his  philosophy  this  way:  "We  don't  operate  on  any 
momentum  theories.  We  don't  overreact  to  bad  news.  We're  es- 
pecially leery  of  paying  up  in  tech  nology,  because  today's  peacock 
is  more  than  likely  to  be  tomorrow's  feather  duster." 

What  does  Gunn  like  these  days?  Lately  his  bargain-hunting 
managers  have  been  loading  up  on  such  seeming  losers  as  Xerox, 
Hewlett  Packard,  Schering-Plough  and  KT&  I .  Gunn  is  willing  to 
take  some  short-term  hits  on  these  stocks — buying  more  as  they 


decline — because  he  expects  them  to  pay  off  over  the  next  four  to 
five  years.  Sometimes  cheap  stocks  just  keep  getting  cheaper;  the 
fund  lost  0.8%  of  its  overall  return  on  its  Kmart  position  for  2002's 
first  quarter.  Even  so,  the  fund  delivered  a  4.9%  total  return  in  the 
quarter,  while  the  S&P  500  rose  just  0.3%. 

Gunn  likes  low-cost  global  producers  with  efficient  distribu- 
tion systems.  That's  why  some  30%  of  the  portfolio  is  in  the  energy, 
industrial  commodities,  manufacturing  and  transportation  areas, 
outfits  like  Dow  Chemical,  Phillips  Petroleum,  Union  Pacific,  FedEx, 
Rio  Tinto,  Alcoa,  Deere,  Caterpillar  and  International  Paper.  The 
fund's  two  largest  holdings:  Bank  One  and  Golden  West  Financial. 

Dodge  &  Cox's  best  strategy:  Don't  just  do  something,  sit  there. 
And  don't  waste  customers'  money  doing  it.  This  no-load  fund 
has  annual  expenses  of  only  54  cents  per  $100  of  assets,  compared 
with  $  1 .45  for  the  average  U.S.  stock  fund.  F 
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Investment  Guide 


Yes,  But  By  James  Grant 

CLIPPED  HEDGES 


Carrefour  last  month  disclosed  plans  to  sell  hedge 
funds  in  French  supermarkets.  "We  want  to  democ- 
ratize the  hedge  fund  business,"  Thierry  Gosset, 
administrative  director  for  financial  services  of  the 
world's  second-largest  retailer,  told  Bloomberg  News.  "We  aim 
to  achieve  the  necessary  critical  mass  by  attracting  many  small 
investors."  Minimum  investment:  the  equivalent  of  $900. 

There  is  only  one  place  in  which  a  conscientious  grocer 
would  display  an  assortment  of  hedged  investment  products: 
He  would  set  them  out  in  the  perishables  case.  Like  a  head  of 
lettuce,  a  leveraged  investment  partnership  easily  wilts. 

In  all  times  and  all  markets,  excess  is  a  leading  indicator  of 
peril.  In  the  breakneck  proliferation  of  hedge  funds,  excess  is 
turning  into  absurdity.  According  to  the  New  York  Tunes,  the 
worldwide  population  of  hedge  funds  is  approaching  6,000. 
With  the  help  of  $144  billion  in  new  money,  assets  climbed  38% 
last  year  to  $563  billion. 

The  exact  nature  of  the  risk  posed  by  the  rapid  placement  of 
these  hundreds  of  billions  of  supposedly  sophisticated  dollars 
will  be  revealed,  as  usual,  too  late  (see  FORBES,  Aug.  6,  2001). 
However,  even  before  the  inevitable  pileup,  we  can  perceive  the 
outlines  of  trouble.  Ostensibly,  hedge  funds  are  hedged.  Most 
certainly,  they  are  leveraged.  The  risk  lies  in  the  debt — and  the 
collective  inexperience  of  the  managers  and  investors. 

A  half-century  ago  Alfred  Winslow  Jones,  an  ambitious  ex- 
financial  writer,  had  an  idea. 
He  would  invest  $100  in  the 
stock  market.  He  would  bor- 
row $30  and  invest  that,  too. 
To  mitigate  the  risk  of  the 
extra  $30  of  long  exposure,  he 
would  sell  short  $30  of  stock 
(i.e.,  sell  borrowed  shares  with 
the  expectation  of  buying 
them  later,  possibly  at  a  lower 
price).  He  would,  as  the 
phrase  went,  be  "short  against 
the  increment." 

If  his  stock  selection  was 
good,  Jones  reasoned,  he  would  be  more  than  fully  invested. 
But,  to  be  on  the  safe  side,  he  would  hedge.  He  called  his  fund  a 
"hedged"  fund.  It  is  telling  that,  down  through  the  years,  the 
final  consonant  has  gone  missing. 

Which  brings  us  to  Jones'  progeny.  No  doubt  hundreds, 
even  thousands,  of  these  offspring  are  faithful  to  the  founder's 
vision.  With  com  i  certainty,  we  know  that  hundreds,  even 
thousands,  arc  not.  We  know  something  else.  Not  even  the 
progenitor  flawlessly  implemented  the  AW.  Jones  &  Co.  invest- 
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like  hedge  funds 
actually  acquire 
a  mass  market 
following,  some 
kind  of  disaster 
is  just  around 
the  corner. 


ment  model.  So  bruising  was 
the  1969-70  stock  market 
downturn  that  Jones  himself 
considered  calling  it  quits. 

Jones'  preceding  success 
did  not  go  unnoticed.  Many 
tried  to  emulate  him,  not  for- 
getting the  part  about  taking 
on  some  margin  debt.  By  1977 
Institutional  Investor  asked 
where  all  the  funds  had  gone. 
"Quite  simply,"  the  magazine 
answered,  "what  was  larger  than  life  on  the  upside  was  mag- 
nified on  the  downside,  too — despite  the  apparent  'hedge' 
concept  that  was  supposed  to  enable  them  to  profit  on  their; 
short  positions.  Performance  fees,  in  an  era  of  nonperfor- 
mance, dried  up." 

Nonperformance  today  is  almost  preordained.  Hedge  fund 
promoters  promise  to  be  leveraged,  to  be  hedged,  to  be  "market 
neutral,"  to  be  short,  to  be  long.  The  trouble  is  that  there  isn't 
enough  ice  water  to  fill  the  veins  of  all  the  fresh,  young  hedgies. 
"He  was  all  nerve  and  no  nerves,"  it  was  said  of  a  certain 
speculator  a  century  ago.  But  for  those  with  conventional  ner- 
vous system  wiring,  nothing  is  quite  like  short-selling.  Have  you 
ever  tried  selling  short,  and  then  tried  to  get  some  sleep?  Foi 
most  people,  the  two  activities  are  incompatible.  OI 
course,  the  potential  loss  on  a  short  sale  is  unlimited. 

Rallies  in  bear  markets  are  notoriously  violent,  and  the 
mushroom  growth  of  leveraged  investment  partnership; 
can  make  them  even  more  explosive.  On  days  like  May  8 
when  the  Nasdaq  composite  rose  7.8%,  you  could  almost 
feel  the  sweat  beading  up  on  the  brows  of  thousands  ol 
novice  fund  managers. 

In  April  New  York  Stock  Exchange  short  interest 
reached  a  record  high  6.8  billion  shares,  up  3%  frorrl 
March.  The  rise  was  reportedly  driven  by  hedge  funds 
Although  the  absolute  volume  of  short  sales  is  touching 
a  record  high,  the  confidence  level  of  the  short-seller: I 
must  be  near  a  record  low.  It  is  an  open  secret  among  I 
seasoned  bears  that  only  a  small  fraction  of  short  sales  thesu 
days  are  the  result  of  rigorous  and  original  securities  analysis 
Nowadays  more  and  more  shares  are  sold  for  no  better  rea 
son  than  that  "the  market  is  go>ng  down." 

Democratize  the  hedge  fund  business?  Sure,  and  as  long  a: 
we're  at  it,  let's  democratize  the  New  York  Philharmonic.  We'l 
all  play  first  horn.  '< 


Forbes 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observei 
Visit  his  home  page  at  www.forbes.com/grant. 
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P  O  L  ICY 


Honestly. 


I  )\k  Independent  Agent  to 
recommend  the  best  coverage  for  your 
needs.  ONE  POLICY  to  protect  your 
home,  your  auto  and  your  o-cher 
valuable  belongings.'  ONE  NUMBER 
to  call  for  24-hour  claims  service. 
Find  out  how  Encompass  can  make 


your  life  simpler  (at  least  when  it 
comes  to  insurance).  Ask  your 
Independent  Insurance  Agent  today. 
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TO  find  THE  AGENT  NEAREST  YOU 
call  TOLL-FREE  1-866-760-6050^ 
visit  encompassinsurance.com/info 
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©2002  Encompass  Holdings,  LLC.  Encompass  Holdings,  LLC  is  a  subsidiary  of  Allstate  Insurance  Company,  which  is  the  exclusive  administrator  of  the  personal  auto  and 
homeowners  insurance  products  issued  through  the  insurance  subsidiaries  of  CNA  Financial  Corporarion.  Home  office:  Chicago,  IL.  Subject  to  availability  and  qualifications. 


Investment  Guide  Global  Investing 


In  the  last  five  years  the  term  "emerging  markets"  has  be- 
come synonymous  with  "crisis."  In  1997  the  Thai  baht  de- 
valuation set  off  a  meltdown  of  Asian  markets;  the  next  year 
imploding  Russian  bonds  were  the  villains.  Brazil  devalued 
its  currency  in  early  1999,  and  Argentina  has  been  the  top  trouble 
spot  of  late,  with  its  devaluation,  debt  default  and  theft  of  dollar  de- 
posits. Then  there's  Venezuela,  run  by  a  populist  former  general. 

The  old  investment  adage  says  that  you  should  buy  when 
there's  blood  in  the  streets.  On  this  logic  we  offer  a  sampling  of 
south-of-the-border  stocks  available  as  American  Depositary  Re- 
ceipts (see  table). 

The  case  for  buying  now  begins  with  knowing  that,  as  the  U.S. 
and  the  global  economies  recover,  emerging  markets  like  Mexico 
and  Brazil  will  benefit  because  com- 
modity prices  rebound  early  in  a  re- 
covery and  these  countries  are  com- 
modity exporters  (oil,  coffee  and  iron). 
And  their  stocks  are  cheap,  at  least 
compared  with  the  stocks  of  over- 
heated markets  like  ours.  Morgan  Stan- 
ley's Emerging  Markets  Free  Latin 
America  index  (open  to  foreign  in- 
vestors, that  is)  sells  for  1 3  times  earn- 
ings compared  with  33  for  the  U.S.  and 
24  for  Europe. 

Geoffrey  Dennis,  Latin  America 
strategist  at  Salomon  Smith  Barney, 
makes  the  case  for  investing  in  Mexico, 
Latin  America's  biggest  economy: 
"Mexico  is  joined  at  the  hip,  effectively, 
to  the  driving  force  of  this  world  eco- 
nomic recovery,  the  United  States." 

Exports  to  the  U.S.  make  up  25% 
of  Mexican  gross  domestic  product. 
The  strong  peso  has  hurt  exports,  but  not  as  much  as  last  year's 
falloff  in  demand  from  the  U.S.  So  far  this  year  the  Mexican  Bolsa 
is  up  10%  in  dollar  terms,  but  stocks  are  still  relatively  cheap  at  17 
times  earnings. 

Two  other  factors  supporting  the  Mexican  economy  are  strong 
real  wage  growth  of  about  5%  and  low  unemployment,  officially 
just  3%.  Healthy  Mexican  consumers  are  good  news  for  domestic 


growth  stocks,  says  Dennis.  He  likes  Telefonos  de  Mexico,  or 
Telmex,  the  dominant  phone  service.  At  a  recent  ADR  price  of  $37, 
Telmex  carries  an  enterprise  value  (market  value  of  equity,  plus 
debt,  minus  cash)  of  five  times  trailing  operating  income  (earning 
before  interest,  taxes,  depreciation  and  amortization);  the  corn 
sponding  ratio  for  Verizon  is  9. 

Oswaldo  Sandoval  of  hedge  fund  Explorador  Capital  recom- 
mends America  Movil.  Split  off  from  Telmex  in  February  2001,  the 
company  is  the  leading  cellular  provider  in  Mexico  and  has  oper- 
ations throughout  Latin  America. 

At  ten  times  trailing  earnings  Brazil  is  cheaper  than  Mexico 
but  politically  riskier.  October's  election  may  install  leftist  Luiz  Ina- 
cio  Lula  da  Silva  in  the  presidential  palace.  A  big  drag  on  the  Brazil- 


vestments  for  Gringos 


Despite  political  turmoil  in  South  America,  a  U.S.  economic  recovery  should  give  a 
kick  to  Latin  economies.  These  companies,  cheap  now,  should  surely  benefit. 

_PBICE 

EPS  (latest 
12  months) 

Enterprise       : 
multiple1 

Company/business 

recent 

52-week  high 

AmBev/beverages 

$19.97 

$25.80 

$0.64 

9 

America  Movil/wireless  communications 

18.60 

23.00 

-0.15 

12 

Cemex/cement 

31.04 

33.00 

3.98 

7           1 

Companhia  Vale  do  Rio  Doce/mining 

27.35 

28.50 

3.34 

8 

Gerdau/steei 

11.35 

14.05 

1.98 

5   ■ 

Grupo  Elektra/consumer  electronics 

11.15 

11.40 

2.93 

3 

Grupo  Televlsa/broadcasting 

43.46 

49.09 

0.80 

14 

Petrobras/oil  &  gas  production 

22.78 

29.90 

4.58 

3 

Telefonos  de  Mexico/telecom  services 

37.15 

41.45 

3.51 

5          f 

TV  Azteca/broadcasting 

8.10 

9.30 

0.87 

10 

Prices  as  of  May  9.  All  figures  represent  American  Depositary  Receipts. 

Enterprise  value  (sum  of  market  value  and  debt,  less  cash)  divided  by  operating  income  (earnings  before 

interest,  taxes,  depreciation  and  amortization).  Source:  Market  Guide  via  FactSet  Research  Systems. 


ian  economy:  high  real  interest  rates  of  around  13%. 

Still,  Peter  Marber,  president  of  the  Atlantic,  a  $500  million 
emerging  markets  fund,  recommends  Petrobras,  the  government- 
controlled  oil  behemoth.  It  trades  at  seven  times  this  year's  ex- 
pected earnings,  roughly  a  third  the  ratio  for  ExxonMobil.  Petro- 
bras has  made  some  promising  offshore  discoveries  in  the  Adantic 
ocean.  Maybe  Lula  will  keep  his  mitts  off  it.  F 


Emerging  markets  crises  have  battered  Latin  American  stocks.  Now 
looks  like  a  good  time  to  buy— carefully.         BY  KERRY  A.  DOLAN 
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Your  legacy  systems  have  helped  you  grow  strong. 
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Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily,  adapting  to  changing 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprooting 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    case    studies    with     proven     ROI,    visit    www.wrq.com/info 


©2002  WRQ,  Inc.  All  rights  reserved. 
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Statewide  Quarterly  Bu 


California 


General  State  Indicators 

Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 
Initial  Unemployment  Claims-Jan  2002 
Civilian  Labor  Force-Jan  2002  (Ths.) 
Non-Agricultural  Employ. -Jan  2002  (Ths.) 


12  Month  12  Month 

State  Change  National  Change 

34,501.1  +1%  284,796.9  +1% 

1,319.6  +2%  9,332.3  +1% 

24,432.6  -26%  164,895.6  -14% 

144,924.1  +10%  1,460,387.1  +18% 

5,802.1  +28%  41,834.2  +19% 


6.7  +29%  6.3  +34% 

339,820.0  +45%  2,660,722.0  +18% 

17,429.0  +2%  141,074.0  +0% 

14,511.8  0%  129,217.0  -1% 


Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD)  10,549.0       -26% 

Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001         227.2      +10% 

Per  Capita  Income  By  County 


■  $0-$19,999 

■  $20,000-$24,999 

■  $25,000-$29,999 
H  $30,000  &  UP 


115,139.0  0% 

193.7        +7% 


CA  Unemployment  Rate 


Insights  &  Solutions,  Inc. 


sourness      What  Business  Needs 


Providing  Total  Solutions 

Insights  &  Solutions,  founded  in  1989, 
is  a  full-service  marketing  research  firm. 
Fortune  500  companies  have  reaped  the 
benefits  of  l&S's  unique  brand  approach 
to  help  them  focus  their  organizations. 


model.  This  model  enables  clients  to  thor- 
oughly understand  the  impact  and  impor- 
tance of  individual  aspects  on  intended 
goals  and  then  game  play  different 
strategies  to  assess  risks  and  benefits  of 
those  strategies  on  ultimate  outcomes. 
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TBDI™:  Getting  Customers  To  Advocacy 

l&S  developed  its  Total  Brand 
Development  Approach,  a  multi  dimen- 
sional, multi  departmental  business 
orientation  to  help  clients  focus  all  its 
personnel  and  departments  on  its  contri- 
bution to  brand.  A  key  component  of  the 
Approach  is  the  addition  of  a  fifth  "P", 
personalization,  to  the  traditional  mar- 
keting mix  elements  (product,  price, 
place,  promotion).  In  addition,  the 
approach  focuses  organizations  on  inter- 
im goals  or  outcomes  toward  achn 
end  objectives  (satisfaction,  loyalty  and 
advocacy). 

Bringing  the  Approach  to  life  is  the  use 
of  l&S's  unique  Total  Brand  Development 
Index  (TBDI™)  computerized  trade-off 


In  Touch  With 
The  Times 

Recent  marketing 
budget  cuts  have 
prompted  Wall  Street 
to  focus  on  how 
companies  support 
their  brands  as  a 
"quality  of  earnings" 
issue.  In  response  to  this  intensified 
focus,  many  companies,  including 
Procter  &  Gamble,  are  revisiting  their 
approach  to  brand  strategy  by  taking  a 
step  back  to  concentrate  on  getting 
brand  propositions  right  by  seeking  the 
next  marketing  model  for  this  change. 
With  over  a  decade  of  experience  applying 
its  Total  Brand  Development  Approach  to 
build  practical  operational  assessment 
tools,  l&S  is  strongly  positioned  to  help 
companies  strengthen  their  brands  to 
succeed  in  these  changing  times. 

Contact: 

Charles  Shillingburg,  President 

480-874-1222 

www.insightssolutions.com 
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General  State  Indicators 

Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 
Initial  Unemployment  Claims-Jan  2002 
Civilian  Labor  Force-Jan  2002  (Ths.) 
Non-Agricultural  Employ. -Jan  2002  (Ths.) 


12  Month  12  Month 

State  Change  National       Change 

2,269.8  +1%  284,796.9        +1% 

62.2  +2%  9,332.3        +1% 

969.4  +21%  164,895.6  -14% 
19,524.2  +22%     1,460,387.1  +18% 

498.5  +10%  41,834.2  +19% 


5.3  +43%  6.3  +34% 

11,465.0  +9%  2,660,722.0  +18% 

1.134.0  +3%  141,074.0  0% 

1.061.1  -1%  129,217.0  -1% 
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Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD) 

1,210.0 

+17% 

115,139.0 

0% 

Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001 

219.2 

+4% 

193.7 

+7% 

VlSTA  COMPUTER  TECHNOLOGY,  INC. 


Helping  You  Manage  Your  Data  Needs 

Companies  today  are  faced  with  a 
mountain  of  data  and  it  is  growing  by  the 
minute.  Globally,  in  1999,  there  was  more 
electronic  storage  sold  than  in  all  prior 
years  combined.  Today  there  are  more  than 
12  billion  gigabytes  of  electronic  stored 
information  worldwide  and  that  number  is 
expected  to  double  in  the  next  2.5  years. 
The  historical  method  of  server-captive 
disk  solutions  no  longer  meets  today's 
requirements.  ClOs  are  searching  for  reli- 
able, cost-effective  hardware  and  technol- 
ogy tools  to  manage  and  share  data. 

Vista  Computer  Technology,  Inc.,  an 
11-year-old  Utah  Company,  is  uniquely 
poised  to  help  you  manage  these  moun- 
tains of  data  and  conquer  storage  chal- 
lenges. Vista's  in-depth  focus  on  the 
storage  arena  for  the  last  three  years 
led  to  the  Spring  2001  opening  of  the 
only  Total  Storage  Solution  Center  in 
Salt  Lake  City,  where  clients  can  see 
and  demo  the  latest  enterprise  storage 
technology  in  action  at  one  location. 

Benefits  of  the  Storage  Solution  Center 

In  the  Total  Storage  Solution  Center, 
Vista  helps  customers  realize  the  bene- 
fits of  linking  storage  into  networks  with: 

•  Centralized  storage  solutions  in  a 
SAN  (storage  area  network),  NAS 
(network  attached  storage) 


Htl 


•  SCSI  (SCSI  over  IP)  environmen 

•  Tape  device  sharing 

•  LAN  and  Server-free  backup 
and  recovery 

•  Data  sharing  across  platforms 

•  High  availability  server  clusters 

•  Training  (including  classroom 
lecture  and  hands-on  SAN 
technical  training) 

•  Technical  demonstrations 

•  Proof  of  concept  and 
customer  testing 

•  Benchmarking 

It  is  Vista's  ability  to  cover  the  defffc 
and  breadth  of  electronic  storage  sol 
tions  that  has  set  them  apart  from  t 
competition.  "We  have  the  advantage 
playing  with  the  technology  and  testi 
it  before  we  offer  a  proposed  solution 
a  customer.  With  this  advantage  we 
able  to  take  much  of  the  risk  out 
these  cost  and  time-intensive  buyi 
decisions,"  says  Reed  Beck,  vi 
president  of  Vista. 


Contact: 

George  Veney 

President 

801-467-4888x205 

gveney@vistacomputer.com 
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Statewide  Quarterly  Business  Review 


Vashington 


eneral  State  Indicators 
ital  Residential  Population-2001  (Ths.) 
ross  State  Product-2001  (Bil.  $) 
ital  Exports-Q4  2001  (Mil.  $) 
irsonal  Bankruptcies-Q4  2001 
Lsiness  Bankruptcies-Q4  2001 

ibor  Indicators 

nemployment  Rate-Jan  2002 

litial  Unemployment  Claims-Jan  2002 

ivilian  Labor  Force-Jan  2002  (Ths.) 

oo-Agncultural  Employ-Jan  2002  (Ths.) 


12  Month  12  Month 

State  Change  National  Change 

5,988.0  +1%  284,796.9  +1% 

198.4  -i%  9,332.3  +1% 
8.537.6  +1%  iC4  895.6  -14% 

36,379.1  +19%  1,460,387.1  +18% 

741.5  0%  41,834.2  +19% 


8.2  +32%  6.3  +34% 

72.557.0  +25%  2,660,722.0  +18% 

3.004.5  0%  141,074.0  0% 

2,612.0  -2%  129,217.0  -1% 


onstruction  Indicators 

ital  Residential  Permits-Jan  2002  (YTD) 

2,484.0 

-24% 

115,139.0 

0% 

■eddie  Mac  Mortgage  Home  $  lndex-Q4  2001 

267,2 

+6% 

193.7 

+7% 

Per  Capita  Income  By  County 


$0-$  19,999 
$20,OOQ-$2 1,999 


$22,000-$25,999 
$26,000  &  UP 
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WA  Unemployment  Rate 
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Technologies  Corporation 


)ut  KapAlon  Technologies 
Headquartered  in  Renton,  WA,  KapAlon 
hnologies  Corporation  is  quickly 
:oming  an  industry  leader  of  IT  support 
vices  nationwide.  Founded  in  1998, 
jAlon  Technologies  offers  a  range  of 
irmation  systems  solutions  through  a 
ff  of  experienced  and  highly  skilled 
rtputing  professionals.  With  over  45 
rs  of  combined  technical  and  opera- 
is  knowledge,  plus  our  cost-effective 
thod  of  delivery,  KapAlon  is  providing 
hnical  services  that  are  unmatched  in 
industry.  The  company's  client  list 
lude's  many  of  the  most  successful 
thwest  organizations — Washington 
tual  Bank,  Western  Wireless,  City  of 
ittle  and  IBM. 

\s  one  of  Northwest's  leading  informa- 
i  systems  consulting  firms,  KapAlon 
vides  a  comprehensive  range  of  tech- 
ogical  services.  These  include  systems 
igration,  development  and  implemen- 
lon  of  new  application  systems  using 
gacy"  or  client-server  technology,  and 
;ible  staffing  to  support  both  main- 
me-based  "legacy"  and  client-server 
terns.  Other  areas  of  expertise  of 
)Alon  are  Security  Assessment  and 
tical  Deployment.  With  security  for 
works  and  the  Internet  becoming  a 
jor  concern  for  all  corporations, 
jAIqo  Technologies  has  the  insight, 


security  background  and  technical  meth- 
ods to  insure  internal  and  external  securi- 
ty for  its  clients.  Another  problem  that 
corporations  face  is  logistical  deploy- 
ments. KapAlon  has  assisted  these 
companies  by  having  the  right  teams  in 
place,  coordinating  the  equipment  and 
timing  all  the  critical  functions-.  In  addi- 
tion to  these  services,  the  company  offers 
multi-levels  of  IT  and  technology  related 
consulting  from  technical  writers,  testers, 
programmers,  project  managers  and 
executive  placement. 

KapAlon's  Business  Strategy 

KapAlon  Technologies  maximizes  its 
performance  by  using  an  effective 
business  model  to  keep  overhead  low  and 
customer  satisfaction  high.  The  company 
strives  to  focus  on  its  customers' 
business  goals  in  order  to  achieve  an  out- 
standing rate  of  return  on  their  develop- 
ment dollars.  At  KapAlon  we  partner  with 
discriminating  clients  who  want  the  best 
quality  services  at  the  right  price.  KapAlon 
Technologies  plans  to  open  locations  in 
California,  Georgia,  Illinois,  New  York  and 
London.  KapAlon  is  expanding  to  tactical- 
ly service  its  existing  client  base  as  well 
as  different  regions  of  the  country. 

Contact: 

Brett  Kappenman,  Vice  President 

425-277-2500  •  www.kapalon.com 
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General  State  indicators 

Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 
Initial  Unemployment  Claims-Jan  2002 
Civilian  Labor  Force-Jan  2002  (Ths.) 
Non-Agricultural  Employ. -Jan  2002  (Ths.) 


NV  Unemployment  Rate 

12  Month  12  Month 

State       Change     National  Change 

2,106.1        +4%       284,796.9  +1% 

67.7        +3%           9,332.3  +1% 

397.1       -11%        164,895.6  -14% 

17,419.3      +26%     1,460,387.1  +18% 

279.3      -26%         41,834.2  +19% 


6.8  +39%  6.3  +34% 

22,190.0  +44%  2,660,722.0  +18% 

1,043.7  +4%  141,074.0  0% 

1,039.3  +1%  129,217.0  -1% 


Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD) 

2,607.0 

-17% 

115,139.0 

0% 

Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001 

172.9 

+8% 

193.7 

+7% 

NAVELLIER 


An  Insightful  Investment  Firm 

Louis  G.  Navellier  is  CIO  and  president 
of  Navellier  &  Associates,  Inc.,  Navellier 
Management,  Inc.,  editor  of  MPT  Review 
and  The  Blue  Chip  Growth  stock 
newsletters,  located  in  Reno,  NV. 
A  graduate  of  California  State  University 
-  Hayward,  with  an  MBA  in  Finance, 
Navellier  has  been  very  successful  in 
translating  what  had  been  purely  aca- 
demic techniques  into  "real  market" 
applications.  Navellier  believes  that  dis- 
ciplined quantitative  analysis  can  select 
stocks  that  will  significantly  outperform 
the  overall  market.  A  three-step  highly 


vidual  portfolios,  pension  funds  and 
institutional  portfolios  with  over  $5  bil- 
lion under  management.  In  1993 
Navellier  Management,  Inc.  was  formed 
to  manage  the  Navellier  Performance 
Funds  and  Navellier  Millennium  Funds. 


Services  Include 


•  Private  Management — 
$100,000  minimum 
Fixed  or  Incentive  Fees 

•  Mutual  Funds — 
$2,000  minimum 
$500  for  IRA 

•  Newsletters 
MPT  Review 

Blue  Chip  Growth  letter 


1  Hedge  Funds 


disciplined  "bottom  up"  stock  selection 
process  is  employed,  including  quanti- 
tative analysis,  fundamental  analysis 
and  utilization  of  an  allocation  model.  In 
1980,  he  began  publishing  his  research 
in  his  stock  advisory  newsletter  MPT 
Review  using  the  above  disciplined 
process. 

Since  1985,  Mr.  Navellier  has  been 
very  active  in  the  management  of  indi- 


Most  recently,  Mr.  Navellier  was  fea- 
tured in  a  book  titled  Secrets  of  the 
Investment  All-Stars  by  Kenneth  A.  Stern 
in  an  interview  titled  "Louis  Navellier,  A 
Man  Who  Has  Beat  Them  All." 

Contact: 

Navellier 

Janice  W.  Rushing,  Client  Services 

800-454-1395  •  www.navellier.com 

1  East  Liberty  •  Reno,  NV  89501 
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Absolute  Return  By  Lisa  W.  Hess 

AFTER  THE  MELTDOWN 


If  you  are  like  a  lot  of  investors,  you  fancy  yourself  a  "con- 
trarian"— you  like  the  idea  of  betting  against  the  crowd. 
But  just  how  far  out  are  you  willing  to  stick  your  neck?  Try 
this  idea:  buying  penny  stocks  in  Indonesia. 
Indonesia,  with  200  million  people  spread  over  13,000  islands, 
has  been  through  such  hell  that  most  investors  have  taken  the  na- 
tion off  their  screens.  Starting  with  the  1998  currency  collapse, 
the  nation  has  endured  the  bankruptcy  of  most  major  corpora- 
tions, political  turmoil,  religious  uprisings  and  the  exodus  of  many 
in  the  merchant  class  (and  their  capital).  Indonesia,  since  the  1998 
ouster  of  the  ruler  Suharto  and  his  gang,  reminds  me  of  the  Philip- 
pines after  Ferdinand  Marcos:  Once  stability  returned  and  the 
corrupt  oligarchs  were  no  longer  plundering  the  country,  many 
years  of  prosperity  and  stock  market  growth  followed. 

The  Indonesian  currency  has  strengthened  from  15,000  ru- 
piah  to  the  dollar  in  1998  to  9,300  now,  affording  the  central  bank 
leeway  to  lower  interest  rates.  The  government  has  started  priva- 
tizing some  of  its  holdings  in  what  seems  like  a  reasonably  trans- 
parent process.  President  Megawati  Sukarnoputri,  the  daughter  of 
Sukarno,  who  ruled  the  country  between  1949  and  1966,  has  done 
a  good  job  of  cleaning  up.  It  is  indicative  of  how  far  she  is  willing 
to  go  in  combating  the  old 


IS  13,000- 


i  ri  ilia  in  it  it)  II 


got  the  worst 
of  the  1997-98 
Asia  debacle. 


crony  capitalism  that  the  son  of 
former  president  Suharto, 
known  as  "Tommy,"  is  being 
prosecuted  for  a  wide  range  of 
crimes,  including  corruption 
and  murder. 

Indonesia  is  wobbly,  but  it 
has  a  place  in  the  holdings  of 
any  investor  with  a  global  per- 
spective. My  ideal  portfolio 
right  now  is  about  as  distant 
from  traditional  U.S.  blue  chips 
as  you  can  get.  It  would  be  15% 
in  early-stage  venture  capital, 
30%  in  microcap  U.S.  equities, 
25%  in  junk  or  other  spurned 
bonds  and  30%  in  emerging 
markets.  The  smaller 
Rim  economies  are  rip  pn  »nise,  even  though  they're  the 

least  popular  among  Am  - ors  who  remember  the  1997- 

98  Asian  debacle.  The  thi  s:  Why  bother  with  exotic, 

risky  places  where  cronyisi  i 1  iflammerv  rule? 

Despite  economic  and  po.  nprovem  :nts  in  Asia  since 

those  dark  days  four  years  ag  m  si ill  lag.  From 

1996,  the  year  before  the  first  m  ,  •   (hat  the  Mor- 

gan Stanley  Capital  Internationa  which  excludes 


Japan)  is  down  39%,  while  the 
S&P  500  is  74%  higher,  U.S.  bear 
market  and  all.  That  said,  signs 
of  life  are  showing  up  lately,  par- 
ticularly among  the  most  prob- 
lematic economies  of  1997-98 — 
Thailand  (market  up  26%  to 
date  this  year),  Korea  (22%)  and 
Indonesia  (39%). 

Indonesia,  the  most  auspi 
cious  of  the  bunch,  is  also  the 
cheapest.  Thailand,  while  very 
attractive,  does  not  have  the  same  potential  for  an  immediate 
currency  uplift.  Korea  has  been  rallying  since  January  2001  and] 
offers  a  more  limited  selection  of  investments.  Finally,  largely 
Muslim  Indonesia  is  a  focus  of  our  war  on  terrorism,  meaning 
the  U.S.  will  do  whatever  it  can  to  ensure  that  Indonesia  builds 
a  prosperous  middle  class. 

Three  Indonesian  companies,  which  my  firm  has  positions  in, 
are  worth  a  hard  look.  The  first  two  aren't  available  as  American 
Depositary  Receipts,  but  they  can  be  bought  through  brokerages. 
Astra  International  (43  cents,  ash)  is  a  $3.3  billion  (sales) 
automotive  conglomerate  selling  at  12  times  trailing  12 
months'  earnings.  Heavy  borrowing  got  Astra  into  trouble 
when  the  Asian  crisis  hit,  yet  lately  it  has  been  able  to  pay 
down  a  lot  of  the  debt,  thanks  to  a  recovery  in  domestic 
consumption.  The  company  owns  5 1  %  of  a  joint  venture 
with  Toyota  to  manufacture  cars  and  50%  of  one  with] 
Honda  to  make  motorcycles.  Astra  has  $1.7  billion  of  debt 
and  a  $1.2  billion  market  capitalization. 

HM  Sampoerna  (49  cents,  HMSP)  is  the  second-largest  cig- 
arette manufacturer  in  Indonesia.  The  company  is  espe- 
cially known  for  its  distinctive  and  aromatic  clove  cigarettes. 
It  has  consistendy  gained  market  share  over  its  larger  rival, 
the  sleepy  Gudang  Garan.  With  a  market  cap  of  $2  billion, 
HM  Sampoerna  trades  at  2 1  times  last  year's  earnings,  but 
earnings  should  double  this  year. 

PT Telekomunikasi  ($9,  TLK),  the  only  ADR  in  this  group, 
is  the  leading  provider  of  both  local  and  long-distance  tele- 
phone service.  It  goes  for  12  times  trailing  earnings  and 
sports  a  $4.4  billion  market  cap.  This  state-run  monopoly  (think 
the  old  Ma  Bell),  which  is  gradually  being  privatized,  owns  77% 
of  fast-growing  Telkomsel,  Indonesia's  dominant  cellular  provider. 
Telkomsel  has  room  to  grow,  since  only  2%  of  Indonesia's  house- 
holds have  a  wireless  phone.  F 

Lisa  W.  Hess  is  a  managing  director  ofZesiger  Capital  Group  LLC,  | 
an  investment  adviser. 
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Aquila 


Who  helps  you  leap  those  gaps  between  risk  and  success?  Aquila.  [ah-KWiL-uhj. 
Changing  regulations.  Evolving  business  models.  Price  volatility.  No  wonder  you're  facing  more 
risks.  That's  where  you  need  Aquila.  We  transform  your  risk  into  opportunity.  We  partner  with 
you  to  assess  your  risks  and  create  exceptional  solutions  for  your  business.  We  combine  and 
leverage  our  experience  as  a  leading  wholesale  merchant  with  our  assets,  risk  management 
expertise  and  capital  solutions.  It's  your  basic  giant  leap  forward.  1-800-891-3687.  aquila.com. 


Investment  Guide  Real  Estate 
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Your  stocks  plummeted,  but  the  value  of  your  home  is  way  up.  Is  it  a  bubble?  To  learn  more,  check  out  local  rents. 

BY  STEPHANE  FITCH 


Wendy  Tennyson,  a  media  company  executive,  and  her 
husband,  Rex,  just  paid  $699,000  for  a  1,100-square- 
foot,  two-bedroom  apartment  with  9.5-foot  ceilings 
on  the  eighth  floor  of  a  27-story  building  on  Manhattan's  Upper 
West  Side.  The  apartment  is  sunny  and  has  a  terrace — precious  in 
Manhattan.  Still,  the  Tennysons,  who  moved  to  New  York  from 
Los  Angeles,  have  sticker  shock.  They  sold  an  entire  house  with  a 
big  lot  and  a  three-car  garage  in  Burbank  for  the  same  amount. 
"Now  we  live  in  a  box,"  says  Wendy.  If  the  Tennysons  had  instead 
moved  to  a  low-cost  city  like  Milwaukee,  they  could  have  chosen 
from  the  biggest,  best  houses  in  town. 

Does  that  mean  they  overpaid?  Not  at  all.  You  can't  commute 
to  a  Manhattan  job  from  Burbank  or  Milwaukee.  So  you 
have  to  find  some  other  way  to  evaluate  home  prices. 

A  real  estate  agent  will  tell  you  the  ultimate  drivers 
of  property  prices  are  mortgage  interest  rates,  school 
quality,  shopping  proximity,  neighborhood  prestige 
and  "c  u  1 1  >  appeal" — that  is,  the  esthetics  of  the  home. 
Closer  to  tl  mark,  but  fuzzy.  Here's  a  better  way:  See 
if  you  e  a  price/earnings  ratio  for  your 

house  or  defy  your  stock  portfolio  may  be 

down.ev..  market  P/Es  aren't.  Let's  see  where 

your  home 

As  with  i   with  real  estate:  P/E  ratios  vary 

enormously    ith  glamour  properties  (in  San  Francisco 
or  Boston)  g<  men  higher  multiples  than  un- 

desirable one  USe).  And,  as  with  stocks,  real 


estate  multiples  can  get  out  of  line.  There  are  times  and  places 
when  they  are  unrealistically  low  (New  York  City,  1975),  and  times 
and  places  when  they  reach  bubble  proportions  (Palo  Alto,  1999). 
So  what  are  the  "earnings"  on  real  estate?  Start,  just  as  a  commer- 
cial real  estate  investor  would,  with  the  rental  value.  From  that, 
subtract  operating  costs — insurance,  property  tax  and  mainte- 
nance. Now  you  have  a  net  rental  value.  Divide  this  earnings  fig- 
ure into  the  price;  you  get  the  property's  P/E. 

To  get  rental  data  for  homes  comparable  to  the  one  you're 
buying  or  selling,  check  with  the  relocation  department  of  big  real 
estate  agencies,  the  ones  that  need  to  track  down  living  space  for 
executives  on  temporary  transfers. 
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No  Place  Like  Home 


If  your  cap  rate  exceeds  a  ten-year  Treasury  yield  (now  5.2%)  by  a  percentage  point  or  two,  it's  not  overpriced.  So  with  prices 
still  rising  in  much  of  the  country,  real  estate  is  no  bargain.  San  Francisco  prices  are  dropping,  but  from  a  very  high  level. 


Purchase  prices  shown  are  for  two-bedroom 
homes  in  prime  neighborhoods. 


In  the  short  run,  prices  can  go  anywhere,  but  in  the  long  run 
they  are  inevitably  driven  by  rental  values.  When  annual  rental 
rates  on  prime  office  space  in  downtown  Chicago  tumbled  from 
$35  a  square  foot  in  1990  to  $21  in  1996,  gorgeous  skyscrapers  got 
cheap  fast.  Even  trophies  like  the  Sears  Tower  suffered;  its  market 
value  tumbled  from  $850  million  to  $450  million.  It  didn't  mat- 
ter how  tall  it  was.  "The  market  only  cares  about  how  the  prop- 
erty's income  is  growing — or  shrinking,"  says  Jacque  Ducharme, 
president  of  New  York  real  estate  brokerage  Julien  J.  Studley. 
Today,  Sears  Tower  rents  and  market  value  are  back  up. 

What  about  Wendy  and  Rex  Tennyson — did  they  overpay? 
Using  other  rents  in  the  same  building  as  a  basis  for  comparison, 
their  agent,  Peter  Martin,  figures  the  apartment's  rental  value  is 
$53,000  a  year,  or  $35,000  net  of  operating  expenses.  The  Ten- 
nysons  paid  20  times  earnings,  fairly  typical  for  New  York  City 
these  days,  according  to  data  from  Halstead  Property  and  Corco- 
ran Group,  two  large  realty  brokerages  in  New  York. 

Compare  San  Francisco,  where  a  multiple  of  30  is  the  norm, 
pricey  even  if  values  are  dropping  there.  Boston  comes  in  at  38 
times  earnings.  High  P/Es  make  perfect  sense  for  a  growth  stock  or 
a  growth  property — up  to  a  point.  Implicit  in  the  feverish  bid- 
ding for  homes  in  Boston  is  the  assumption  that  rental  values  will 
climb  smartly  over  the  next  decade  or  two.  If  rents  are  destined  to 
go  sideways,  home  buyei  s  there  are  fools.  They  would  be  better  off 
putting  their  money  in  Treasury  bonds  and  renting. 

Talk  P/Es  to  a  real  estate  pro  and  you  may  get  a  funny  look. 
The  usual  practice  is  t.  invert  this  ratio  to  find  what's  called  a  cap- 
italization rate.  New  York's  P/E  of  20  corresponds  to  a  cap  rate  of 


5%.  You  can  invert  a  stock's  P/E  in  the  same  fashion,  to  get  an 
earnings  yield.  Microsoft  has  a  P/E  of  46,  meaning  that  its  earn- 
ings yield  is  2.2%.  If  Microsoft  were  a  building,  you'd  say  that  its 
cap  rate  is  2.2%. 

Nationally,  Bank  Leumi  USA  says,  developers  of  luxury  apart- 
ment buildings  are  selling  them  to  commercial  buyers  for  cap 
rates  of  6%  to  7% — one  to  two  percentage  points  over  ten-year 
Treasury  yields.  So  that  level  is  about  where  your  home's  cap  rate 
should  be  in  the  best  circumstances.  Also  realize  demand  is  heav- 
ily influenced  by  tax  rules,  which  favor  homeowners  over  renters. 
Hence  cap  rates  on  homes  tend  to  be  on  the  low  side  (see  map). 

Note  that  for  an  owner-occupied  home,  the  "income"  earned 
from  the  building — the  net  rent  you  don't  have  to  pay — is  exempt 
from  tax.  The  corresponding  net  rental  value  of  an  apartment 
building  is  only  partly  exempt,  by  dint  of  depreciation  deductions.  J 
And  capital  gains  on  eventual  sale?  They  are  taxable  for  owners  oil 
investment  properties,  but  largely  exempt  for  homeowners.  As  I 
often  as  once  every  two  years,  you  can  exclude  up  to  $500,000  oi  | 
gain  on  the  sale  of  a  home. 

So  Wendy  and  Rex  Tennyson  may  well  come  out  ahead  of  a  I 
renter.  But  they're  getting  a  worse  deal  than  they  would  have  had 
three  years  ago.  When  Curtis  Brown  and  his  wife  nervously  paid 
$860,000  for  a  2,000-square-foot  apartment  in  an  I.M.  Pei  build- 
ing on  East  30th  Street  in  late  1999,  we  calculated  they  were  getting 
an  8.3%  cap  rate  (FORBES,  Nov.  29,  1999).  That's  like  getting 
Microsoft  at  a  low  P/E.  Realtor  Stephen  Perlo  of  Corcoran  says 
four-bedroom  apartments  are  in  big  demand,  and  this  one  would 
sell  for  $  1 .6  million  today.  F 
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ty  connecting  with  customer  needs,  we  deliver  value  worldwide. 

y   focusing   on    the   needs   of  our   customers   around   the   globe,  CEMEX    is 

ansforming  the  ways  in  which  building  materials  are  manufactured,  sold  and 

istributed — while  ensuring  brand  loyalty  worldwide.  We  are  continually  working 

)  maximize  the  customer  experience  through  the  use  of  superior  technology  and 

nproved  logistics — whether  we're  customizing  ready-mix  for  a  project  or  guiding 

ur  trucks  with  GPS.  Our  pursuit  of  efficiency  has  not  only  made  us  the  best 

f  breed — solidifying  our  position  as  the  most  profitable  global  cement  company —  f V / 

C  X  't  enables  us  to  deliver  value  for  shareholders  and  improve  the  quality  Jr    f         ^ r~\  ■  ■  Tr"L>s,< 

IHIiail       0f    |jfe    for    people    everywhere.  To    learn    more    about    us,    visit 

IYSE    www.cemex.com.  Building  the  future 
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These  days,  you  can  set  up  a  donor-advised  fund  through  Vanguard,  Smith 
Barney  or  the  Rotary.  Here's  what  to  watch  out  for.      BY  ASHLEA  EBELING 


After  Kenneth  Leghorn  and  his  wife,  Susan  Warner, 
sold  their  adventure  travel  business,  Alaska  Discovery, 
in  2000,  they  put  $150,000  in  a  "donor-advised 
fund."  This  allowed  them  to  claim  the  full  $150,000 
tax  deduction  in  a  year  when  their  income  was  high  and  then 
parcel  out  the  money  later  to  their  favorite  causes.  So  far  they've 


made  six  grants,  including  $2,000  to  a  campaign  to  support 
ferry  service  from  Juneau  to  Skagway  and  block  construction  of 
a  road  that  would  mar  the  Tongass  National  Forest. 

But  Leghorn,  47,  and  Warner,  49,  didn't  ship  their  money  off 
to  the  Boston-based  Fidelity  Charitable  Gift  Fund,  the  largest  and 
best-known  donor-advised  fund,  with  $2.6  billion  in  assets.  In- 

^^  stead  they  put  it  with  the  $7 
million  Alaska  Conservation 
Foundation  in  Anchorage. 
The  couple  selects  grant  re- 
cipients, but  all  money  must 
go  to  Alaskan  environmental 
causes.  "Wilderness  was  our 
business,  and  we  want  to 
help  save  it,"  Leghorn  says. 
Charitable  donation 
pools  like  the  Alaskan  one 
have  been  around  for  a  long 
time,  originally  under  the 
name  "community  chest." 
In  the  1930s  entities  like  the 
Cleveland  Foundation  set 
up  programs  to  collect  do- 
nations from  a  community 
and  let  donors  influence  the 
choice  of  grant  recipients.  In 
1992  Fidelity  Investments 
made     donation-pooling 
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Now  there's  just  one  critical  item 
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s/r  worth 


en 


!002"&T  Group  Inc.  CIT  companies  are  subsidiaries  of  Tyco  International  Ltd 


Investment  Guide  Charity 


into  a  business  venture  with  its  fund,  and  now  just  about  every 
kind  of  financial  enterprise  wants  into  the  business.  Banks,  bro- 
kers, mutual  fund  companies,  individual  charities,  professional 
associations  and  even  universities  are  all  scrambling  to  offer 
donors  these  funds.  "We  thought  if  donors  were  going  into  the 
marketplace  to  find  this  service,  we  should  offer  it  ourselves,"  says 
John  Osterlund,  who  helped  launch  the  Rotary's  new  donor-ad- 
vised fund  in  April.  Meanwhile,  the  nation's  600-plus  commu- 
nity foundations — the  pioneers  in  this  business — still  have  their 
hands  outstretched  (see  www.communityfoundationlocator.org). 

The  result  is  that  donors  today  face  a  daunting  research  job. 
Pick  the  wrong  fund  and  your  kitty  could  be  whitded  away  by 
uncharitably  high  fees.  Or,  you  could  find  your  grantee  choices 
more  restricted  than  you'd  like. 

Be  sure  to  review  the  legal  limits  on  donor-advised  funds 
before  you  contribute  (see  box,  p.  236).  And  remember — when- 
ever possible,  give  appreciated  stock  you  have  held  for  more  than 
12  months.  You  can  claim  a  deduction  for  its  market  value  with- 
out ever  being  taxed  on  the  gains.  Here's  what  to  look  for. 

FEES,  FEES,  FEES 

Most  donor-advised  funds  charge  at  least  two  layers  of  fees — one 
for  managing  the  money  you  put  in  the  fund  and  one  for  admin- 


istration. At  the  Vanguard  Charitable  Gift  Endowment  Program 
those  fees  combined  run  a  modest  0.30%  to  0.75%  of  assets  a 
year.  (The  more  in  your  account,  the  lower  the  percentage.)  But 
at  the  Smith  Barney  Charitable  Investment  Fund,  combined  fees 
eat  up  2.04%  to  2.42%  of  assets  a  year.  Part  of  that  goes  to  bro- 
kers' commissions,  although  Melanie  Schnoll-Begun,  director  of 
philanthropic  services  for  Salomon  Smith  Barney,  declines  to  say 
how  much.  "These  aren't  fees  clients  need  to  see,"  she  sniffs.  At 
Eaton  Vance's  U.S.  Charitable  Gift  Trust,  brokers  get  up  to  1%  of 
your  balance  each  year  on  top  of  administrative  and  investment 
fees.  Warning:  If  a  broker  suggests  you  use  a  Fidelity  fund,  it  may 
be  the  Fidelity  Advisor  Charitable  Gift  Fund,  which  uses  higher- 
expense  mutual  funds  so  the  brokers  can  get  paid. 

Watch  out  for  additional  charges.  The  T.  Rowe  Price  Program 
for  Charitable  Giving,  for  example,  imposes  a  $500  fee  on  new 
accounts  which  distribute  all  their  money  in  the  first  six  months 

GIFT  RESTRICTIONS 

Technically,  donors  can  only  "advise"  or  "recommend"  grants, 
and  the  gift  fund's  board  has  the  final  say.  But  Fidelity  and  other 
financial-company-linked  funds  usually  follow  your  recommen- 
dations for  grants  to  any  legitimate  charity.  Individual  charities 
that  sponsor  funds,  on  the  other  hand,  may  require  that  you  give 


m 
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The  policies  and  fees  of  donor-advised  funds  vary  dramatically.  Some  funds  affiliated  with  financial  service  companies  pay 
brokers'  commissions.  Some  funds  sponsored  by  charities  restrict  your  giving  choices. 


Fund 

American  Bar  Endowment  Charitable  Gift  Fund 

American  Express  Charitable  Giving  Program 

Cleveland  Foundation 

Community  Foundation  Silicon  Valley 

Cornell  University  Foundation 

Fidelity  Advisor  Charitable  Gift  Fund 

Fidelity  Charitable  Gift  Fund 

Harvard  Donor  Advised  Fund 

JPMorgan  Charitable  Giving  Fund 

Legg  Mason  Trust  Partners  in  Philanthropy 

Morgan  Stanley  Charitable  Gift  Program 

Nature  Conservancy 

New  York  Community  Trust 

Rotary  Foundation  Donor  Advised  Fund 

Schwab  Fund  for  Charitable  Giving 

SEI  Giving  Fund 

Smith  Barney  Charitable  investment  Fund 

T.  Rowe  Price  Program  for  Charitable  Giving 

U.S.  Charitable  Gift  Trust  (Eaton  Vance) 

Vanguard  Charitable  Endowment  Program 

'Investment  management  lees  at  individual  funds  can  vary  based  on  investment  choices  in  your  account. 
Administration  fees  at  individual  funds  can  vary  based  on  the  amount  of  money  in  your  account. 


Minimum 

ANNUAL  FEES  AS  °   OF  ASSETS 

contribution 
to  open 

investment 
management1 

administration 
($100,000  account)2 

$10,000 

.15  to  1.06% 

1.3% 

25,000 

.83  to  1.03 

0.75 

10,000 

.20  to  I.I 

0.5 

25,000 

.50  to  .80 

1.5 

25,000 

none 

none 

10,000 

.70  to  l.ll 

1.0 

10,000 

.42  to  .80 

1.0 

250,000 

none 

none 

25,000 

.44  to  1.75 

1.0 

25,000 

1.0  to  1.50 

1.0 

25,000 

.42  to  1.65 

1.0 

100,000 

0.70 

none 

5,000 

.18  to  .33 

0.2 

20,000 

.45  to  .77 

0.95 

10,000 

.40  to  .50 

1.0 

50,000 

.58  to  1.06 

0.8 

25,000 

.62  to  .70 

1.72 

10.000 

.57  to  .78 

0.5 

10,000 

0.65 

1.0 

25,000 

.20  to  .30 

0.45 

Comments 

20%  "requested"  for  law  causes 
Added  0.25%  fee  for  broker 
Choice  of  18  investment  firms 
Takes  pre-lPO  stock  and  real  estate 
50%  to  Cornell  if  account  under  $500,00 
Broker  gets  0.25%  of  investment  fee 
Can  sign  up  online 
50%  to  Harvard  over  life  of  fund 
1%  a  month  to  hold  restricted  stock 
Broker  gets  up  to  0.75%  of  investment  fe< 
Upfront,  one-time  0.75%  broker's  fee 
20%  to  Nature  Conservancy  projects 
Higher  fee  for  outside  money  manager 
50%  for  Rotary  International  at  death 
New  investment  choices  as  of  July  I 
Broker  can  get  0.55%  of  administration  fe 
Broker  gets  part  of  investment  fee 
$500  fee  for  funds  closed  within  6  month 
Up  to  1.3%  added  fee,  including  broker's 
$25,000  can  be  given  over  2  years 
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When  everything  works  together, 
the  results  can  be  quite  powerful. 
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Powerful  resources.  Precision  timing.  Proven  expertise.  That's  what 
makes  a  truly  outstanding  performance.  And  that's  what  makes  AEP 
stand  out.  With  holdings  across  the  energy  spectrum — natural  gas 
lines  to  barges,  coal  mines  to  rail  cars — coupled  with  vast  generation 
resources,  we've  built  our  business  model  on  a  foundation  of  solid, 
diverse  assets.  And  we  keep  our  portfolio  dynamic,  with  the  flexibility 
to  take  advantage  of  each  new  opportunity  at  the  right  time.  For  an 
energy  leader  with  the  expertise  to  put  its  resources  to  work  for  you, 
one  stands  above  the  rest.  AEP. 

aep.com 
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them — or  related  causes — 
part  of  the  pot.  Harvard 
demands  half  of  your  contri- 
butions. The  Alexandria,  Va.- 
based  Donors  Trust  restricts 
giving  to  "right-of-center" 
causes.  The  American  Bar 
Endowment  fund  "requests" 
(but  does  not  require)  that 
you  give  out  20%  of  your  fund 
to  legal  causes. 

As  competition  stiffens, 
some  charities  are  relaxing 
their  restrictions.  The  Nature 
Conservancy  just  reduced  the 
share  of  your  kitty  it  insists 
on  from  50%  to  20%.  The 
University  of  Maine  Founda- 
tion usually  wants  25%  of 
funds  over  $50,000.  But  Kevin 
Frazier,  the  foundation's 
director  of  finance,  says:  "We 
believe  everything  is  nego- 
tiable. We're  working  with 
people  to  make  giving  away 


CharitahleXimitSL 
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Donor-advised  funds  have  lots  of  advantages,  but  there  are  limits  on  donor  control  over  the  fund. 
You  can't  use  the  money  in  your  fund  for  personal  benefit.  That  means,  for  example,  you  can't  use 
to  pay  for  Tickets  to  a  charity  dinner  or  bid  for  items  at  a  charity  auction.  That's  because  you've  al- 
ready claimed  a  charitable  deduction  for  all  the  money  in  your  fund.  Normally,  you  would  be  allowe 
to  deduct  only  what  you  paid  over  the  market  value  of  the  dinner  or  auction  booty. 

Some  donor-advised  funds  also  now  prohibit  donors  from  using  grants  to  honor  a  legally  binding 
charitable  pledge.  They  fear  that  by  fulfilling  your  obligation,  they  may  technically  be  kicking  back  to 
you  something  of  value.  And  most  funds  also  prohibit  you  from  directing  grants  to  your  private  found; 
tion;  they  don't  want  to  help  you  skirt  a  law  that  allows  a  bigger  tax  break  for  donations  to  a  public 

charity  (such  as  a  donor-advised  fund)  J^  - 

than  to  a  private  foundation. 

Donors  have  limited  control  o 
investing  what's  in  their  fund.  So  you 
can  choose  among  various  preselected 
options  from  bond  to  emerging  market 
funds.  You  can  even  recommend  a 
money  manager  in  some  cases.  But 
you  can't  pick  stocks  yourself. 

Beware  of  funds  that  try  to  push 
the  limits  on  any  of  these  issues.  The  ^ 

IRS'  Exempt  Organizations  examination        ^ 
division  is  beginning  a  study  of  donor-  ^X, 

advised  funds.  —A.E.  ' '// 
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their  money  easy."  Mississippi 

State  University,  which  set  up  its  fund  just  last  year,  doesn't 

require  donors  to  give  anything  to  the  school. 

Some  funds,  typically  those  set  up  by  individual  charities  like 
the  Nature  Conservancy,  require  funds  to  be  dispersed  within  a 
set  period  after  the  original  donor's  death.  By  contrast,  the  finan- 
cial firms'  funds  encourage  you  to  pass  on  the  advisory  function 
to  future  generations.  After  all,  they  want  to  manage  the  money 
for  a  very  long  time. 

ASSET  RESTRICTIONS 

Small  charities  (and  those  intent  on  keeping  overhead  low,  such 
as  the  T.  Rowe  Price  fund  )  accept  only  cash,  publicly  traded  stock 
and  bonds.  But  many  funds  are  more  flexible.  The  New  York 
Community  Trust  accepts  limited  partnerships,  copyrights  and 
even  movie  rights.  Boston  estate  lawyer  Robert  Woodburn  says 
one  client  gave  half  of  his  house  to  the  Boston  Foundation,  where 
he  set  up  separate  funds  for  each  of  his  children  to  advise.  Not 
surprisingly,  flexibility  often  comes  with  a  price.  The  JPMorgan 
Charitable  Giving  Fund  takes  restricted  stock,  but  if  the  stock 
can't  be  liquidated  within  three  months,  a  1%-per-month  fee 
kicks  in. 

INVESTMENT  CHOICES 

Donors  can't  manage  the  money  in  their  charitable  kitty  them- 
selves. But  funds  linked  to  financial  service  companies  give 
donors  some  investment  choices.  Morgan  Stanley  and  the 
Calvert  Foundation  offer  "socially  responsible"  investment 
options.  By  contrast,  Han  ard  invests  all  donor-advised  funds 
along  with  its  endowment,  resulting  in  no  foes  and  also  no  invest- 


ment choice.  If  your  account  balance  is  big  enough,  you  car. 
sometimes  get  a  gift  fund  to  keep  the  account  with  your  mone) 
manager.  Donors  Trust,  for  example,  offers  this  option  to  donor; 
who  give  $250,000  or  more. 


i 


ADMINISTRATION 

If  you  want  grants  to  your  recipients  made  quickly,  find  out  whc 
administers  a  fund.  Fidelity  promises  to  cut  most  checks  withii 
three  days,  while  some  funds  take  weeks.  Tip:  Your  favorite  char 
ity  may  be  buying  administrative  services  from  Fidelity — sevei 
charities,  including  the  Rotary,  have  signed  up  with  it. 

Some  financial  service  companies  contract  out  adminis 
tration  too.  The  National  Philanthropic  Trust  in  Jenkintown 
Pa.  administers  the  JPMorgan  fund,  the  Legg  Mason  Trust  Part 
ners  in  Philanthropy  fund  and  the  American  Express  Charita 
ble  Giving  Program,  and  usually  cuts  grant  checks  within  tei^ 
days. 

Most  national  funds  and  some  community  foundations  le 
you  complete  grant  requests  and  monitor  your  fund's  balanc 
online. 
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GRANT-GIVING  ADVICE 

Community  and  cause-related  funds  generally  provide  donor 
with  more  help  deciding  on  grants  and  monitoring  recipient 
than  do  funds  linked  to  financial  service  companies.  But  some  c 
your  dollars  may  pay  for  this  infrastructure.  The  Asia  Founda 
tion's  Give2Asia  fund,  for  example,  imposes  a  grantmaking  fe  ^ 
on  top  of  its  administrative  charges,  for  services  such  as  visits  6  m, 
Kabul  to  monitor  a  nutrition  program. 
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Emerging  Leaders  Review 

Profiles  of  Top  10%  Sector  Performers  in  Safes,  Earnings  or  Price  for  1-5  yr  Period  Ending  3/1/02 


Ceres  Group,  Inc. 


C 

ceres 

group,  inc. 


Ceres  Group.  Inc.  (NASD:  CERG)  is  a  health  and 
e  insurer  with  increasing  emphasis  on  the 
owing  senior  market.  A  recapitalization  of  the 
impany.  through  its  first  public  stock  offering  in 
:cember  2001,  strengthened  the  balance  sheet 
nd  enhanced  the  capital  of  its  insurance 
jbsidiaries. 

Ceres  has  a  growing  distribution  system  and 
'oad  product  portfolio  for  the  rapidly  expanding 
snior  market.  Its  senior  division  now  accounts 
r  over  one-third  of  Ceres'  revenue  and  new 
lies,  with  the  corporate  goal  to  reach  50%  with- 
two  years. 

Multiple  distribution  channels  through  career 
ients.  brokers  and  electronic  distribution  pro- 
de  a  strong  position  for  internal  growth.  2001 
venue  was  $731  million  (up  27%),  with  assets 
:  $946  million. 


Cleveland,  OH  •  CERG  •  Insurance 

www.ceresgp.com 

800-643-2474 


AOL  Latin  America 


A  AOL 

LATIN     AMERICA 

America  Online  Latin  America,  Inc.  (NASD:  AOLA) 
ade  significant  progress  over  the  course  of  2001 
becoming  one  of  the  leading  interactive  service 
'oviders  in  Latin  America.  The  company  increased 
ibscriber  revenue,  improved  bottom-line  results 
ich  quarter  and  substantially  expanded  its  mem- 
;rship  base. 

AOt  Latin  America  is  the  exclusive  provider  of 
DL-branded  services  in  Latin  America.  The  com- 
jny  began  as  a  joint  venture  of  America  Online, 
c.  (now  a  wholly  owned  subsidiary  of  AOL  Time 
arner)  and  the  Cisneros  Group  of  Companies  in 
ecember  1998.  Today,  Banco  Itaii,  Brazil's  second 
rgest  private  bank,  is  also  a  minority  stockholder 
AOL  Latin  America. 

Currently,  AOL  Latin  America  provides  localized 
jrvices  and  content  in  over  300  cities  across 
exico,  Brazil  and  Argentina  and  on  the  island  of 
Lierto  Rico.  The  company  also  programs  and  man- 
ges a  Latino  content  area,  Keyword:  Latino,  on 
DL's  U.S.  service,  providing  AOL  members  interest- 
1  in  all  things  Latino  with  a  unique  array  of  bilin- 
jal  content  and  community  features. 
Fort  Lauderdale,  FL  •  AOLA  'Internet 
www.aola.com/aola 
954-689-3000 


Webb  Interactive  Services,  Inc. 


w  bb       jabber 


Webb  Interactive  Services,  Inc.  develops  and 
markets  Internet-based  communications 
solutions  through  Jabber,  Inc.,  its  majority-owned 
subsidiary.  Jabber  has  pioneered  an  advanced 
technology  platform  that  merges  instant  messag- 
ing (IM)  and  commerce,  giving  customers  a 
rock-solid  platform  on  which  to  build  and 
seamlessly  integrate  a  real-time  messaging  com- 
munication system. 

At  a  growth  rate  exceeding  that  of  email  in  the 
1990s,  telecommunications  carriers,  service 
providers  and  enterprises  of  all  sizes  are  recog- 
nizing the  need  to  improve  efficiency  and 
customer  service  by  controlling  their  internal  IM 
systems.  France  Telecom  Technologies  Invest- 
issements  is  a  strategic  partner,  investor  and 
customer.  Other  key  customers  include  AT&T,  Bell 
South  and  Disney. 


Denver,  CO  •  WEBB  •  Software  Technology 
www.webb.net 
www.jabber.com 


HPSC  Inc. 


HPSC 


HPSC  Inc.  is  a  leading  provider  of  equipment 
leasing  financing  to  healthcare  professionals  in 
many  disciplines  in  medical  practices  across  the 
U.S.  The  company's  strong  earnings  growth  in 
2001,  on  record  revenues  of  $54  million  and  growth 
of  its  gross  owned  and  managed  receivables  of 
nearly  290%  to  $807  million  over  five  years,  has 
been  powered  by  two  critical  factors:  the  increasing 
use  of  technology  in  healthcare,  along  with  an 
aging  population  that  needs,  and  more  than  ever 
demands  more  technologically  assisted  healthcare 
procedures.  Medical  equipment  expenditures  have 
seen  steady  increases,  as  new  technological 
advances  make  purchases  necessary. 

With  aggressive  sales  and  marketing  outreach  in 
all  50  states  and  effective  relationships  with  more 
than  1,000  medical  equipment  vendors,  HPSC  is 
well-positioned  to  build  upon  its  financial  perfor- 
mance by  leveraging  these  factors,  with  its  respon- 
sive and  high  quality  customer  service,  to  increase 
market  share  and  achieve  record  volumes. 

Boston,  MA  •  HDR  •  Financial 
www.hpsc.com 
617-720-3600 


Sanders  Morris  Harris  Group 


Sanders  Morris 
Harris  Group  (NASD: 
SMHG)  ,  a  diversi- 
fied financial  ser- 
vices holding  com- 
pany based  in 
Houston,  provides 
investment  banking 
services  and  manages  over  $3.6  billion  in  client 
assets.  As  the  largest  investment  banker  headquar- 
tered in  the  Southwest,  it  intends  to  continue  to 
diversify  and  broaden  distribution  capabilities  and 
enhance  shareholder  value. 

2001  revenues  grew  25%  to  $54.7  million.  It 
closed  out  2001  with  no  long-term  debt,  $48.7 
million  in  tangible  net  assets  and  shareholder's 
equity  of  $96.3  million,  or  $5.87  per  share.  Its 
operating  entities  are  Sanders  Morris  Harris, 
Pinnacle  Management  &  Trust  Co.,  SMH  Capital 
Advisors,  Inc.  and  Kissinger  Financial  Services. 
All  aspects  of  its  business  continue  to  be  run 
by  the  founders  and  principals,  each  of  whom 
has  consistently  and  significantly  invested  in 
the  same  securities  that  are  recommended  to 
its  clients. 

Houston,  TX  •  SMHG  •  Financial  Services 
www.smhg.net 
713-993-4610 


^Ultimate  Software 


Headquartered  in  Weston,  FL,  Ultimate  Software 
(NASD:  ULTI)  is  a  leading  provider  of  Web-based  pay- 
roll and  workforce  management  solutions.  UltiPro a 
the  company's  flagship  product,  features  compre- 
hensive human  resources,  payroll  and  reporting 
functionality-  plus  a  Web  portal  that  can  serve  as  a 
communications  hub 
^k  -  for  less  overall  cost 

than  other  systems. 
4H      Jfc      ^^^      With  the  latest  version 
^HSj^jHB'      ol   UltiPro,  Ultimate 
J^fjSHRvfe". . . . .  Software  introduced 

value  pricing  of  $5.00 
per  employee/per  month  for  customers  that  take 
advantage  of  Intersourcing,  the  company's  applica- 
tion hosting  model. 

Ultimate  Software  continues  to  market  UltiPro  on 
an  in-house  license  basis,  and  customers  include 
The  Arizona  Diamondbacks,  Benihana  Restaurants. 
The  Container  Store,  Elizabeth  Arden,  Omni  Hotels 
and  Ruth's  Chris  Steak  House 

Weston,  FL  •  ULTI  •  Payroll/Workforce  Management 

www.ultimatesoftware.com 

800-432-1729 


Investment  Guide  Flings 


Fine  wine  can  liven  up  the  blandest  meal.  You  can  even  kid  yourself  that  you 
are  investing,  not  consuming,  when  you  buy  it.  BY  PETER  NEWCOMB 
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^■~J\  lanet  Earth  had  barely  finished  lapping  the  sun  in  the 
<t  W  new  millennium  when  wine  experts  proclaimed  the  Bor- 
m  deaux  of  2000  to  be  one  of  the  greatest  vintages  of  the 

JL  century.  Megacritic  Robert  Parker  declared  the  juice  "a 
nronological  mOestone — something  that  comes  once  every  thou- 
and  years,''  an  observation  that  set  off  a  frenzy.  "Buy  as  many 
ases  as  you  dare,"  urged  one  retailer.  "And 
len  buy  more." 

You  do  that  by  purchasing  wine  futures 
or  9-liter  cases  from  a  large  wine  merchant 
ike  Sherry-I.ehmann  in  New  York,  Sam's 
Vine  &  Spirits  in  Chicago  or  Twenty 
twenty  Wine  Merchants  in  Los  Angeles. 
~hev  use  the  money  to  buy  the  vintage 
rom  the  winery  when  it's  ready.  Contract 
>uyers  are  betting  that  a  $330  bottle  of 
laut-Brion  will  be  worth  considerably 
nore  when  it  finally  hits  the  shelves. 

After  Parker's  rapturous  February  2001 
eview — his  educated  palate  really  was  as- 
essing  grape  juice  from  a  barrel —  futures 
rent  on  sale  in  June  2001  for  cases  that  will 
•e  delivered  in  spring  2003.  The  contracts 
re  typically  on  sale  for  a  year;  in  June  2002 
hcv'll  be  replaced  by  futures  for  the  2001s. 

Thanks  to  Parker's  and  similar  raves,  the  prices  for  the  2000s 
lave  jumped.  Example:  A  case  of  Leoville  Barton  that  sold  for 
700  last  June  today  sells  for  $  1 ,600.  Tulip  bulbs,  Internet  stocks — 


Model  Portfolio. 

lust  how  well  will  2000  Bordeaux 
futures  perform?  We  collected  these 
case  prices  from  two  merchants  in 
the  New  York  City  area  and  will  check 
in  on  auction  prices  in  a  year. 


Wine                           Futures  price 

Margaux 

$4,200 

Haut-Brion 

4,000 

Lafite  Rothschild 

4,000 

Pavie 

2,400 

Ducru  Beaucaillou 

1,399 

Cos  d'Estournel 

1,099 

Lynch  Bages 

1,099 

Montrose 

949 

they  have  nothing  on  wine.  Michael  Aaron,  Sherry-Lehmann's 
chairman,  says  his  futures  business  has  tripled  since  1998. 

The  term  "futures"  is  a  bit  of  a  misnomer.  Unlike  cotton  or  cof- 
fee futures,  wine  contracts  aren't  sold  on  an  organized  exchange 
and  aren't  federally  regulated.  Also,  you  can't  buy  on  margin;  you 
pony  up  the  full  price  when  you  buy  from  the  merchant. 

For  the  wine  drinker,  buying  a  contract 
is  simply  a  way  to  lock  in  a  price  (gambling 
it  won't  get  cheaper  with  time).  Then  there 
are  speculators,  who  aim  to  sell  the  wine  at 
auction  once  the  bottles  appear.  They  make 
money  if  lucky — and  can  overcome  fierce 
transaction  costs.  Auction  houses  take  up  to 
20%  of  the  proceeds  from  sellers  and  up  to 
17.5%  from  buyers.  (For  sellers,  it's  free  at 
Acker  Merrall  &  Condit;  for  buyers,  at  the 
Chicago  Wine  Co.) 

You  can  do  little  to  lower  these  costs. 
Trading  the  contract  is  illegal  and  attempts 
to  sell  it  back  to  the  store  will  prove  fruitless; 
wine  merchants  won't  redeem  it.  Web  site 
winebid.com  charges  buyers  a  fee  of  14% 
and  sellers  up  to  18%  and  looks  for  swin- 
dles by  inspecting  the  wine  for  tampering, 
among  other  things.  Ebay  via  wine  mer- 
chants Winetasting.com  and  New  Vine  Logistics  does  the  same. 

Logistics  can  be  a  bit  tricky,  since  most  states  have  restrictions 
on  the  buying  and  selling  of  alcohol.  Whether  keeping  or  auction- 
ing your  wine,  be  warned  that  a  dozen  states,  including  Connecti- 
cut and  Utah,  won't  let  wine  stores  ship  to  you.  You  must  fetch 
them.  Some  stores,  though,  wink  at  these  laws  and  ship  anyway. 

What  are  the  odds  that  the  wine  you  buy  in  advance  will  ap- 
preciate? Pretty  good  for  the  finest  wines — if  you  hit  on  a  great  year 
before  some  blabbermouth  like  Parker  gets  the  word  out.  The  1982 
vintage  was  a  blockbuster.  A  case  of  1982  Haut-Brion  bought  for 
$390  in  1983  in  the  futures  market  retails  today  for  $4,320,  an  an- 


■^b^^fe, 


nual  return  of  13.5% — before  subtracting  the  cost  of  electricity 
for  your  wine  cooler.  That's  the  same  as  an  S&P  500  index  fund. 
Second-tier  vintages  tend  to  do  worse.  But  note  that  the  Wine 
Spectator  index  of  auction  prices  on  150  of  the  most  popularly 
traded  wines  of  quality  vintages  is  up  16%  over  last  year. 

Tax  treatment?  For  speculators,  wine  futures  are  capital  assets 
taxed  like  Microsoft  shares.  If  you  always  kept  the  wine  to  drink, 
you  can't  sell  a  bum  vintage  and  then  take  a  tax  loss.  To  avoid  the 
tax,  just  serve  the  stuff  at  your  daughter's  wedding.  F 
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Old  scams  never  die— they  just  change  hands,  passed  along  from  one  grifter  to  the  next. 

BY  SUSAN  ADAMS 


I 


n  1848  William  Thompson  came  up  with  a  disarmingly  sim-  !  This  dodge  gave  birth  to  a  new  term:  "confidence  man,"  or  con 
pie  trick  for  separating  New  Yorkers  from  their  assets.  Well-  man  for  short, 
dressed  and  polite,  he  approached  a  genteel-looking  stranger  Thompson's  story,  and  much  more,  can  be  found  in  Richard 
on  the  street.  After  a  bit  of  conversation,  he  asked,  "Have      Rayner's  new  book,  Drake's  Fortune  (Doubleday,  $23),  which  il- 


you  confidence  in  me  to  trust  me  with  your  watch  until  tomor- 
row?" When  a  sucker  did,  Thompson  walked  off  richer  by  a  watch. 


luminates  great  cons  by  analyzing  one  of  history's  most  success- 
ful— the  so-called  Drake  estate  scam. 
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Joe  Paterno  - 


J  0  6    idlC  I     1 0   subscribes  to  the  same  philosophy  both  in  life  and 
ig:  work  hard,  stick  to  the  basics,  and  execute  perfectly.  So  when  it  comes  to  financial 

planning  coach  patemo  is  a  little  wary  of  the  new  players. 

ler  than  put  his  trust  in  a  high-flying,  high-risk  company,  he's  kept  his  money  with  us.  For  34  years 
we've  provided  him  with  the  guidance  he  needs  to  make  intelligent,  informed  financial  decisions. 

And  this  game  plan  seems  to  be  working  just  fine. 

Log  on  for  ideas,  advice,  and  results.  TIAA-CREF.org  or  call  1.800.842.1924 
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Managing  money  for  people 

with  other  things  to  think  about: 


RETIREMENT    I    INSURANCE    I    MUTUAL  FUNDS    I   COLLEGE  SAVINGS    I    TRUSTS    I    INVESTMENT  MANAGEMENT 

.  : / 


|,;p  PatPrno  became  a  participant  in  1968.  TIAA-CREF  Individual  and  Institutional  Services,  Inc.,  and  Teachers  Personal  Investors  Services.  Inc.,  distribute 
securities  products.  ©2002  Teachers  Insurance  and  Annuity  Association    College  Retirement  Equities  Fund  (TIAA-CREF),  New  York,  NY.  Joe  Paterno 
was  compensated.  . 
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Watch  and  Win! 


DigitAIINews 


Introducing  th 
Forbes.com 
Video  Networt 


-Market  Open  at  1 0:00AM  (EST) 
-Midday  Update  at  1 :00PM  (EST) 
-Afternoon  at  3:45PM  (EST) 
-Look  Ahead  at  5:1  5PM  (EST) 


Watch  "Business  View"  every  day  right  on  your 
desktop  on  the  Forbes.com  Video  Network. 

Tune  in  to  the  latest  market  and  business  news 
on  "Business  View"  featuring  four  daily  webcasts 
from  Forbes.com  financial  anchor  Tara  Murphy. 
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Visit  Forbes.com/Video  Today! 
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Investment  Guide  Flings 


This  was  a  variation 
on  the  "unclaimed  estate" 
swindle,  in  which  a  sucker 
is  led  to  believe  he  stands 
to  get  a  cut  of  a  rich  estate 
tied  up  in  litigation  if  only 
he  will  contribute  enough 
money  to  help  straighten 
out  the  mess.  In  the  early 
20th  century  a  charming 
Iowan  named  Oscar 
Hartzell  told  gullible  Mid- 
westerners  that  the  estate 
of  16th-century  British 
privateer  Sir  Francis 
Drake  had  been  improp- 
erly probated.  It  would 
pay  off  like  a  slot  machine, 
he  insisted,  if  they  all  got 
together  and  raised 
money  for  attorneys.  A 
startling  number  bit — by  one  estimate,  as  many  as  200,000. 

Hartzell  wasn't  the  first  to  perpetrate  this  scam.  In  fact,  he 
came  to  it  when  his  own  mother  was  duped.  A  high  school 
dropout— with  a  flair  for  what  he  called  "cattle-pasture  lan- 
guage"— Hartzell,  before  taking  up  a  life  of  crime,  had  tried  and 
failed  at  several  other  callings,  including  farming,  real  estate  and 
politics.  By  1915,  when  his  mother  invested  $6,500  in  the  Drake 
scam,  he  was  40  years  old  and  broke.  When  estate  money  failed  to 
pour  in,  Oscar  sought  out  the  duo  who  had  persuaded  his  mother 
to  invest — a  lawyer  named  Milo  Lewis  and  a  ruthless  schemer 
named  Sudie  (short  for  Oseida)  Whittaker.  At  this  point  Hartzell 
believed  the  scheme  was  legit.  So  when  Lewis  and  Whittaker  of- 
fered him  a  job  recruiting  additional  investors,  he  accepted.  All 
three  then  hied  off  to  England,  announcing  they  were  going  abroad 
to  straighten  out  the  Drake  es- 
tate themselves. 

In  England  Hartzell  at  last 
figured  out  he  was  part  of  a 
racket,  and,  while  Lewis  and 
Whittaker  bickered,  he  took 
control.  As  a  network  of  re- 
cruiters toiled  stateside,  funnel- 
ing  money  to  England,  Hartzell 
kitted  himself  out  in  bespoke 
suits  and  took  to  swaggering 
down  Piccadilly  in  a  Stetson. 
Manicures,  massages  and  elo- 
cution lessons  followed,  as  did 
a  London  mist  ess  in  her  20s. 

A  dogged  postal  inspector 
finally  got  si  ious  and 
looked  into  the  Drake  venture. 
What  he  found  caused  Hartzell 
to  be  deported  to  the  U.S.  by 


the  British  in  1933. 

Even  after  this,  Drake  investors  clung  to  their  faith  in  their  na- 
tive son.  Wall  Street  might  have  crashed,  but  surely  the  estate  would 
pay  off,  making  them  whole  again.  Hundreds  of  supporters  raised 
their  hats  and  cheered  Hartzell's  arrival  at  the  federal  courthouse 
in  Sioux  City,  Iowa,  where  he  was  found  guilty  of  fraud  and  sen- 
tenced to  ten  years  in  Leavenworth.  After  losing  an  appeal,  he  went 
to  prison  in  1935. 

Hartzell  confederates  on  the  outside,  including  his  brother 
Canfield,  kept  the  con  going.  But  the  authorities  cracked  down,  and 
at  a  second  trial  Hartzell  again  lost.  At  his  sentencing  hearing  he 
rose  to  his  feet  and  in  a  wild  voice  began  raving  about  the  magni- 
tude of  the  Drake  estate  as  though  he  believed  it  was  real. 

It's  tough  to  fathom  whether  Hartzell  at  some  point  cracke 
and  started  believing  his  own  lie  or  played  trickster  to  the  end.  In 
interviews  with  prison  psychiatrists  he  claimed  that  he  was  him- 
self Sir  Francis  Drake  and  that  his  estate  was  worth  "double  130  bil 
lions."  Doctors  diagnosed  him  as  a  paranoid  schizophrenic.  He 
developed  throat  cancer  and  in  1943,  at  the  age  of  67,  died  at  a 
hospital  for  the  criminally  insane. 

How  much  money  did  he  make?  Prosecutors  estimated  that  at 
the  peak  of  the  scam — 1932 — he  was  making  roughly  $20,000 
(the  equivalent  of  $200,000  today)  a  month.  It's  unclear  what  hap 
pened  to  the  money;  he  spent  a  lot  of  it.  When  he  was  in  jail  (and, 
supposedly  crazy),  Hartzell  told  fellow  inmates  he  had  sums 
stashed  away  in  Canada  and  in  Galva,  111. 

Rayner's  interest  in  this  and  other  cons  goes  way  beyond  the 
academic.  As  a  student  at  Cambridge  University  in  the  late  1970s 
he  went  on  a  crime  spree  himself,  forging  checks  and  breaking, 
into  houses  (a  past  he  describes  in  a  memoir,  The  Blue  Suit).  His 
father  was  a  criminal  who  faked  his  own  death.  "Out  of  the  con- 
fidence man's  deceit  comes  truth — about  greed,  about  the  dan- 
gers of  believing  in  the  basic  goodness  of  man  and  nature," 
Rayner  writes.  "His  fooling  is  cruel  indeed,  because  he  fools  peo- 
ple with  their  hopes."  F 


The  Art  of  the  Con 


Great  scams  typically  contain  just  enough  truth  to  seem  plausible  and  just  enough  flattery  to  charn 
their  victims.  Con  connoisseurs  should  enjoy: 

The  Big  Con  by  David  Maurer  (Anchor  Books,  $13).  Linguistics  professor  Maurer  originally 
published  this  study  of  American  con  men  in  1940.  Chock-full  of  irresistible  underworld  slang  (a 
"cackle-bladder"  is  a  faked  murder  used  to  scare  off  a  victim),  it  includes  such  indelible  characters  | 
as  Yellow  Kid  Weil  (an  inspiration  for  The  Sting). 

Devil  Take  the  Hindmost  by  Edward  Chancellor  (Plume,  $13).  A  lively  history  of  speculative 
manias  and  bubbles  by  a  British  banker  turned  writer.  Ranges  from  the  infamous  1720s  South  Sea 
investment  scam  in  Britain  to  the  Fuji  Bank  scandal  of  1991. 

Extraordinary  Popular  Delusions  &  The  Madness  of  Crowds  by  Charles  MacKay  (Barnes  & 
Noble  Books,  $11).  First  published  in  1841,  this  serious  but  often  hilarious  survey  of  classic  scams 
and  investment  schemes  gone  awry  covers  everything  from  tulipomania  to  the  Mississippi  Scheme 
a  speculative  venture  that  swept  18th-century  France. 

I  Catch  Me  if  You  Can  by  Frank  W.  Abagnale  (Broadway  Books,  $15).  Steven  Spielberg  is  making 
a  movie  of  this  1980  true-crime  story.  Author  Abagnale  tells  how  he  posed  as  a  lawyer  to  get  a 

job  in  a  state  attorney  generals  office  and  passed  $2.5  million  in  bad  checks  by  impersonating 

..    „ .  ...        ~   I.        ..  .  c- 
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WHAT  HAPPENS  WHEN 

1.6  MILLION  men  BELIEVE  they  can 

make  a  DIFFERENCE? 
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THEY  ACTUALLY  DO. 


5*! 


We  are  the  Knights  of  Columbus.  'But  we  are  more  than  just  1.6  million  members 

worldwide.  We  are  mentors,  leaders,  and  humanitarians.  Last  year,  we  volunteered 

over  55  million  hours  to  help  the  needy  and  better  our  communities.  We  raised  over 

$115  million  for  charities  and  local  churches.  At  the  same  time,  our  $44  billion 

life  insurance  programt  provides  financial  security  to  our  members  and  their 

families.  We  are  able  to  do  these  things  not  only  because  we  believe  we  can  make 

a  difference,  but  because  we  know  we  can. 

THE  KNIGHTS 

OF    COLUMBUS 

In  service  to  One.  In  service  to  all. 


t    Standard  &  Poor's  AAA  (Extremely  Strong) 
A.M.  Best  A++  (Superior) 


A    CATHOLIC    FAMILY   FRATERNAL    SERVICE    ORGANIZATION 


The  8th  Annual  Forbes  CEO  Forum 


October  9-11, 


Special  Presentations  by 


ft*, 


Gordon  Bethune 
Chairman  and  CEO, 
Continental  Airlines 


Denis  Nayden 

Chairman  and  CEO, 
GE  Capital 


Dr.  Helmut  Panke 

Chairman, 
Board  of  Management,  BMW 


Additional  speakers  include: 

Ramani  Ayer 

Chairman  and  CEO,  The  Hartford 

Daniel  A.  Carp 
Chairman  and  CEO, 
Eastman  Kodak  Company 

Michael  Cherkasky 
President  and  CEO,  Kroll 

David  Daberko 

Chairman  and  CEO,  National  City 

Joseph  Galli 

President,  CEO  and  Director, 

Newel!  Rubbermaid 

Brian  Halla 

Chairman,  President  and  CEO, 

National  Semiconductor 

Dean  ^ 

President,  Deka  Research 

&  Development  Corpora 

Vincent  U.S.  Lo 

Chairman  and  Chief  Executive, 

Shui  On  Group 

Thomas  S<- 
Chairman  and  CEO. 

Chuck  Wa 
Chairman  and  CI' 

William  Zo! 
Chairman,  Presidem  &  i 


Where  do  CEOs  turn 


to  get  really  good  advice' 

(hint:  it's  not  to  consultants,  neighbors  or  motivational  speaker 

To  other  successful  CEOs 

r,E 
bus 

Nothing  breeds  success  like  success.  And  there's  no  better  soun 
for  good  advice  than  someone  else  who  "is  there"  and  "doing  tha 
from  the  corner  office.  That's  why  we've  assembled  many  of  todajftw 
most  successful  CEOs  at  the  Forbes  CEO  Forum.  To  talk  about  tlfx 
tough  topics.  And  to  you 


The  8th  Annual  Forbes  CEO  Forum 
October  9-11,  2002 
The  Ritz-Carlton  Battery  Park 
New  York  City 


Sponsored  by: 


3! 


8S 


International' 


g  |B  Diners  Club 


GlORCIA 


If  you're  a  CEO,  we  invite  you  to  register  now  for  (lie 
The  8th  Annual  Forbes  CEO  Forum 

CEOs  of  the  Forbes  500  are  pre-registered. 
To  confirm  your  registration  please  call 
Amanda  Feszchur  at  212  367-3521 

A  Conference  of  Peers. . .  without  equal. 
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FORBES    AND    WOMENFUTURE 

proudly  salute  these  extraordinary  corporations  and 
organizations  for  their  enthusiasm  in  creating  a  whole 
new  conversation  on  global  leadership  at  MainEvent  2002. 


Corporations: 

•  Accenture 
•Alcoa  Inc. 
•AOL  Time  Warner 
•Arnold  &  Porter 

•  Baker  &  McKenzie 

•  Bank  of  America 
Corp. 

•  BT  Ignite 

•  DaimlerChrysler 
•The  Dow  Chemical 

Company 

•  Duke  Energy  Corp. 


•  Financial  Times 

•  Forbes 
•H.J.  Heinz  Co. 

•  IBM  Corp. 

•  New  York  Stock 
Exchange 

•PBS 

•  tompeterscompany! 

•  Verizon 
Communications 
Inc. 

•  Wal-Mart  Stores 
Inc. 


Organizations: 

85  Broads;  AmCham  Italy;  Association  for 
Women's  Rights  in  Development;  Career-in- 
your-suitcase;  Center  for  Women's  Business 
Research;  The  Committee  of  200;  ExpatExpert; 
Hong  Kong  Association  of  Business  and 
Professional  Women;  Kennedy  School  of 
Government,  Harvard  University;  Leaders 
Without  Borders;  Louisiana  Public 
Broadcasting;  National  Foundation  for  Women 
Legislators;  NJN  Public  Television  and  Radio; 
Paris  Women's  Network  (PWN);  PWA  of  Italy; 
WIN;  Women's  Forum,  Inc.;  Women's  Research 
&  Education  Institute  (WREI);  Women's 
Business  Enterprise  National  Council;  WOUB 
Ohio  University 


linEvent  has  quickly  become  one  of  the  most  powerful  forums 
business  today.  The  third  interactive  Global  Town  Hall  was 
edcast  April  1 1  from  New  York.  London  and  Washington, 
D..  to  audiences  in  corporate  locations,  college  and  universi- 
campuses  and  other  sites  around  the  world  using  satellite 
;hnology. 

nowned  lecturers,  professionals  and  politicians  shared  their 
as  with  communities  the  world  over.  By  inspiring  leaders  to 


interact  and  get  involved  locally,  MainEvent  brings  about  global 
positive  change.  MainEvent  2002  proved  to  be  the  best  yet, 
adding  a  live,  interactive  Webcast  that  made  it  possible  for  even 
more  people  to  participate  in  MainEvent  through  their  own  com- 
puters whether  at  home  or  in  the  office. 

For  more  information  on  how  you  and  your  company  can 
join  the  conversation,  call  91  7-452-0290  or  visit 
www.womenfuture.com. 
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MAKERS  &  BREAKERS 


For  more  financial  stats,  go  to  www.forbes.com/makers. 
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Cashing  In 
On  Fashion 


Cli 


Jones  Apparel  Group  is  linked  to  some 
of  the  hottest  names  in  fashion — 
and  now  its  stock  looks  like  a  hot 
property,  too.  Jones  (NYSE:  JNY)  is  the 
wildly  profitable  owner  of  such 
brands  as  Nine  West,  Easy  Spirit, 
Jones  New  York,  Enzo  Angiolini  and 
Evan  Picone.  Under  license,  it  makes 
and  sells  Polo,  Givenchy  and  Tommy 
Hilfiger  goods. 

In  addition  to  selling  to  retail 
giants  like  May  and  Federated,  Jones'  own  950  stores  give  it  ample 
ability  to  liquidate  inventory.  And  its  new  "test-and-react"  pro- 
gram helps  Jones  stock  hot  new  styles  in  stores  faster  than  before. 
That  cuts  down  on  fashion  mistakes  and  keeps  merchandise  mov- 
ing. Inventories  are  down  29%  in  a  year. 

Robert  Millen,  principal  of  the  Jensen  Fund,  loves  that  Jones 
is  a  cash  cow.  In  each  of  the  last  ten  years  Jones'  return  on  equity 
has  surpassed  15%.  While  its  $4  billion  in  sales  were  flat  in  2001 
and  earnings  were  off  22%  to  $236  million,  things  should  im- 
prove markedly  this  year.  With  a  pristine  balance  sheet,  Jones  is 
primed  to  acquire  ailing  rag  houses  in  this  poor  economy. 

Global  economic  problems  also  help:  Brazilian  leather  is 
cheaper  for  Nine  West  shoes,  while  excess  capacity  in  Asia  means 
clothes  get  made  for  less.  Jones  founder  Sidney 
Kimmel,  74,  remains  chairman. 

The  $41  shares  don't  look  cheap  at  24  times 
trailing  earnings,  only  because  the  market  ex- 
pects a  strong  performance  ahead  and  has  bid 
the  stock  up.  It  goes  for  a  cheaper  15  times  ex- 
pected 2002  earnings. 

— Christopher  Helman 


the  share  price  of  the  Warsaw,  Ind. -based  maker  of  orthopedic 
devices  and  cast  doubt  on  the  entire  sector. 

Not  to  worry,  says  Philip  S.  Dow,  director  of  equity  strategy  at 
RBC  Dain  Rauscher.  He  says  the  factors  driving  Biomet's  (NAS- 
DAQ: BMET)  earnings  miss — litigation  costs  and  an  expansion  ol 
the  sales  force — won't  recur.  The  company  makes  surgically  im- 
planted devices  to  replace  deteriorated  hip,  knee  and  shouldei 
joints.  These  contraptions  face  little  competition  from  drug  ther-f 
apies,  which  is  why  Dow  says  Biomet  will  continue  to  see  strong 
growth  from  the  creaky  joints  of  baby  boomers. 

At  a  recent  $29,  Biomet  sells  for  32  times  latest  12-month  earn- 
ings. Competitors  Stryker  and  Zimmer  Holdings  have  trailing 
multiples  of  38  and  34,  respectively.  —Andrew  T.  Gilliei 
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Stock  price 
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Commodities  giant  Bunge  ($1 1.5  billion  in  2001 
sales)  traces  its  roots  back  to  Amsterdam  ir 
1818,  but  it  lacks  larger  rival  Archer  Danielil 
Midland's  ($20  billion)  prominence.  U.S.-basec 
Bunge  (NYSE:  BG)  only  went  public  in  2001  an<i| 
focuses  on  unsexy  sectors  like  soybeans  and  fer 
tilizer.  Last  year  Bunge  posted  19%  sales  growth  and  a  tenfold  risi 
in  net  income,  to  $134  million,  despite  devaluations  in  Brazil  anc 
Argentina,  where  it  does  a  lot  of  business.  Global  demand  rose  for 
soybeans,  wheat  and  corn.  Steven  Lehman,  who  manages  Feder- 
ated Investors'  Market  Opportunity  Fund,  likes  Bunge's  cheap  1( 
P/E,  versus  ADM's  20.  — Daniel  K 


Weak  Knees, 
Strong  Stock 


Long  lauded  for  the  consis- 
tency of  its  e.  rnings,  Biomet 
stunned  the  market  in  late 
March  when  it  said  its  third- 
quarter  profit  would  fall  a  penny  short,  coming 
in  at  23  cents  a  share,  although  that's  up  64% 
from  a  year  earlier.  The  news  whacked  1 3%  off 


Plaintifrs  Punching  Bag 

Things  seem  to  be  looking  up  at  Arch  Chemicals,  maker  of  spe-        Stock  price 

dairy  chemicals  for  semiconductors,  swimming  pools  and  pres-       ^jq 

sure-treated  lumber.  Arch,  unprofitable  in  2001  and  2002's  first         2fi 

quarter  amid  restructuring  charges,  has  seen  its  stock  price 

climb  33%  since  autumn  to  $24,  thanks  to  an  expected  rebound.     — 2^- 

But  the  market  is  overlooking  a  big  litigation  threat  for  Arch       ^j 
(NYSE:  ARj).  It's  the  lumber,  treated  with  a  pesticide  called  chro- 
mated  copper  arsenate.  Two  lawsuits,  in  Florida  and  Louisiana, 
have  been  filed  against  makers  of  CCA-treated  wood,  alleging  that  cumulative  expo- 
sure can  cause  health  problems.  Some  Florida  counties  have  removed  CCA-treated 
playground  equipment,  heeding  advice  from  a  University  of  Florida  scientist  who,  in  i 
state-commissioned  report,  recommended  avoiding  such  facilities.  Arch  says  the 
claims  have  no  merit;  meantime  it  is  also  marketing  an  alternative  product. 

Even  if  class  actions  never  materialize,  Arch  faces  the  U.S.  Environmental  Pro- 
tection Agency's  ban  on  the  use  of  arsenic  in  pressure-treated  wood  after  2003. 
Such  lumber  drives  9%  of  Arch's  sales.  Of  the  three  U.S.  producers  of  chromated 
copper  arsenate,  Arch  is  the  only  one  that  is  public.  Short  it.  — ' 
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ire  you  really  ready  la  90?  /  you  have  decided  to 

JNCH  A  NEW  PROJECT.  SO  YOU  HAVE  TO  MAKE  SURE  THE  TIMING  IS  RIGHT 
0  THAT  YOU  HAVE  THE  MOST  SUITABLE  FINANCIAL  PACKAGE  ON  BOARD. 

■  a  sizable  banking  partner  with  creative  ideas  is  essential.  At  Commerzbank,  one  of  Europe's  most  prominent 
cial  groups,  we  focus  on  the  basics:  speed,  flexibility  and  fully  integrated  financial  solutions  customized  for  each 
t's  needs.  Call  on  the  multiple  expertise  of  the  Commerzbank  Group.  A  good  idea. 


/ 


COMMERZBANK  £& 


point  in  research:  An  integral  part  of  Coimmerzbank's  international  experience  built  up  over  130  years  is  the  excellence  of  the 
i's  research.  Frankfurt  (volkswirtschaft@commerzbank.com),  London  (comsec@commerzbankib.com),  Prague  (research@ccme.cz), 
fork  (cbmailbox@cbkna.com),  Singapore  (Fax  +65  6225  3943),  or  Tokyo  (cbkjapan@gol.com). 


/  www.commerzbank.com  / 


#7: 


For  all  of  America 


For  over  50  years,  our  retirement  and  savings  products  have  helped  those  who  worked  in  the 
not-for-profit  world  turn  their  dreams  into  reality. 

Now  we're  doing  the  same  for  the  rest  of  America. 


4  0  1  (  k ) 

4  03(b) 

TIES 

R  E  T I  R  I 

E    INS! 


Individuals  and  groups,  companies  and  partnerships  -  big  and  small  -  receive  the  same  quality  service 
and  care.  The  same  freedom  of  choice.  The  same  retirement  and  savings  products  offering  a  variety  of 
investment  options.  All  with  a  single  phone  call.  All  without  front-end  charges,  withdrawal  fees  or 
transfer  charges,  from  a  local  salaried  consultant  you  get  to  know  by  name  and  who  has  a  personal 
and  professional  interest  in  the  financial  well  being  of  those  we  serve.  For  more  information  call  us  at 
1-800-468-3785  or  visit  our  web  site  at  www.mutualofamerica.com 

It's  our  way  of  helping  to  keep  their  dream  alive  for  anyone  who  wants  their  future  to  go  further. 


Mutual  of  America 

the  spirit  of  America  0 : 


\venue,  New  York,  NY  10022-6839  1  800  468  3785  www.mutualoiamerica.com  Mutual  of  America  Life  Insurance  Company  is  a  Registered  Broker/Dealer 
filiation  on  our  variable  accumulation  annuity  products,  including  all  charges  and  expenses,  please  refer  to  the  applicable  prospectuses  which  can  be 
from  Mutual  ol  America  by  calling  1-800-468-3785  and  should  be  read  carefully  before  investing. 
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French  revolutionary:  Citroen  DS. 


To  Be  25, 

Gorgeous  and  European 

If  you  want  to  import  a  foreign  car  on  your  own,  go  for  a  vintage  model. 

BY  JOHN  TURRETTINI 


THINK  THE  LORD  MOVES  IN 
mysterious  ways?  You  don't 
know  the  U.S.  Department 
of  Transportation.  Under  its 
strictures  anybody  seeking 
)  import  a  sleek,  sexy  European  car 
lade  in,  say,  1978,  confronts  a  bill  of  sev- 
ral  thousand  bucks  to  bring  it  up  to  cur- 


rent U.S.  safety  standards.  Yet  a  model  just 
one  year  older  faces  no  such  problem. 

The  feds  treat  any  car  25  years  old  or 
older  as  antique  and  therefore  exempt 
from  virtually  all  regulations,  including 
current  safety  and  emission  standards. 
(Less  onerous  state  emissions  require- 
ments may  still  apply.)  Thus  with  every 


passing  year  a  new  crop  of  models  be- 
comes eligible  for  easy  import.  Right 
now  any  foreign  car  built  before  June 
1977  needs  little  more  than  a  boat  ticket 
to  make  its  journey  stateside.  And,  hap- 
pily for  U.S.  collectors,  the  1970s  saw 
some  beauties  roll  off  European  assem- 
bly lines. 
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Unlike  Detroit's  bloated, 
chintzy  models  of  the 
period — remember  the  Lin- 
coln Mark  IV? — Europe 
produced  a  string  of  icono- 
clastic classics,  some  avant- 
garde,  some  glitzy,  all  appeal- 
ingly  bold.  At  the  same  time 
marques  such  as  Citroen  and 
Jaguar  kept  in  production 
models  from  the  1950s  and 
1960s  that  rank  among  their 
greatest  designs  ever. 

Many  European  cars 
from  the  1970s  never  saw 
U.S.  roads.  Americans  effec- 
tively were  barred  from  buy- 
ing them  new,  because  Euro- 
pean makers  couldn't — or 
wouldn't — comply  with  U.S. 
emissions  requirements. 

Now,  though,  thanks  to 
the  25-year  rule  (and  the 
anemic  euro),  you  can  im- 
port your  own,  and  on  the 
cheap.  As  for  meeting  state 
requirements,  George 
Gemayel,  an  imports  special- 
ist with  G&K  Automotive  in 
Los  Angeles,  says  a  few  hun- 
dred dollars'  worth  of  add- 
ons usually  does  the  trick. 

One  caveat:  Insist  that 
the  condition  of  a  1970s 
import  be  immaculate,  since  in  European 
cars  of  that  period,  beautiful  design  often 
went  hand  in  hand  with  mechanical 
frailty  and  a  propensity  to  rust.  Keith 
Duly,  a  Connecticut -based  retired  aircraft 
engineer,  who  imports  classic  Europeans 


ing  after-purchase  parts  and  service  but 
for  buying  your  car,  too.  Clubs  can,  for  ex- 
ample, refer  you  to  U.S.  brokers  such  as 
Duly,  who  has  brought  more  than  a  hun- 
dred classics  to  the  U.S.  (Ironically,  such 
brokers  can  also  sometimes  find  Ameri- 


Now  you  can  import  your  own 
European  classic,  ONTHF.  CHF.AP. 


for  himself  and  for  clients,  recommends 
paying  above  market  rates  for  perfect 
cars.  Trying  to  save  on  the  purchase  price 
up  front — and  then  getting  socked  with 
huge  repair  costs  later,  he  warns,  is  "a  trap 
most  neophytes  fall  into." 

Classic-car  clubs  (e.g.,  Citroen  Club  of 
America,  Alfa  Romeo  Owners  (Hub)  can 
be  great  fonts  of  ad\  ice  nol  just  for  find- 


can-made  classics — a  vintage  T-Bird, 
say — that  might  sell  for  less  in  Lyons  than 
in  Laguna  Beach.)  Using  a  broker  also  pre- 
vents you  haggling  one-on-one  with  un- 
scrupulous no-name  European  dealers. 

Europe's  top  stars  of  the   Disco 
Decade  include: 

CITROEN  DS  This  supernally  elegant 


sedan  ended  its  long  pro 
duction  run  in  1975.  A  mil 
lion  and  a  half  were  built 
including  one  that  savec 
Charles  de  Gaulle  from  as- 
sassination. The  car  feature' 
a  unique  pneumatic  sus 
pension  system  that  gives  i 
an  unparalleled  ride  but  car 
also  be  a  source  of  mainte 
nance  and  repair  headaches 
An  excellent  late-model  D: 
should  run  you  from 
$10,000  to  $15,000. 

ALFA    ROMEO    MONTREAL 

This  curvy  Italian  was  de 
signed  for  Montreal's  196 
Expo  but  did  not  debut  o 
daily  until  1970.  It  wa, 
never  exported  to  the  U.S, 
heavy  American  influence 
in  its  front-engined  V-8  lay 
out  and  its  extrovertec 
styling  notwithstanding 
While  neither  a  knockou 
beauty  nor  a  mechanica 
masterpiece,  the  Montrea 
manages  to  define  the  1970 
esthetic,  right  down  to  it 
paint  colors — which  includ 
orange  and  apple  green.  A 
around  $20,000,  Montreal 
are  a  steal. 


JAGUAR  E-TYPE  V-12  Though  thi 
car  was  imported  into  the  U.S.  (and  i; 
substantial  numbers),  lots  are  languishin 
in  Europe,  where  their  thirsty  V-l 
engines  must  be  fed  with  $4-a-gallon  ga: 
Result:  You  can  get  good  deals  on  thi 
archetypal  British  sportster.  Expect  to  pa 
$22,000  for  a  flawless  hardtop. 

PORSCHE       CARRERA       RS       Thi 

stripped-down,  street-legal  racer  epitc 
mizes  performance-at-any-cost  rigor.  Stei 
door  handles  were  replaced  with  leathe 
straps,  soundproofing  was  tossed  out,  gla; 
windows  were  replaced  with  plastic — all  i 
the  quest  for  lightness  and  speed.  Cole 
schemes  feature  bright  red-and-blu 
graphics  on  top  of  white  underpaint.  Th 
classic  antiposeur  will  cost  you  $40,000. 1 
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200  Exhibits  •  200  Workshops  •  5  Special  Panels  •  50  Speakers 


Attend  an  Extraordinary 
Investor  Gathering— Absolutely  FREE! 

October  23-26,  2002  •  Hilton  New  York 


The  New  York  Money  Show  is  a 

unique,  one-stop  educational  resource 
for  everything  relating  to  investing, 
the  economy,  and  your  money. 
Whether  you  are  an  experienced 
investor,  or  just  developing  your 
investment  skills,  you  belong  at 
Die  Money  Show. 

Emm  lunches  and  special  events  require 
admission  fees. 


Learn  and  Profit  from 
the  Collective  Advice 
of  America's  Most 
Respected  Advisors... 


Steve  Forbes 

President,  CEO,  and 
Editor-in-Chief,  Forbes 
Why  Politics  Matter 
So  Much 

James  Michaels 

Editor  Emeritus  &  Group 

Nice  President-Editorial 

Forbes 

Stocks  in  a  Deflationary 

Environment 

Alberto  Vilar 

President  and  Founder 
Amerindo  Investment 
Advisors,  Inc. 

Next  Generation  Internet 
&  Broadband  Technologies 
Will  Transform  the  Global 
Business  Economy 

Ed  Finn 

Publisher  and  President 

Barton's 

Outlook  for  the  Economy, 

Stocks,  and  Bonds 


...and  many  more! 

Speakers  and  topics  subject  to  change 


Returning  to 
New  York 


The  New  York 


MONEYUSHOW 

In  Association  with  Forbes 

October  23-26,  2002 

Hilton  New  York 


•  LEARN  new  &  profitable  strategies— 

200  educational  workshops  provide  insight 
into  investing,  market  analysis,  &  much  more 

•  MEET  other  investors  and  over  50  world  class 
advisors,  analysts,  newsletter  editors,  portfolio 
managers,  and  professional  traders  who  will 
share  their  knowledge,  wisdom,  and  experience 

•  COMPARE  products  &  services  from  200 
exhibits  of  top  mutual  funds,  money  managers, 
online  services,  trading  tools,  &  advisories  in 
the  Investor's  Mega-Marketplace 

•  COLLECT  hundreds  of  dollars  worth  of  valuable 
investment  advisories...ABSOLUTELY  FREE! 

•  EXPERIENCE  product  demonstrations,  a 
hands-on  Computer  Lab,  Showcase  Theater 
presentations,  and  many  other  stellar 
opportunities  to  LEARN,  NETWORK,  AND 
PROFIT! 


Town  Hall 
Meeting  with 
Steve  Forbes 

Thursday,  October  24 
7:30  am  -  8:30  am 


Steve  Forbes 


"The  U.S.  Economy— What's  Next?" 

Join  Steve  Forbes,  President,  CEO, 
and  Editor-in-Chief  of  Forbes 

magazine  for  a  power  breakfast  and  get  a 
unique  perspective  on  the  outlook  for  the 
US  economy  in  2003.  He  will  provide 
insights  into  the  economic  and  political 
ramifications  of  the  ongoing  war  in 
Afghanistan,  as  well  as  the  explosive 
situation  in  the  Middle  East. 

Afterwards,  Mr.  Forbes  will  open  up  the 
floor  for  a  lively  and  informative 
question-and-answer  session.  If  you'd  like 
to  know  where  the  economy  is  headed 
and  how  to  identify  (and  profit)  from  the 
opportunities  that  lie  ahead,  you  won't 
want  to  miss  this  extraordinary  event! 

$59  per  person,  pre-registered  price, 
includes  a  continental  breakfast. 


Louis  Rukeyser 

America's  Favorite 

Economic  &  Financial 

Commentator 


Louis  Rukeyser's  Superstar  Event* 

Thursday,  October  24  •  12:35  pm  -  2:20  pm 

Louis  Rukeyser  is  America's  favorite  economic  and  financial 
commentator — and  much  more:  its  best  loved  and  most  respected 
adviser  on  the  entire  political-economic-financial  scene.  Be  there  as  Lou 
appears  LIVE,  first  delighting  you  with  his  own  uniquely  wise  and  witty 
opening  remarks-and  then  turning  his  legendary  interviewing  talents  to 
an  all-star  panel,  grilling  them  on  their  forecasts  for  2003. 


Gain  Lou's  unmatched  insights,  plus  the  word  on  precisely  where  these 
Wall  Street  superstars  see  the  best  profits  in  the  months  ahead!  Panelists 
include:  Ralph  Acampora,  Director  of  Technical  Research,  Prudential 
Securities;  Joe  Battipaglia,  Chairman  of  Investment  Policy,  Gruntal  & 
Co.,  LLC;  Mary  Farrell,  Managing  Director,  UBS  PaineWebber,  Inc.;  Mike  Holland, 
Chairman,  Holland  &  Company,  LLC;  and  Barbara  Marcin,  Portfolio  Manager,  Gabelli 
Blue  Chip  Value  Fund. 

*You  must  purchase  tickets  to  this  event,  $59  pre-registered  price,  includes  a  light  lunch. 


For  a  FREE  brochure  or  to  register,  call 
800/970-4355  or  visit  www.moneyshow.com 

Mention  priority  code  001355  for  FREE  admission. 
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Instant  Advertiser  Information  to  receive /ree information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 


^Automotive 

^  Acura 

1-800-TO-ACURA 

www.acura.com 

"^  Cadillac 

1-800-333-4CAD 

www.cadillac.com 

^  Chevy  Tahoe 

1-800-950-2438 

www.chevy.com/tahoe 

^  GMC 

www.gmc.com 

^b  Hummer 

www.hummer.com 
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Lexus 


1-800-USA-LEXUS 

www.lexus.com 

•^  Toyota  Motor  Sales  USA 

1-800-GO-TOYOTA 

www.toyota.com 

^Business  Services 
^  KINKO'S 
www.kinkos.com 

^Business  to  Business 
^AEP 

www.aep.com 

AK  Steel  Corporation 
1-866-571-6351 
www.aksteel.com/agion 
U  Delphi  Automotive  Systems 
www.delphiauto.com 
^  Nortel  Networks 
www.nortelnetworks.com 
~V  Rockwell  Automation 
www.rockwell.com 

^Communications 

Novell 

wwwnovell.com 

^Computer/Technology 

•^  Avaya 

1-866-GOAVAYA 

www.avaya.com 

IBM 
1-800-426-4968 
www.ibm.com 
^  IBM  Lotus 
www.lotu-;.com 

0  Sharp  Electronics  Corp. 
www.sharp  u'ia.com 

mConsumer 

Prod  u  its /Services 
•^  Callaway  Golf 
1-800-22^ 
www.callii 


"^b  Expedia.com 
www.Expedia.com 
^  Hallmark 
l-800-Hallmark 
www.Hallmark.com 

Wie-business  Services 
^b  Sterling  Commerce 
www.sterlingcommerce.com 

^Financial  Services 

~V  American  Century 
Investments 

1 -877-44- AMCEN 

www.americancentury.com 

^b  Charles  Schwab  &  Co. 

1-866-751-3260 

www.charlesschwab.com 

^  Datek 

1-877-88-DATEK 

www.datek.com 

*TJ  Janus  Investment  Fund 

1-800-272-9176 

www.janus.com 

^  JB  Oxford  &  Company 

1-800-JB-OXFORD 

www.jboxford.com 

*V  The  Vanguard  Group 

1800-643-9998 

www.vanguard.com 

"^  U.S.  Trust 

1-800-US-TRUST 

www.ustrust.com 

^Government  Investment 
Promotion  Department 
^  Invest  Hong  Kong 
(852)31071000 
www.investhk.gov.hk 

^Business  Classified 
Academic  Resource  Center 

1-800-951-1203 
www.arrc.org 

ARBOC  Inc. 
561-621-7110 

Pi  Bally  Financial  Group,  Inc. 
1-888-539  MX)6/Louis 
^b  Capital  Asset  Management 
1-800-7 10-0002 
www.asstij»        tion.com 
^  Christen   ti   Elms  Auction 
Company 
1-800-749-2228 
www.christensi       lms.com 
°0  Comment        ve  Coin 
1-631-465-200: 
www.coin2cd  .v.- .com 


^0  Delaware  Business  Inc. 

1-800-423-2993 

www.e-incorporate.com 

^b  Forex  Capital  Markets 

1-866-600-3926 

www.fxcm.com 

^b  Fridgedoor.com 

1-800-501-3953 

www.fridgedoor.com/biz.html 

^V  Great  Western  Business 

1-800-999-SAVE 

www.gwbs.com 

^b  Hotel  Reservations  Network 

1-800-310-0699 

www.hoteldiscountlcom 

^fj  HUD  Multifamily  Investment 

Properties 

www.hud.gov/offices/hsg/mfh/pd/ 

multifam.cfm 

^  InfoUSA 

1-800-555-5335 

^  Law  Offices  of  Daniel 

Greenberg,  LLC 

1-203-459-8900 

www.offshorelaw.com 

"U  Limited  Risk  Investor 

1-888-710-7100x224 

www.limitedriskinvestor.com 

^b  Nationwide 

1-800-995-0049  ext  7675 

^b  Palisade  Business  Press 

1-860-945-6713 

www.palbizpress.com 

^  Phillips  PR.  Review 

1-818-681-9264 

www.phillipsPR.com 

^b  Publishers  Group 

1-800-675-6144 

^  Qosmedix 

1-631-242-3270 

www.qosmedix.com 

~^b  Rarity  Bay 

1-888-RARITYBAY 

www.RarityBay.com 

^b  Steven  Sears  CPAIAttorney 

1-714-544-0622  www.searsatty.com 

^b  Sonesta  Mutiny  Park 

www.mutinypark.com 

^b  The  Loan  Consultants,  Inc. 

1-800-336-3933 

www.view/TLC.com 

^b  Tikai  Aviation  Services,  Inc. 

Command  Share 

1-877-622-3798 

www.commandshare.com 


^b  Valef  Yachts  Ltd. 

1-800-223-3845 

www.valefyachts.com 

^Biotech 

~^b  Agilent  Technologies 

www.agilent.com 

^  Montgomery  County, 

Maryland-Department  of 

Economic  Development 

www.emontgomery.org 

^b  Senesco 

www.senesco.com 

"V  Council  for  Biotechnology 

www.whybiotech.com 

^b  Pharmaceutical  Research  ai 

Manufacturers  of  America 

www.phrma.org 

WlKorea,  The  New 
Opportunity 

"Ti  Samsung  Electronics  Co.,  Lt 
www.samsung.com 
~^b  LG  Electronics 
www.lge.com 

~^b  Hyundai  Motor  Company 
www.hyundai.com 
^b  Hyundai  Heavy  Industries  C\ 
Ltd. 

www.hhi.co.kr 
^b  Korean  Government 
Homepage 
www.korea.net 

^Malaysia:  Your  Investment  in 
Nation  Driven  by  Sophistication 

^b  Malaysian  Industrial 

Development  Authority  (MIDA 

www.mida.gov.my 

*Tl  Telekom  Malaysia  Berhad 

www.telekom.com.my 

J'.    Multimedia  Development 

Corporation  Sdn  Bhd 

www.mdc.com.my 

Malaysia  External  Trade 
Development  Corporation 
www.matrade.gov.my 

Tenaga  Nasional  Berhad 
www.tnb.com.my 

^Travel 

*V  Malaysia  Airlines 
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AN  AMERICAN  HERITAGE  MAGAZINE  TOUR 


N  AMERICAN  HERITAGE  EDITOR  RICHARD  SNOW  ON  THE  FOURTH  ANNUAL 

-DAY  TOUR  OF  NORMANDY 

American  Heritage  and  British  Airways  invite  you  on  a  10-day  exploration 
of  the  places  where  the  history  of  the  world  was  changed. 

THE  GREAT  CRUSADE: 

D-Day  and  Beyond  (September  28  to  October  9,  2002) 

London-Portsmouth-Normandy-Paris 

•  Exclusive  lunch  at  the  pub  where  Ike  and  Monty  met  daily 

•  Private  wreath-laying  at  the  Normandy  American  Cemetery 

•  Private  dinner  at  Balleroy,  the  Forbes  chateau  in  Normandy 

•  Gala  dinner  cruise  in  Paris 

•  Optional  extension  tour  to  the  Battle  of  the  Bulge  areas  of  Belgium  and 
Luxembourg  and  the  Rhine  River  in  Germany,  October  9-13,  2002 

ixe  accommodations  and  first-class  meals  included  throughout.  For  more  information  on  these  unique  opportunities, 
distoric  Tours  at  1-800-222-1170,  visit  our  Web  sites  at  www.americanheritage.com  and  www.ww2tours.com 

iCE  IS  EXTREMELY  LIMITED,  SO  MAKE  YOUR  RESERVATION  TODAY!  1-800-222-1 170 


In  partnership  with  BRITISH  AIRWAYS 

The  British  simply  know  how  to  travel 
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Montana  Real  Estate  Auction 


ABSOLUTE  AUCTION 

Saturday  •  July  13*12  Noon 


54  Magnificent  Homesites 

1  Hand-Carved  Log  Home 

2  Large  Undeveloped  Tracts 


15  HOMESITES  TO  SELL  REGARDLESS  OF  PRICE! 


wssmm 


_FERRY_ 


CROSSING 


20  Minutes  East 
of  Helena,  MT 


•  Private  2  to  10  acre  home  &  equestrian  ranch  sites,  many  bordering  the  million-acre 
Helena  National  Forest  or  Canyon  Ferry  Crossing's  49-acre  old  growih  preserve 

&  wildlife  corridor 

•  Breathtaking,  expansive  views  of  3  majestic  mountain  ranges  &  27-mile  long,  pristine 
Canyon  Ferry  Lake 

•  Sensitively  designed,  covenant  enhanced,  underground  utilities.  &  hard-surfaced  roads 

•  Adjacent  full  service  marina  &  abundant  year-round  recreation 

•  Previews  daily  5/15  thru  7/12 

•  Property  &  bidder's  seminars  every  Saturday  &  Sunday  at  I  pm  5/15  thru  7/7 


CMmm^r      800-994-4945 

www.canyonferrycrossing.com 


Auction  Comuhy.  «c. 
Auctioneer*  ot  Dntiwclivc  Properties  Worldwide 


Properties  Available  for  Purchase  Prior  to  the  Auction  •  Financing  Available 

Thts  fcsfeng  mar  be  wMrmn.  matted  or  canceled  wout  m*ce 
Thtt  is  not  a  sofcdtafton  a  oifema  lo  rewJents  of  arty  state  rrhere  Bw  oHenng  u  pfcMBtecl  by  law  AUUC02-S652 


Newsletter 


Commemorative  Coin 


OVERSTOCKED? 


Market  got  you  thinking? 

It's  time  to  consider 

bonds,  preferreds,  and 

convertibles. 


Forbes  columnist  Richard 

Lehmann  of  Forbes/ Lehmann 

Income  Securities  Investor  will 

show  you  how  to  preserve  your 

capital  and  enjoy  rock-solid 

income.  In  2001  his  subscribers 

earned  over  28%.  Call  today  for 

a  FREE  trial  issue  and  receive 

50%  off  the  subscription  price. 

1-800-765-3816 

please  provide  savings  code  JLMFRB415 


Newsletter 


I  NEWSLETTER 
!  SUBSCRIPTION 

to  Limited  Risk  Investor 

Outperforms  the  markets 
while  protecting  your 
piincipal 

rCall  1-888-710-7100  Ext  225 
or  visit  www.LirnitedRisklnvestor.com 


Advertiseme 


Aircraft  Ownership  Programs 


EXPLORE  AFFORDi 
FRACTIONAL  OWNE1 

rss  aircraft  is  the  answer  to  more  productivity  and  more  time  with  family 
Command  Share  has  a  program  lo  fi(  the  small  bus        markei 


Investment  Properties 


INVESTMENT   PROPERTIES 


The  U.S.  Department  of  Housing  and  Urban  Development 
offers  multifamily  properties  to  be  sold  competitively,  all 
cash,  no  financing  or  mortgage  insurance  provided. 


Property 


Location         Units  Price  Sale  date 


Freedom  Apts.  Baltimore,  MD  308  Unstated  Minimum  05/12/02 

Friendship  Village  Apts.  Flandreau.  SD  18  Unstated  Minimum  06/14/02 

Western  Village  Apts.  Hollis.OK  48  Unstated  Minimum  06/26/02 

Cypress  Point  Apts.  Owensboro,  KY  120  Unstated  Minimum  06/27/02 


Go  to  our  web  site  at 
www.hud.gov/offices/hsg/mfh/pd/multifam.cfm 

for  more  listings,  photos,  and  how  to  subscribe  to  our  electronic  mailing  list. 


Dr-r-MTimn 


U.S.  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT 

www.hud.gov 


A  I 


For  information  and  rates  on  advertising  in  the  next  Forbes  Business 
Classified  Section  contact:  Media  Options  (1-800-442-6441  for  ad  rates 
&  ad  information  only)  Fax:  1-973-694-8371  E-mail:  mediopt@aol.com 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Advertisement 


No-Risk/Half-Price  Trial 

¥VLUE  LINE 


For  71  years  the  most  trusted  name  in  investment  research! 


Make  more  money  faster,  with  a  lot  less  risk, 
using  the  professional's  stock-ranking  system! 


The  record  says  it  all: 


One  Year  Cumulative 

(ending  03/28/02)     (4/28/95  -  3/28/02) 


DOW 

+5.3% 

+141% 

NASDAQ 

+0.3% 

+118% 

S&P500 

+0.2% 

+155% 

VALUE  LINE  Portfolios 

Aggressive 

+12% 

+194%       I 

Growth 

+26% 

+196% 

Income 

+27% 

+198% 

For  71  years,  Value  Line  has  been  the  trusted  standard 
or  unbiased,  accurate  and  meaningful  evaluations, 
(novving  the  realistic  true  value  of  a  stock  has  saved 
nany  Value  Line  subscribers  from  big  losses  in  the  recent 
rorrection  while  at  the  same  time  providing  the  courage 
o  profit  by  going  against  the  crowd. 

Long  the  single-most-trusted  resource  of  the  institutional 
nvestor,  now  Value  Line  is  easier  than  ever  for  the 
lo-it-yourself  investor  to  use: 

Each  month  Value  Line  ranks  approximately  1,700  stocks 
)n  a  l-to-5  basis  for: 

•  6-12  month  profit  performance  or  Timeliness  - 

the  end  result  of  a  complex  and  proprietary  program 
that  has  proven  extremely  accurate  over  the  years. 

•  Safety  (important  in  this  volatile  market) 

•  Technical  status  (proprietary  analysis  that 
predicts  short-term  movement  relative  to  other 
stocks  we  follow.) 

At  any  one  time  there  are  only  100  stocks  ranked  #1  for 
rimeliness.  These  are  likely  to  be  the  biggest*  money  makers 
Dver  the  next  6  to  12  months  and  the  easiest  way  to  cash 
n  is  to  follow  our  Aggressive  Portfolio.   For  the  12  months 
ending  3/28/02,  if  you  had  followed  this  portfolio  of 
1-ranked  stocks  you  would  have  been  ahead  by  12.3%. 


Now,  lor  the  do-it-yourself  investor  -  weekly  updates 
and  buy/sell  recommendations  for  3  portfolios. 

Since  its  inception  in  1995,  our  Aggressive  Portfolio  of 
#  1-ranked  stocks  has  out-performed  the  DOW  by  more  than 
25%  with  an  annualized  gain  of  16.9%  compared  to  13.5% 
for  the  DOW.  That's  Huge! 

No  matter  what  kind  of  an  investor  you  may  be,  Value 
Line  makes  it  easier  than  ever  to  put  our  trusted  research 
and  realistic  valuations  to  work.  As  a  subscriber,  you'll  be 
able  to  follow  3  distinct  20  stock  model  portfolios: 

•  Aggressive  -  where  you'll  find  20  of  our  top  stocks 
for  year  ahead  appreciation. 

•  Income  and  appreciation  -  our  most  conservative 
portfolio  is  for  investors  who  want  to  avoid  volatility. 

•  Long-term  growth  -  maximum  profits  for  the 
investment  dollars  you  won't  need  for  3  to  5  years. 

Of  course  you  can  use  our  proprietary  on-line  stock 
screening  system  to  create  your  own  profitable  portfolio. 

Save  56%  and  put  Value  Line  to  work 
on  your  portfolio  with  a  no-risk  trial! 

Call  the  toll-free  number  below  and  get  the  next  13  weeks 
for  just  $65,  including  - 

•  Summary  &  Index  containing  the  l-to-5  rankings 
for  all  1 ,700  of  the  stocks  Value  Line  follows; 

•  Selection  &  Opinion  containing  our  3  model 
portfolios;  plus  constantly  updated 

•  Ratings  Reports,  containing  about  135  new  full 
page  reports  each  week. 

*  At  just  $5  a  week,  you  save  $84  (more  than  half)  off 
the  regular  cost  of  $149.   (Sorry-  trial  offer  limited  to  once 
every  three  years  per  household.   Foreign  rates  upon 
request.)  If  you  are  not  delighted,  return  all  materials 
within  30  days  to  cancel  for  a  full  and  prompt  refund  or 
credit.  At  just  $65  for  13  weeks,  you  can't  loose!   So  don't 
delay.  Get  your  list  of  "100  Best  Stocks  to  Own  Now"  by 
calling  toll  free: 

1-800-276-5655  NOW! 

Bonus  Code  71 6NKZB10 
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Alternative  Investments 


Searching  for  an  Alternative  to 
the  Equity  or  Bond  Market? 


EUR/USD      USD/JPY      GBP/USD    USD/CHF 


Currency  Traders  have  the  ability  to  profit  both  in  rising  or  falling  markets. 
Unlike  the  equity  market  where  funds  tend  to  rise  and  fall  with  the  market, 
currency  funds  generate  returns  independent  of  market  direction. 

There  is  no  correlation  between  the  performance  of  currency  funds  and  stocks, 
bonds,  or  the  economic  conditions.  Therefore,  allocating  a  portion  of  a  portfolio 
to  currency  funds  can  reduce  overall  portfolio  risk  and  increase  returns. 

FXCM  helps  match  investors  with  premier  trading  programs  or  funds, 

based  on  their  individual  financial  goals.  Additionally,  FXCM  offers  the  ability 

to  directly  participate  in  the  currency  market  through  its  online  trading  platform. 


Advertisement 


t^T 


•  www.fxcm.com  •  1-866-600-FXCM  • 


FXCM  is  registered  Futures  Commission  Merchant. 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1-800-442-6441 

Forbes  Business  Classified 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   dfltf 

www.fridgedoor.com/biz.html    "      ' 

1-800-501-3953 


ff 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:1-707-371-2979 


Publishing 


Real  Estate 


miamiluxurypenthouses.com 

Visit  our  website 

or  call 
1.800.983.7060 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses  -  Select  by  geography,  sales  volume, 
business  type,  contact  name,  credit  rating,  and  more 

250  Million  Consumers  •  Select  by  age,  income,  home  value, 


buying  behavior,  geography,  and  more, 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  your  current 


customers  &  find  prospects  that  match  Free  analysis  &  25  Free 
prospects  at  mfoUSA.com, 

»i£*B^  1  -800-555-5335 


Investment  Opportunities 


"NO  OFFSHORE  HERE!  INVEST  IN  THE  USA" 

YOU...  I  U  /0  Hi   II  MONTHLY 

IRA  QUALIFIED  ROLLOVER 

ASSET  SECURED  INVESTMENT  REFERENCES, 

MIN.  $23,615/36  MOS. 

21  YRS.  EXP.  •  NO  GIMMICKS 

(888)  539-5006  /  (985)  966-3763 

BALLY  FINANCIAL  LLC. 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


rare  oanKii 

1 


Steven  Sears,  CPA  •  Attorney  at  Law  .| 

714-544-0622-*  www.searsattv.com 


teal 
.  I  our.ti 


New  Catalog 


QOSMEDIX 


NEW  2003  CATALOG 


Luxury  Cotton  Swabs, 

Latex-Free  Sponges, 

Applicators,  Brushes  and  Jars 

See  Our  New  Spa  Line: 

WWW.QOSMEPIX.COMJ 


TTOf 


Health/Back  Pain 


BACK  PAIN 


There  is 
an  answer:. 

Send  for  FREE  information 
on  NEW, guarantee 
seat  and  back  support  I 
designed  by  a  leadinn 
P  back  pain  specialist  ... 


lib 
i  lot 


Posture  Education 

15  Parkway,  Katonah,  NY  1053  f* 
www.postureeducation.com    * 


CALL  TOLL-FREE  1-800-392-036: 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  yon  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  hish  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


Sfti 
iH 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Advertisement 


Great  Smoky  Mountains 


Foothills  of  the  Smokies  -  Walland,  Tennessee 


credible  Panoramic  Hews  of  the  Great  Smoky  Mountains 

tounding  mountain  views  from  every  corner  of  this  new  development, 
essed  with  natural  bounty'  and  abundant  beautiful  views  of  the  Great  Smoky 
>untains.  a  series  of  new  home  sites  has  been  unveiled...  Majestic  Mountains, 
cated  less  than  25  miles  from  Knoxville's  McChee  Tyson  Airport  and  convenient 
golf,  shopping,  and  modern  health  facilities. 


ots  to  $79,900 

vu\majesticmoimtams.mfo 


Voulwher* 

prohibited 


til 


oil  Free  1-877-983-4473 


w  n 


Parkway.  Maryville.  Tennessee  37801 


Capital  Available 


Discount  Hotels 


iTORNEYS  ACCOUNTANTS 
pALMAKERS  Public  or  private 
ids  available  for  expansion  of 
Djects  with  excellent  manage- 
snt  and  growth  potential 
1BOC  INC  561-627-7110 


Why  pay  *J  f«»  far  "hotel  room? 

hotels.con 

M  MS*  WOI  Ml  r*a  Hit  *J»Cll  OUMiNmO 


800-311-0699 


>siness  Opportunities  MBusiness  Opportunities 


$4,500 
PER  CLIENT 


:enny  affordable  asset  protection 
make  clients  lawsuit  proof.  All 
local  appointments  you  can 
idle  Lifetime  residuals  24-hr. 
orded  info.  (8001-653-4497 


OFFSHORE 


fo«*J, 


\«ae  • 


$Sk 


♦Companies 

♦  Han  kin-; 

S^J"Cards  Capital  Asset 

♦mvacy  Management 

(800)  7 1 0-0002        Free  Brochure 

Visa/MC/Amex     wwwjjMtpro«eclion.cwri 


-incorporate 


aua 


Registered  agent  services 
J.S.'  bank  accounts  opened 
Nominee  director  services 
Delaware  Incorporation  Handbook 
laware  Business  Incorporators,  Inc. 

iOO-.423.2993 


WHY  DIDN'T  I  THINK  OF  THAT 


That's  the  response  we  hear  after  we 
explain  our  unique  and  exciting 
opportunity.  If  you're  looking  for  a 
simple  business  with  HIGH  INCOME 
POTENTIAL  and  absolutely  no 
downside,  let's  talk.  $14,900 
Investment  required. 


Call  1-800-675-6144 


For  information  and 

rates  on 

in  the  next  Forbes 

Display  Classified  Section 

Call  Media  Options 

1 -800-442-6441 


Luxury  Yachting 


Rent  A  Greek 
:^4^ruising  Palace 


And  sail 
among  the 
000  Greek 
islands 


Established  In  1969 


THEN  Y(  >U  CAN"  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY.  YOUR  OWN  ISLAND! 

Charter  .t  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  quests, 

from  sn'  to  2001  and  $700  to  $20,000  per  day  tor  entire  yacht  with 

its  foil  crew)  from  VALEF  YAC1  ITS.  agenjs  lor  the  largest  fleet 

or  crewed  yachts  tor  charter  in  Greece. 


IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

HUT 
You  can  plan  \our  ow  n  itinerary  \\  ith  your  <>\\  n  captain 
•  Your  food  \\  ith  your  own  chef 
lour  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD 

ImernarionatH  7254  Fir  Rd,  RO.fi.  385,  Ambler, PA  19002 USA 

Tel: (215)641-1623  •(215)641-0423  •(800)223-3845  •  Fax:(215)641-1746 

E-mail:  INFOteVALEFYACHTS.com  •  Website:  VALEFYACHTS.eom 


Business  Opportunities  MBusiness  Opportunities 


Arrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

SEE  FOR  YOURSELF! 
Visit  us  at  www.viewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 
The  Loan  Consultants,  Inc. 
sire*  1983 


CALL 
800-336-3933 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 

Nationwide.  Preview  Businesses 

For  Free. 

<XGWBS 

If  Interested  In  Buying  Or 
Sell inq  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


Legal  Services 


ASSET  PROTECTION  & 
ESTATE  PLANNING 


US  &  Offshore  Plans,  Trusts, 
Companies  by  Licensed  US  Attorneys 

Law  Offices  of  Daniel  Greenberg,  LLC 

(203)459-8900 

www.offshorelaw.com 


THOUGHTS 

On  the  Business  of  Life 


:& 


Fashion  are  at  war.  One  camp  decrees  that  minis  above'the  knees  (way,  way  above,  say 

some)  are  in.  Way  down  and  you're  out.  But  the  Below  the  Knee  forces  seem  to  he  more 

numerous.  That  the  ups  and  downs  of  hemline  fashions  forecast  the  stock  market's  direction  is  the 

claim  of  one  Wall  Street  coterie.  While  the  current  hemline  battle  waxes  and  wanes,  so  will  the  market. 

— MALCOLM  S.  FORBES  (1988) 


There  is  nothing  so  disastrous  as 
a  rational  investment  policy  in 
an  irrational  world. 

—JOHN  MAYNARD  KEYNES 


Buy  when  everyone  is  selling.  And  hold 
until  everyone  is  buying. 

—J.  PAUL  GETTY 


"lis  money  that  begets  money. 

—ENGLISH  PROVERB 


Chief  executives,  who  themselves 
own  few  shares  of  their  companies, 
have  no  more  feeling  for  the  average 
stockholder  than  they  do  for  baboons 
in  Africa. 

— T.  BOONE  PICKENS 


Money  is  like  manure.  If  you  spread  it 
around,  it  does  a  lot  of  good,  but  if  you 
pile  it  up  in  one  place,  it  stinks  like  hell. 

—CLINT  W.  MURCHISON 


We  believe  that  according  the  name 
''investors"  to  institutions  that  trade 
actively  is  like  calling  someone  who 
repeatedly  engages  in  one-night  stands 
a  "romantic." 

—WARREN  BUFFETT 


Money  doesn't  talk,  it  swears. 


-BOB  DYLAN 


Show  people  tend  to  treat  their  finances 
like  their  dentistry.  They  assume  the  man 
handling  it  knows  what  he  is  doing. 

—DICK  CAVETT 


/  have  enough  money  to  last  the  rest 
of  my  life,  unless  I  buy  something. 

—JACKIE  MASON 


Fools  rush  in  where  angels  fear  to  trade. 

—RAY  DEVOE 


EF 


There  is  scarcely  an  instance  of  a  man 
who  has  made  a  fortune  by  speculation 
and  kept  it. 


-ANDREW  CARNEGIE 


i 


What  makes  a  good  trader  more 
than  anything  else  is  the  willingness 
to  take  losses. 

—LEW  GLUCKSMAN 


A  Text... 

He  that  hath  a  bountiful  eye 
shall  be  blessed;  for  hegiveth 
of  his  bread  to  the  poor. 

—PROVERBS  22:9 

Sent  in  by  Kit  Prestridge,  Jackson,  Miss.  What's 
your  favorite  text?  The  Forbes  Book  of  Quota- 
tions: Thoughts  on  the  Business  of  Life  is  given  to 
senders  of  Bible  texts  that  are  used. 


More  lh.ni  14,000  "Thoughts,"  arranged  alphabetically  by 
subject,  are  available  in  a  900-page,  one-volume 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on  the 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  and 
$1  per  item  lor  handling  (add  applicable  sales  tax). 
To  order,  please  call  toll-tree,  I  800-876-6556. 


I 


Anyone  who  thinks  there's  safety 
in  numbers  hasn't  looked  at  the 
stock  market  pages. 

—IRENE  PETER 


I 
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THE 

PATENT 

PROCESS 

IN  PERIL: 

HOW  TO  SAVE 

ONE  OF 

HISTORY'S 

RRIGHTEST 

IDEAS 

CASE  STUDY: 

NIKE'S 

MAD  DASH 

TO  INNOVATE 

AMERICA'S 

MOST 

CREATIVE 

COMPANIES 


►  Can  information  be  saved  in  virtual  space? 


E 
< 


digital^ 


maxell 

Expanding  Memory  &  Mobility^- 


As  our  world  becomes  increasingly  information-driven,  Maxell  is  focused  on  developing 

technologies  that  cater  to  our  society's  ever-increasing  need  for  memory  and  mobility. 

We  create  products  that  provide  greater  capacities  in  smaller  sizes-specifically  recordable  data/ 

entertainment  media  and  portable  energy.  We  also  strive  to  establish  partnerships  that  speed  the 

development  of  these  technologies.  By  committing  ourselves  to  the  key  areas  of  memory 

and  mobility,  we  are  able  to  consistently  introduce  new  products  to  market-products 

that  will  change  the  way  we  live  and  work,  now  and  into  the  future. 


iXBll       Recordable  Media      Data  Storage      Portable  Energy      Technological  Partnerships 


What  does  product 
development  mean 
to  Herman 
Miller? 


^2002  Parametric  fcchnologv  I  orporation  PTI  g  Innovation,  and  Product  Development  Means  Business  are  trademarks  or  registered  trademarks  of  Parametric 
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"A  passion  for  breakthrough 

innovation — in  our  value  chain 
as  well  as  our  products" 

-Michael  Volkema 
Chairman  and  CEO,  Herman  Miller 


What  the  world  knows  today  as  collaborative  product  development,  Herman  Miller 

has  had  at  the  heart  of  its  business  strategy  for  60  years.  But  as  you  would  expect  from  an 

innovator  of  this  caliber,  Herman  Miller  wants  to  define  what's  next.  That's  why  this  $2  billion  office 

furniture   leader   uses   PTCsolutions  that  enable   its  dealers  to  directly  collaborate   in   online   product 

customization.  Now  Herman  Miller  won't  just  be  reducing  delivery  times  by  50  to  90  percent- it'll  be  teaching 

competitors  a  new  lesson  about  breakthrough  innovation.  For  more,  visit  www.ptc.com/go/hermanmiller. 


Product  development  means  business: 
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PTC 

Shaping  Innovation 


Like  you, 
it  does  four 
different  job 
at  once. 


Introducing  a  business  machine  that 
multitasks  almost  as  well  as  you  do. 
That's  why  we  call  it  a  Multifunction 
Printer.  Besides  doing  the  job  of  a 
copier,  the  MFP  also  moonlights  as 
a  laser  printer,  network-ready  color 
scanner  and  fax  machine.  If  you  have 
an  Internet  connection,  you  can  even 
scan  your  documents  and  e-mail  them 
in  one  simple  step.  But  doing  more 
doesn't  mean  it  should  be  counted  on 
less.  It  is,  after  all,  an  HP.  With  all  the 
reliability  and  support  that  has  made 
our  printers  the  business  standard. 
To  find  out  more,  call  888-355-9836 
and  mention  source  code  12142  or  visit 
www.hp.com/go/mfp99.  Like  you, 
it  never  complains  either. 


hp  LaserJet  9000  mfp 
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James  Rogan,  the  head  of 
the  U.S.  Patent  and  Trade- 
mark Office  (USPTO), 
wants  to  upgrade  the  patent 
process.  We  applaud  his 
initiative.  We're  even  enthu- 
siastic enough  to  support 
him  with  some  tough  love  in 
this  issue  —  offering  stern 
advice  for  staving  off  a  pend- 
ing disaster  and  getting 
America's  inventiveness 
back  on  track . 

The  timing  is  cer- 
tainly right.  This 
month  marks  the 
200th  anniversary 
of  the  patent  office 
Thomas  Jefferson  es 
lished  as  a  public  nursery 
for  promulgating  and  pro- 
tecting unique  ideas.  In  a 
few  days,  the  6,400,000th 
patent  application  will  be 
approved  —  one  of  some 
375,000  applications  received 
this  year,  with  a  backlog  of 
355,000  more.  This  is  hardly 
an  achievement.  It's  a  glut, 
and  it's  killing  creativity. 

The  USPTO  has  turned 
into  a  factory.  Ideas  have 
become  commodities.  They 
are  ramped  as  quickly  as  pos- 
sible and  valued  in  turn  by 
their  so-called  originators  as 
preemptive  weapons  against 
competition.  This  does  not 
further  innovation.  In  fact, 
one  of  the  most  innovative 
sectors  springing  from  the 


A  Glut 
_  Feeling  _ 

It's  time  to 

'set  ideas 

free 


patent  glut  is  the  business 
of  mining  and  managing 
companies'  intellectual 
property  as  a  proactive 
stealth  defense  against 
potential  infringements.  The 
result  is  a  rash  of  intellectual- 
property  lawsuits.  Inevitably, 
that  means  rising  business 
costs,  favoring  only  deep- 
pocketed  companies.  Indepen- 
dent innovators — once  the 
bedrock  of  American 
inventiveness  —  are 
dropping  off  the 
landscape.  That's 
bad  for  a  technol- 
ogy-based economy. 
"We  need  to  see  if 
we  can  come  up  with  alterna- 
tive menus  for  this  office," 
Rogan  told  me  at  a  meeting 
in  his  Virginia  office  in  April. 
"We  need  to  start  from 
scratch.  We  need  to  assume 
our  job  is  to  incentivize 
people  to  create  in  a  free 
environment."  A  few  weeks 
later,  an  assistant  called  to  say 
Rogan  would  announce  his 
upgrades  sometime  in  July, 
not  long  after  this  issue  hit 
the  newsstands. 

Rogan  is  a  confident 
enough  and  persuasive 
enough  politician  to  turn  the 
USPTO  into  a  bully  pulpit. 
But  he  could  use  some  help. 

How  about  a  new  posi- 
tion—  a  national  inventor 
laureate?  This  would  follow 
the  precedent  Congress  set 


in  1985 
when  it 
*•*,'  established 
W  the  poet  lau- 
■  reate  under 
I  the  auspices 
of  the  Library 
of  Congress,  where 
we  have  had  poetry  consult- 
ants— Robert  Penn  Warren, 
Robert  Lowell,  William 
Carlos  Williams,  Robert  Frost, 
and  James  Dickey  among 
them — since  1937. 

Appointed  by  the  patent 
director  and  working  with 
advocates  such  as  the 
National  Inventors  Hall  of 
Fame,  the  inventor  laureate 
would  serve  for  one  year,  with 
a  stipend.  Duties  would 
be  few  but  highly  visible. 
The  inventor  laureate 
would  be  America's 
expert  witness  in 
the  case  for  pro- 
moting creativity 
That  means  encouraging  the 
USPTO  to  promote  the 
integrity  of  ideas,  as  opposed 
to  merely  pumping  out 
more  patents.  Ultimately,  the 
inventor  laureate  would  be  a 
lamplighter  for  our  nation's 
urge  to  create. 

Finding  nominees  is  not  a 
problem.  Dean  Kamen,  the 
New  Hampshire  tinkerer 
who  has  converged  comput- 
ing power  with  the  gyroscope 


to  create  breakthroug 
mobility  devices,  includin; 
wheelchairs  that  climb  stairs 
comes  quickly  to  mind.  He' 
also  a  tireless  advocate  fo 
harnessing  kids'  passion  fo 
invention,  having  started 
high  school  robotics  competi 
tion  that  includes  more  thai 
20,000  students  nationwide 

The  National  Inventor 
Hall  of  Fame  has  some  poter 
tial  nominees  as  well,  peopl 
destined  someday  to  b 
enshrined  in  its  Akron,  Ohic 
museum  alongside  Edisoi 
and  the  Wright  Brothers 
They  include:  Helen  Free,  a; 
articulate  inventor  who  pre 
vided  dramatic  assistance  t 
diabetics  by  inventin 
home  urinalysis  test 
for  blood  sugars.  Do 

^  Keck,  an  inventor  c 

fiber-optic  cable,  relent 
lessly  beats  the  drum  on  th 
importance  of  invention  fc 
America's  future.  And  Stev 
Wozniak,  inventor  of  the  fin 
successful  mass-produce 
PC,  is  still  one  of  America 
most  energized  spokesme 
on  the  power  of  invention. 

"An  inventor  laureat 
would  give  this  nation  th 
best  possible  role  model,"  sa^ 
David  Fink,  CEO  of  th 
Inventors  Hall  of  Fame.  " 
would  provide  something  w 
all  need:  an  understanding  c 
the  power  of  individuals  t 
change  the  world."  C§3I 
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How  do  you  get  daily  updates 
on  your  business  health? 


Help  departments  set 
well-defined  objectives? 


And  respond  quickly  to 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  your 
enterprise— one  that  brings  together  Finance,  HR 
and  other  business  units  to  meet  strategic  goals. 
So  you  can  keep  stakeholders  happy,  employees 
productive  and  competitors  on  the  defensive.  To 
find  out  how  leading  companies  are  reaping  the 
rewards  of  SAS  enterprise  intelligence,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 
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FIX  THIS 

Michael  S.  Malone's  piece  ["The  Fix-It  Kids  Take 
Over,"  Spring  2002]  is  well  written  and  exhaustive  in 
its  profile  of  one  high  school  robotics  team,  but  I 
cannot  escape  the  feeling  that  it  highlights  one  of 
the  great  shortcomings  of  the  digital  age:  the  digital 
divide.  As  these  students  in  affluent  and  highly  sub- 
sidized school  districts  continue  to  challenge  pre- 
viously established  horizons,  thousands  of  other 
children  across  the  United  States  go  without  basic 
computers  and  networking  technology.  Maybe  our 
cause  would  be  better  served  if  these  new  "bri- 
coleurs"  worked  on  closing  this  widening  gap  in- 
stead of  prying  it  open  further.  They  would  certainly 
get  my  vote  as  handymen  if  this  were  the  case. 
Steve  Dixson 
San  Francisco,  California 
sjdixson@hotmail.com 


Really  great  article  about  the 

"Fix-It  Kids."  I  surely  hope  you 

keep  track  of  them  and  do 

a  follow-up  article  in  about 

ten  years. 

George  Schmitz 

Lake  Arrowhead,  California 

I  enjoyed  the  article  on  John 
Seely  Brown  back  to  back 
with  the  article  on  the  new 

Forbes 


whiz  kids.  It  is  really  good 
to  see  the  world  evolving  to 
such  intelligent  problem- 
solvers.  I  hope  my  child  will 
present  as  much  promise. 
Dr.  Terri  Friel 
Associate  Professor 
Butler  University, 
College  of  Business 
Administration 
Terrifriel@hotmail.com 


WAY  OFF  THE  RADAR 

Jef  Raskin's  hypothesis.  ["Way 
Under  the  Radar,"  Spring 
2002],  that  we  can't  defend 
ourselves  against  inexpensive, 
low-flying  unmanned  aircraft 
is  full  of  holes. 

As  just  one  example,  Ras- 
kin says  they  are  "too  low  to 
be  seen  by  radar."  However, 
we  already  have  excellent  air- 
borne "look-down"  radar  to 
detect  low-flying  objects  and 
even  moving  and  stationary 
objects  on  the  ground.  New 
airborne  and  space-based 
systems  coming  along  will 
increase  those  capabilities 
dramatically. 
Richard  T.  Boverie 
West  Palm  Beach,  Florida 
Rboverie@aol.com 

Jef  Raskin  responds : 
Mr.  Boverie  misses  the  point  that 
you  could  not  intercept  the 
dozens  or  hundreds  of  such  small 


craft  that  even  a  small  organi- 
zation could  afford  to  launc) 
simultaneously,  even  if  yoi 
could  detect  them.  Like  the  one 
built,  they  could  be  made  mosth 
of  foam  plastic,  which  is  tra: 
parent  to  radar. 

HAPPINESS  REDUX 

Congratulations  and  than 
you  for  the  superb  article; 
in  "The  Pursuit  of  Happi- 
ness" Winter  2001  editior 
of  Forbes  ASAP.  It  is  ran 
that  such  gold  is  discoverec 
while  perusing  the  page: 
of  periodicals. 

Forbes  once  again  dem- 
onstrates it  has  createc 
wealth  for  its  readers  in  itn 
"pursuit"  of  excellence.  I  die 
not  have  to  look  for  happi 
ness;  it  found  me  in  these, 
writings! 

Vincent  Schweickert 
Mooresville,  North  Carolina 
Schweivj@alltel.net 


READERS  JELL  US  WHAT  YOU  THINK: 

Email  rant@forbesasap.com    Fax  (650)  558-4995 
Snail  555  Airport  Blvd.,  5th  Floor,  Burlingame,  CA  94010 
Web    www.forbesasap.com 


PRESIDENT  AMD  EDITOR-IN-CHIEF  Steve  Forbes 

CHIEF  operating  OFFICER  Timothy  C.  Forbes 

CHAIRMAN  Caspar  W.  Weinberg 

PRESIDENT  FORBES  MAGAZINE  GROUP 

James  S   Berrien 

VICE  CHAIRMAN  Christopher  FoibeS 

CHAIRMAN-FORBES  HOLDINGS  Leonard  II    Yablon 

GROUP  VICE  PRESIDENT-EDITORIAL 

James  W  Michaels 

publisher  Rich  Karlga  i ■ .! 

PRESIDENT-FORBES  GLOBAL.  FOUBES  FY1 

Robert  L  Forbes 

CHAIRMAN- FORBES  GLOBAL  Bn.m  Miilroney 

EXECUTIVE  VICE  PRESIDENT  ELECTRONIC 

PUBLISHING  James  Sp.inU  IK  [ 

VICE  PRESIDENT-CHIEF  FINANCIAL  OFFICER 

«r  SECRETARY:  Se.in  P  I  [i  g  m  > 

VICE  PRESIDENT-GENERAL  COUNSEL: 

Tenencc  O't  lonnoi 

VICE  PRESIDENT-OPERATIONS:  Scot!  E    Masten.cn 

VICE  PRESIDENT-CORPORATE  COMMUNICATIONS: 

Monic  Bcelcy  Feurey 

VICE  PRESIDENT-TREASURER:  Philip  E  FUvilk 

VICE  PRESIDENT-CIRCULATION: 

■   kbb lanti 


VICE  PRESIDENT  MARKETING:  Kendall  Crolius 
VICE  PRESIDENT  THE  FORBES  COLLECTIONS: 

Maigaret  Kelly  Ttombly 

VICE  PRESIDENT-BUSINESS  DEVELOPMENT 

Miguel  Forbes 

DIRECTOR  OF  INFORMATION  TECHNOLOGY: 

Tom  Klein 

CONTROLLER:  Thomas  J.  Callahan 

DIRECTOR  OF  GENERAL  SERVICES:  Gary  Prasto 

DIRECTOR  OF  HUMAN  RESOURCES: 

Margatet  Williams  Loftus 

DIRECTOR  OF  KNOWLEDGE  MANAGEMENT: 

Anne  P.  Mint: 

GROUP  DIRECTOR  OF  PRODUCTION  AND 

MANUFACTURING:  Elaine  Y.  Fry 

DIRECTOR  OF  DISTRIBUTION:  Edward  Conrad 

VICE  PRESIDENT,  MANAGING  DIRECTOR 

THE  AMERICAS:  Russell  Cherami 

NEW  YORK:  Avery  Stirratt,  Group  Advertising 

Director,  East;  Jessica  Sibley,  Fin   Adv.  Mgr.,  Ryan 

IS,  Richard  J.  Eydt,  Jennifer  Giampietro,  Roberi 
W.  Jones,  James  Patten,  Sherry  Phillips;  Gail  Day, 
Publisher,  FY1;  Frank  W.  Rosa,  Andrew  Macaulq 
INTERNATIONAL:  Jam«  W.  UCtrignola,  Executive 
Dir .,  Inlcrn.in.inal  Special  Projects,  Christian  M.  Frosi 


ATLANTA:  John  H.  Rcock,  Group  Adveitsing  Director, 

Atlantic,  Timothy  Carney 

BOSTON:  Lisa  M.  John,  Mgr. 

WASHINGTON,  D.C.:  Nancy  E.  Sterling,  Mgr.; 

C.  David  Pinkerton,  Jr. 

DETROIT:  Mike  Woods,  Group  Advertising  Director, 

Midwest;  Shauna  Haras 

CHICAGO:  William  J.  Powers  Jr.,  Mgr.;  James  W.  Wall, 

JohnL  Goldnck 

DALLAS:  Fred  H.  Wellington,  Mgr. 

SILICON  VALLEY:  Kevin  Gent;el,  Group  Advertising 

Director,  West;  Dcnyce  Kehoe,  Tom  Snow 

LOS  ANGELES:  Jill  S.  Hams,  Mgr  .  Lisa  K    1   .mien 

VICE  PRESIDENT  SALES  DEVELOPMENT: 

Timothy  H.  Reis 

SPECIAL  PROJECTS  f  DEVELOPMENT: 

Arnold  J.  Pnves,  Executive  Dir.,  Special  Projects, 

Peter  T  Mallov,  Dir.  Econ.  Dev.,  Susan  D.  Toscani, 

Executive  Dir,  Saks  Development 

VICE  PRESIDENT  MANAGING  DIRECTOR  EUROPE, 

PUBLISHER  FORBES  GLOBAL:  Robert  A    CcOXtCI 

LONDON:  Keith  Mantle.  Regional  Safes 

Director/Europe;  Juanlta  Gaspaii,  Regional  Said 

Director/Europe;  Steven  Rau,  Dir  of  Adv. 

Forbes  Global 


VICE  PRESIDENT  MANAGING  DIRECTOR  ASIA: 

William  Adamopoulos 

TOKYO:  Hiroyuti  Nakagawa,  Japan  Director, 
Toshiaki  Iixuka,  Japan  Advertising  Sales  Director 
Masako  Kakunon,  Japan  Advertising  Manager 
HONG  KONG:  Pauline  Seow,  Regional  Sales  Dir. 

Singapore:  Philip  Cho,  Regional  Advertising  DirecM 

Gwen  Loon,  Regional  Sales  Director 
MARKETING:  Executive  Marketing  Directors; 
Nancy  Bensimon,  Deborah  Himmelfarb,  Jeff  Myers, 
Research  Director:  Linda  Lawrence;  Special  Sections 
Director:  Carol  Nelson;  Merchandising  and  Events 
Director:  Karen  Moronev,  Design  Center  Creative 
Director:  Susanne  Fntzlo;  Director  ot  Media  Strategies: 
Andrea  Santj 

FORBES  CUSTOM  COMMUNICATIONS  PARTNERS: 

John  Caldwell,  President 

FORBES  CONFERENCE  GROUP:  LlSg  Werner,  VP/Gtv 

Kim  Harrell,  Dir  Sales 

FORBES  INVESTORS  ADVISORY  INSTITUTE: 

Wallace  Forbes,  President;  Vahan  Janjigian.  Director 
ADVERTISING  BUSINESS:  Chevonnc  Huggins. 
Shcrneu  Myers,  Ivette  Reyes,  Patricia  Dcckelnick. 
Adv  Set\  ice  Manager;  Michelle  Ciulla; 
Anthony  Perrone,  Information  Services  Manager 


FORBES  is  published  biweekly,  except  for  two  issues  combined  in  June  and  August  and  four  special  issues  in  spring,  summer,  fall  and  winter  by  FORBES  INC  Subscriptions:  U.S.A.,  one  year  $59.95.  Canad; 
oro  year,  <  $69.95  (includes  <  1ST).  Forbes  Subscriber  Service:  To  order,  change  address  or  other  customer  service,  call  1-800-888-9896  (U.S.A.  and  Canada),  e-mail  us  atsubscriber@forbes.com,  visit  i 
n  www.forbt  s  com  oi  write  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  1A  51593-0971. 

Wher  i  tion  is  granted  by  thccopyrighi  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  222  Rosewood  Dr.,  Danvers,  MA  01923,  ro  photocopy  articles  owne 

by  1  orb     •  f$l,  >Q  per  copy  per  article,  Sen,!  payment  to  the  CCC  stating  the  ISSN  (0015  6914),  volume,  and  first  and  last  page  number  of  each  article  copied.  Copying  for  other  than  person) 

use. 'i  Internal   eterena        ofari  cles  or  columns  noi  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is  expressly  prohibited. 

Po  purchase  back  Issues  of  Forbes  maguine,  call  1-800-429-0106.  To  order  reprints:  call  212-620-2399  or  fax  212-206-5118  ore-mail  reprints@forbes.com  (minimum  order  500);  to  reque; 
permission  to  republish  an  article  call  212-620-1819  or  fax  212-206-5118.  Reprints  reproduced  by  others  are  not  authoriied. 

14    I    FORBES  ■  ASAF  .June  24,  2002 


ii 


we  won't  be  able 
to  save  enough 
for  Jenny's 
college  expenses." 


Call  for  your 
free  guide! 

Ask  for  your  free  copy 
of  the  Prudential 
Financial  brochure  on 
529  college-savings 
plans.  You'll  learn  how 
these  plans  can  enhance 
your  education  funding. 
plus  you'll  get  a  practical 
guide  to  growing  and 
protecting  your  wealth 
to  help  meet  your 
family's  goals. 


^ 


■ 


How  can  a  529  plan 
help  your  college  fund? 

If  you  haven't  looked  into  a  Section  529  college-savings  plan  before,  now  is  a 
good  time.  Because  the  new  tax  laws  make  these  plans  an  even  more  powerful 
way  to  save.  At  Prudential  Financial,  we  can  help  you  analyze  your  goals  and 
determine  how  a  529  plan  could  boost  your  education  funding.  Plus,  we'll  help 
you  sort  through  the  wide  range  of  education  savings  alternatives  available 
to  find  the  one  that's  right  for  you. 


The  many  advantages  of  529  plans: 

•  Potential  for  tax-free  growth 

•  No  income  limits  or  age 
requirements 

•  You  stay  in  control*  of  your 
account — not  your  beneficiary 

•  Some  plans  allow  total  contributions, 
including  earnings,  of  over  $200,000 
per  beneficiary 

•  Tax-advantaged  gifting  strategies 

•  It's  not  just  for  parents — 
grandparents  and  other  family 
members  can  also  contribute 


New  tax  laws  mean  even  more  ways  to 
save.  Starting  this  year,  529  plans  are  federally 
tax  free — while  your  money  stays  in  the  plan, 
and  when  you  take  distributions  to  pay  for 
college  tuition  and  other  qualified  expenses. 
Keep  in  mind  that  the  new  tax  breaks  expire 
at  the  end  of  2010,  unless  Congress  renews 
them.  Also,  consult  with  your  tax  advisor  on 
the  state  tax  implications. 

Talk  to  Prudential  Financial  for  a  free 
education  savings  review.  For  decades, 
we've  been  helping  parents  save  for  college 
expenses.  We  can  help  you  analyze  your 
college  and  graduate  school  funding  goals, 
review  your  existing  assets  and  show  you 
how  you  can  close  your  savings  gap. 

1-800-THE-ROCK  ext.gsos 

prudential.com 


Prudential  (M  Financial 

.  Crowing  and  Protecting  Your  Wealth® 

id  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Securities  products  and  services  are  offered  through  Pruco  Securities  Corporation,  751  Broad  Street, 
,  NJ  071 02,  Prudential  Securities  Incorporated,  1 99  Water  Street,  New  York,  NY  1 0292,  and  Prudential  investment  Management  Services  LLC,  Three  Gateway  Center,  1 4th  Floor,  Newark,  NJ  071 02  (members 
Ml  are  Prudential  Financial  companies.  Neither  Prudential  Financial  nor  its  companies  are  tax  advisors.  Pleose  consult  your  tax  advisor  for  advice  regarding  tax-related  investment  decisions  and  for  information  on  the 
<  laws.  College  savings  plans  offered  by  each  state  differ  significantly  in  features  and  benefits.  The  optimal  plan  for  each  investor  depends  on  his  or  her  individual  objectives  and  circumstances.  In  comparing  plans, 
vestor  should  consider  each  plan's  investment  options,  fees,  ond  state  tax  implications.  IFS-AO69030 
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COLOR  LASER  COPIER  5000 


Since  Canon  color  speaks  for  itself,  let's  talk  spee 


l 

1 

e   ■ 

• 

m 

O  Canon's  legendary  color  and  image  quality 

O 

O  yours  at  a  speed  that  has  everyone  talki 

^j  The  50-page-per-minute  Canon  CLC  500C 

L->  machine  designed  with  all  of  the  innoval 
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Any  W  a  r  e 


Canon  Is  a  registered  trademark  and  Canon  Know  How  Is  a  trademark  of  Canon  Inc.  IMAGEANYWARE  is  a  service  mark  of  Canon  U.S.A.,  Inc.  ©2002  Canon  U.S. 


I 


Call  1-866-EZCOLOR  or  visit  www.usa.canon.com 


:hnology  Canon  is  known  for.  Our  advanced 
tomatic  Image  Refinement  technology  for  the 
uivalent  of  800x400  dpi  resolution.  Our  Finer 
ighter  Toner  for  a  wider  array  of  colors.  And  a 


Single-step  Direct  Transfer  System  for  amazing  pinpoint 
registration.  It's  big  news  in  a  small  footprint.  At 
Canon,  we're  giving  people  the  know-how  to  create 
unrivaled  color  images  at  truly  remarkable  speeds. 


Canon 


KNOW  HOW 


TM 


PUNK 


Caught  in  the  Act 

Little  lie  detector  spots  big  whoppers 

If  listening  to  your  broker  hasn't  proved  profitable,  consider  using  the  $50  Handy 
Truster,  a  slick  little  lie  detector  that  slips  into  your  pocket.  Its  Korean  maker,  with  the 
unfortunate  name  of  911  Tech  Co.,  claims  the  device  has  an  84%  accuracy  rate, 
which  is  more  reliable  than  most  analysts.  We  pressed  the  Handy  Truster  into  service 
to  tell  us  which  big  shots  are  truthful  and  which,  shall  we  say,  are  capable  of  spin. 
Audio  came  from  online  interviews.  The  detector  takes  a  baseline  reading  of  an  indi- 
vidual's voice  before  analyzing  excitement  and  stress.  The  truth  produces  an  apple;  a 
lie  begets  a  worm.  carol  pogash  and  edward  clendaniel 

r— -  —  —  i 

I     "It's  unlikely  that  you're  going  to  see  a  dramatically  deeper     | 
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"We're  quite 

confident 

that  [the  breakup] 
won't  be  something 

*«  ever 

comes  into  effect." 
(June  2000) 


downturn.... 

I  am  the  Optimist  on  the  Valley." 

•\ 


I 
I 
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John  Chambers 


"I  and 
my  board  and 

the  Compaq  board 
were  pretty  clear 
that  we  wouldaget  a 

negative 

reaction 

initially.1 


,»> 


i 


"We  intend  to  be  the  company 
that  JeaC      *e  way. 
That's  what  we'll  be  doing 

ive  years  from  now." 


i 


Larry  Ellison 


Shooting  down  claims  by 

former  Oracle  President  Ray  Lane 

that  company  software  was  not 

responsible  lor  $1  billion  in  savings: 

"I  think  it  was  that 
we  had  this  great  new 

technology, 

which  allowed  us  to 

Sell  more  ...and  support 

more  customers  with 

fewer  people." 


"If  I'm  wrong, 

it  was  an  interesting 

coincidence 

that  when  we  had  that 
software,  suddenly  our  profits 

skyrocketed." 


t 


"[There]  will.be 

more  data 

created  and  stored 

in  the  next 

three  years  than  has  been 

in  the  rest  of  mankind... 

which  means  a  ton  of 

opportunity 

ahead  of  us." 


* 
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"It's 

abnormal 

to  me, 
the  way  I  live." 
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jiaiogisti  Unite 

'atching  TV  requires  a  Ph.D. 

growing  cult  of  analog 
chnology  devotees  is  react- 
tg  against  the  relentless 
arch  of  digital  conversion. 
Tiat  unites  them  is  a  strong 
diet  that  the  advantages  of 
igital  tech  are  more  than 
■fset  by  its  deficiencies.  So 
ley  scrounge  for  used  LPs 
istead  of  buying  new  CDs 
id  grouse  about  the  icv  pet- 
ition of  computer  special 
fccts  in  movies. 

I  considered  the  yearnings 
f  these  analogisti  mere  nos- 
ilgia —  that  is,  until  recently, 
hen  1  underwent  the  con- 
ersion  to  digital  cable,  cour- 
BSy  of  AT&T  Broadband. 
"he  cable  company  offered 
ague  but  persuasive  promises 
"iat  my  TV  would  be  magi 
allv  transformed.  It  has  been: 
nto  a  slower,  dumber,  more 
pnbersome  device.  The  sim- 
ile act  of  changing  a  channel 
las  become  a  small  ordeal 


that  requires  a  three-number 
input — to  go  to  channel  2,  for 
instance,  you  have  to  thumb 
in  002.  Then,  as  a  new  chan- 
nel appears,  sometimes  in 
pixelated  slow  motion,  the 


screen  is  largely  obscured  by  a 
logo  for  TV  Guide  and  a  label 
that  announces  what's  play- 
ing. (If  a  sports  event  runs  long 
or  a  news  story  breaks,  the  in- 
formation is  wrong.)  Worse, 


the  intrusive  label  remains  on 
screen  for  five  seconds  before 
you  can  see  what  you  wanted 
to  watch  in  the  first  place. 

The  many,  many  buttons 
on  the  nerd's-revenge  remote 
are  best  read  only  in  bright 
light  with  magnifying  lenses. 
In  short,  the  once-simple 
process  of  dealing  with  a  tele- 
vision set  now  requires  close 
attention,  dexterity,  and 
actual  thought. 

And  in  return,  what  have  I 
received?  Only  the  possibility 
of  getting  more  channels, 
most  of  which  I  have  lived 
without  quite  happily.  The 
menu  is  so  awkward  that  I've 
given  up  on  it,  with  the  result 
being  that  despite  having 
more  channels,  I  watch  far 
fewer.  I'm  not  quite  ready  to 
join  the  analog  retro  rebel- 
lion. But  any  further  digital 
"improvement"  in  my  life 
and  I  may  end  up  at  some  sur- 
vivalist  summer  camp  in  the 
boondocks  of  Idaho. 

OWEN  EDWARDS 


&SAP  Records 

iiotech 

Category:  Fastest  drug  to  market 
lecord  holder:  Crixivan 
lecord:  42  days 

"he  average  time  for  a  drug  to 
ie  approved  by  the  Food  and 
)rug  Administration  in  1992 
/as  30  months.  Under  pres- 
ure  to  speed  up  the  process, 
he  FDA  has  sliced  the  aver- 
ge  review  time  for  an  inno- 
ative  drug  to  6  months. 

No  drug  has  been  ap- 
iroved  faster  than  Crixivan, 
n  HIV  protease  inhibitor 
hat  significantly  reduces  the 


risk  of  AIDS-related  illnesses 
and  deaths. 

In  February  1996,  the 
FDA  granted  an  expedited 
review  of  the  drug.  In  a  rol- 
ling review  process,  Merck  & 
Co.  collected  test  data  as  the 
FDA  analyzed  results. 
Bet  you  didn't  know:  The  average 
length  of  time  for  a  drug  to  reach 
the  market  is  just  over  eight 
years  and  costs  $802  million. 

Category:  First  genetically  engi- 
neered food 

Record  holder:  Flavr  Savr 
tomatoes 
Record:  1994 


Futurists  have  long  predicted 
that  genetically  altered  foods 
will  change  the  world.  The 
reality  has  been  less  dramatic 
than  that. 

With  Calgene's  technol- 
ogy, growers  could  reverse 
the  gene  that  produces  the 
enzyme  that  softens  fruit, 
letting  tomatoes  ripen  longer 
on  the  vine. 

Today,  more  than  one- 
third  of  the  corn  and  60% 
of  the  soybeans  produced  in 
the  United  States  are  geneti- 
cally altered. 

Bet  you  didn't  know:  Three  years 
after  the  Flavr  Savr  tomato 


won  FDA  approval,  produc- 
tion was  stopped.  The  pro- 
cess proved  too  costly  to 
continue. 

Category:  Biotech  mergers 
Record  holder:  Amgen 
Record:  $16  billion 
Amgen's  purchase  of  rival 
Immunex  for  $16  billion, 
announced  in  2001,  was 
the  largest  biotech  merger 
in  history. 

Bet  you  didn't  know:  Amgen's 
$2.5  billion  bond  sale  is  the 
largest  biotech  bond  sale  in 
history. 

EDWARD  CLENDANIEL 
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In  the  Shop  with  Your  Buddy  Bot 

Digital  machining  moves  downmarket 


As  mainframe  computers 
were  displaced  by  less  expen- 
sive microcomputers,  com- 
puter-operated machines 
used  to  shape  wood,  alu- 
minum, and  other  materials 
into  precise  shapes  are  being 
replaced  by  inexpensive 
robots.  Like  PCs,  they  pro- 
vide only  the  abilities  that 
most  users  need  at  a  cost  that 
makes  them  accessible. 

Early  adopters  have 
already  glommed  onto 
ShopBot  Tools,  the  solu- 
tion for  boat  builders,  cab- 
inetmakers, auto  repair 
shops,  and  home  improve- 
ment buffs. 

The  brainchild 
of  scientist  Ted  Hall, 
who  started  ShopBot 
as  a  hobby  and  has  seen 
it  grow  into  a  significant 
business,  the  $5,000 
machine  is  far  less  ex- 
pensive than  the  tradi- 
tional computer-numerical 


control     (CNC) 
mills  that  have 
six-figure  price 
tags.    ShopBot 
can  guide  tools 
with  an  accuracy 
better    than    a 
hundredth  of  an 
inch  —  they're  al- 
ready   used    by 
one  major  aircraft 
manufacturer,  which 
realized  that  the 
accuracy  afforded 
by  the  more  expen- 
sive CNC  machines 
for  some  jobs  was 
overkill. 

Consider  the 


Dorks  Do  Alaska 

Geek  Cruises  knows  even  nerds 
need  breaks.  Sort  of.  The  com- 
pany also  offers  Linux  Lunacy 
and  Java  Jam  cruises.  And  for 
those  wanting  to  bill  the  boss, 
the  invoice  reads  "International 
Technology  Conferences." 


A  VACATION  FOR  MAC  LOVERS  Just  being  on  a  luxuri- 
ous  cruise  ship  in  Alaska  is  enough  of  an  experience  for 
most  people  I   it  as  you  watch  the  glories  of  nature  pass 
by — mammoth  glaciers, pristine  wilderness, soaring 
eagles— you  realize  that  something  else  is  making  this  the 
best  vacation  you've  ever  had:  hours  of  Mac  seminars... 


savings:    Rather 

than    having    a 

warehouse  full  of 

inventory,  an  auto 

parts   store   can 

keep  metal  and 

plastic  "blanks" 

that  are  fed  into  a 

ShopBot,  which 

then  makes  the 

exact  part  needed. 

Development  time 

drops.  Inventories 

are    slashed    and 

cost  savings  can 

become  immense. 

Just  as  the  print- 
ing industry  is 
moving  into  print- 
on-demand,  where 
the  presses  can 
be  small  and  geo- 


graphi- 
cally  distri 
buted  with  the 
specifications  delivered 
electronically,  we  will  see 
parts  made  on  work  sites. 

In  a  field  that  may  soon 
be  crowded,  ShopBot  is  lead- 
ing the  way,  bootstrapping 
itself  by  providing  CNC 
machines  that  can  be  driven 
by  any  PC,  however  cheap 
or  obsolete. 

By  giving  whole  industries 
just  what  they  need  and  no 
more,  ShopBot  Tools  has  ■! 
brought  robotic  manufac- 
turing to  a  new  market  — 

and  at  a  cost  that,  just 
a  few  years  ago,  would 
have  been  scoffed  at 
as  impossible. 

JEF  RASKIN 


■^=%Mail 


"5»[g£Sa       r*^>K 


|  ftdd  to  Mere* 

Book) 

rtt 

hfcvt  from  Tr*-... ■  Md*f  to 

-  Cfioote  foiq* 

■id 

|  (jM|  | 

»K1.  **-;;jj« 

m 

'cu  mef ikgt  rtcip«rll  j  | 
i«  tfwnto  u?t  TV.Q01 


They've  Got  Your  Number 

People  of  a  certain  age  may  regret  signing  up  for 
Yahoo  mail. Those  old  enough  to  have  hidden  under 
their  desks  during  air-raid  drills  may  be  hit  with 
this  ad  for  bladder  control.  Meanwhile,  younger 
colleagues  encounter  ads  for  wireless  cameras  and 
DVDs.  It's  getting  harder  to  stay  cool — and  dry. 
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Liquid  crystal  television     r\  v^  U  v^  O 


Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 
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Better  Chinos  Through  Chemistry 

Nano-khakis  coming  soon  to  a  closet  near  you 


Want  to  amaze  your  friends, 
impress  your  spouse,  and 
dazzle  your  kids?  Buy  a  pair 
of  nano-khakis — then  spill 
water,  coffee,  chocolate  sauce, 
or  red  wine  and  watch  the 


liquid  dance  on  the  cotton 
pants  before  rolling  off. 

The  trick  is  in  the  treat- 
ment. The  comfortable 
Nano-Care  cotton  khakis 
are  treated  with  "nano- 


whiskers,"  microscopic  syn- 
thetic fibers  that  give  the 
fabric  its  stain  repellency. 

This  treatment  makes 
water-based  substances  bead 
up  and  roll  off  like  mercury  in 
a  high  school  chemistry  lab. 

Eddie  Bauer,  the  first 
company  to  sell  Nano-Care 


khakis,  charges  a  $10  pre- 
mium for  the  stain-resistant 
wear.  Lee  Jeans,  a  division  of 
VF  Corp.,  the  largest  apparel 
maker,  has  followed  with 
a  line  called  Lee  Perform- 
ance Khakis. 

Behind  the  latest  "nano" 
trend  is  a  tiny  company  with 
major  plans.  Founded  by  for- 
mer University  of  California 
at  Berkeley  polymer  chemist 
David  Soane,  Nano-Tex 
employs  20  people,  14  of 
whom  are  in  R&D.  The 
company  is  developing  nano- 
fabrics  that  don't  trap  odors, 
as  well  as  a  product  called 
Nano-Touch,  a  cottonlike 
sheath  to  wrap  around  syn- 
thetics. Dockers,  Haggar,  and 
Savane  are  manufacturing 
Nano-Dry  dress  slacks  that 
whisk  perspiration  away 
from  the  skin. 

Privately  held  Nano-Tex 
is  51%  owned  by  Burlington 
Industries,  the  struggling  bil- 
lion-dollar textile  firm  cur- 
rently in  bankruptcy.  While 
selling  some  of  its  mills  and 
other  physical  assets,  Bur- 
lington is  making  a  tech 
distribution  and  marketing 
play  and  has  poured  nearly 
$10  million  into  Nano-Tex. 
Burlington's  CEO,  George 
Henderson,  is  also  the  CEO 
of  Nano-Tex. 

Borrowing  a  strategy  from 
companies  such  as  Rambus, 
Nano-Tex  doesn't  make  the 
fabrics;  instead,  it  licenses  its 
formulas  to  textile  makers. 
The  company  sees  a  poten- 
tial  $2  billion  market. 
Henderson  expects  to  take 
Nano-Tex  public  next  year. 
MICHAEL  FITZGERALD 
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Talk  about  easy.  Our  company  now 
has  wireless  access  to  our  inventory. 
Real-time  information.  From  anywhere. 


In  our  day,  if  you  wantedxto  know 
what  was  in  the  warehouse,  you 
had  to  walk  there  yourself. 


■ 
I 


■ 

■ 


ANCEVIC  MANUFACTURING,  INC. 


xtel  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  couid  have 
ie  if..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
real-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business. 
/time.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
:ional  wireless  network  designed  specifically  to  carry  both  voice  and  data.  Call  toll  free 
i77-NEXTELC,  or  visit  nextel.com/WBS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


WIRELESS 

BUSINESS    SOLUTIONS 


©2002  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 
-,  All  other  product  names  and  services  are  the  property  of  their  respective  owners. 


Lotus,  software 


— 


WINNING  TAKES  MORE 
THAN  TEAM  CHEMISTRY. 

IT  TAKES  TEAM  SOFTWARE 


Team  commun:cation  is  everything.  Lotus  collaboration  software,  with  online  meeting 
spaces  and  secure  corporate  instant  messaging,  makes  communication  instant,  so 
every  project  goes  down  in  the  "win"  column.  Lotus.  Part  of  our  winning  software  team, 
along  with  DB2?  Tivoli  and  WebSphere?  Check  out  our  Webcast  at  ibm.com/lotus/team 


^business  is  the  game.  Play  to  win: 


OINTED  VIEW     BY  RJ.  O'ROURKE 
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An  invention  has 
driven  me  crazy.  I 
hear  voices.  I'll  be 
all  alone.  Suddenly 
there's  a  ringing  in  my 
ears,  or  rather  a  beeping, 
and  I  am  commanded  to 
do  things:  "Pick  up  a  loaf 
of  seven-grain  bread  on  your 
way  home."  I  feel  helpless, 
under  the  power  of  a  force 
I  can't  control.  It's  the  con- 
spiracy of  modern  communi- 
cation. People  are  trying 
to  get  me. 

Even  when  I'm  in  my  right 
mind,  I  think  of  modern  com- 
munication as  The  Curse  of 
the  Nervous  System.  It's  as  if 
the  entire  body  of  humanity 
has  been  linked  into  one 
neurological  network  so  that 
if  a  loaf  of  seven-grain  bread 
is  wanted  up  around  the 
mouth,  then  I,  down  at  the 
butt,  have  to  get  up  off  myself 
and  do  something  about  it. 

I'm  sure  the  ease  and 
speed  of  modern  communi- 
cation have  advantages.  But 
how  much  information  is 
being  conveyed? 

Maybe  I'm  listening  to  the 
wrong  halves  of  the  conver- 
sation. Maybe  the  people  I 
hear  saying,  "Tell  Suzie  I'll  be 
two  minutes  late,"  and  "I  for- 
got the  loaf  of  seven-grain 
bread,"  are  hearing  things 
back  about  multivariable  cal- 
culus and  fluid  mechanics. 


Of    course 
I'm  being  sim- 
plistic when  I 
call  modern 
communication 
an    annoying 
invention.  Mod- 

Iern  communica- 
tion is  actually  the 
end  product  of  all 
sorts  of  annoying 
inventions,  which 
seem  to  come  in 
swarms,  like  yellow 
jackets.  Bump  an 
electric  guitar,  and 
you  stir  up  a  whole 
nest  of  amplified 
noise,  cretinous 
lyrics,  and  loud,  ugly 
young  people  behavior. 
The  point  of  those  inventions 
being,  incidentally,  to  com- 
municate. Or  so  say  the  loud, 
ugly  young  people. 

One  wonders  if  all  com- 
munication isn't  overrated. 
Maybe  human  society  has 
been  going  downhill  since 
Australopithecus  first  paged 
his  fellows:  "Do  not  pet  saber- 
toothed  cat,"  thus  preventing 
Darwinian  selection  from 
eliminating  our  dumbest 
ancestors. 

And  I'm  not  sure  my  defi- 
nition of  modern  communi- 
cation is  even  very  modern. 
I'm  still  dubious  about  the 


rotary  phone.  As  a  child 
I  wasn't  supposed  to  mess 
with  this  thing;  calls  were 
expensive.  A  childhood  sum- 
mons to  the  phone  usually 
meant  an  irked  neighbor  who 
wanted  "to  speak  to  you  him- 
self,"  probably  about  bicycle 
depredations  of  rhododen- 
dron bushes. 

Then  came  the  answering 
machine,  which  sapped  the 
joy  from  getting  home.  There 
they  were,  the  people  I'd 
been  avoiding  all  day,  lurking 
on  a  tape  in  a  box.  This  was 
followed  by  the  cordless 
phone,  ringing 
somewhere.  In  the 
laundry  basket?  In  !C JI3 1  1 

the  front  hall  closet?   ^^BH 
In  the  margarita  pitcher? 


Malignant 


middle  of  the  Somali  desert. 
To  keep  in  touch,  we'd 
brought  along  a  $50,000 
satellite  telephone  and 
antenna,  a  technician  to 
operate  the  equipment,  and 
a  dozen  armed  Somalis  to 
guard  it. 

I  had  met  an  attractive 
young  lady  back  in  the 
States.  We'd  been  on  a 
couple  of  dates,  and  I  decided 
to  call  her  on  New  Year's  Eve. 
We  unloaded  the  phone, 
assembled  the  antenna,  "cap- 
tured" the  satellite,  shooed 

away  the  armed  Somalis, 

and    I    made    a 

$50,000  phone  call. 

I  said,  "Happy 

New  Year,"  and  now 
she's  my  wife.  I  don't  think  it 


Cordless  meant  a  reversal  of 
fortune  in  annoyance.  You 
couldn't  get  away  from  the 
phone  anymore,  but  it  could 
get  away  from  you. 

However,  my  full  loathing 
for  modern  communication 
began  one  day  in  the  men's 
room  at  La  Guardia,  when  I 
heard  someone  on  a  mobile 
phone  say,  "Hi,  darling.  I  love 
you,"  from  inside  a  toilet  stall. 
At  least  I  hope  he  had  a 
mobile  phone  with  him. 


would  be  the  same  today, 
punching  the  speed  dial  for 
her  Nokia. 

"I'm  calling  from  the  mid- 
dle of  the  Somali  desert." 

"That's  nice.  You're  not 
being  shot  at  like  in  Black 
Hawk  Down  or  anything?" 

"No.  The  Somalis  I'm 
with  are  eating  spaghetti." 

"Is  it  dangerous  over 
there?" 

"Well,  I  wouldn't  touch 
that  spaghetti.  So,  um,  I'm 


Anyway,  the  romance  of     calling  from  the  middle  of 
communication  was  gone.      the  Somali  desert." 


And  even  I  must  admit  that 
communication  once  had 
romance.  Indeed,  there  was 
still  romance  in  communica- 
tion as  recently  as  1992. 1  was 
working  for  ABC  News 
Radio,  on  assignment  in  the 


"That's  nice." 
And  instead  of  getting 
married,  I'd  get  a  shrug.  c§3l 
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MAYBE  "CUSTOMER  SERVICE99 
SHOULD  BE  MORE  THAN  ONE 
DEPARTMENT. 


When  everyone  focuses  on  customers,  something  amazing  happens:  departments 
communicate,  questions  get  answered,  and  products  keep  moving.  That's  why  the  mySAP™1 
Customer  Relationship  Management  solution  links  customers  with  your  complete 
organization.  It  keeps  data  consistent  across  all  touch  points  and  it's  the  only  CRM  solution 
that  integrates  with  all  other  business  processes,  so  it  shortens  sales  cycles  and  lowers  costs. 
Which  means  vour  customers  won't  be  waiting  around  tor  good  service,  they'll  be  too  busy 
getting  it.  For  more  info,  visit  wyvw.sap.com 

THE  BEST  RUM  E-BUSINESSES  RUM  SAP 


ETTER  FROM  WASHINGTON     BY  CARL  M.  CANNON 


The  weather  in  Washing- 
ton  is  unpredictable,  but  two 
events  are  as  dependable  as 
rain:  The  cherry  blossoms 
will  emerge  every  spring 
along  the  Tidal  Basin,  and 
Sen.  Ernest  F.  "Fritz"  Hollings 
(D-S.C.)  will  sup- 
port  protectionist 
legislation.  Hol- 
lings' primary  focus 
is  usually  on  tariffs 
to  help  the  Caroli- 
nas'  textile  indus- 
try. But  with  his  tall, 
erect  frame,  mane  of 
white  hair,  and  rich  drawl, 
Hollings  is  Hollywood's  very 
vision  of  a  Southern  senator. 
Somewhere  along  the  way, 
the  studios  decided  to  actu- 
ally cast  him  as  the  white  hat 
in  a  real-life  morality  play 
with  very  high  stakes. 

Hollings'  role?  He's  the 
hero  who  saves  Hollywood. 
The  black  hats  supposedly 
are  the  high  tech  firms  that 
built  the  hardware  and  coded 
the  software  that  allows 
young  computer  literates 
to  download  music  and 
movies  (including  the  latest 
blockbusters)  at  no  charge. 
Hollywood's  solution  is  Hol- 
lings-sponsored  legislation 
making  it  illegal  to  sell  any 
computers,  video  cameras,  or 
other  electronic  devices  not 
equipped  with  technology 
that  prevents  the  download- 
ing and  duplicating  of  copy- 
righted digital  material 

At  a  congn  hear- 

ing chaired  by  Hollings,  Intel 


Old  Boys 
Nyetwork 

Congress 
takes  on 

technology 
and  the  f 
stars 


Executive  Vice  President 
Leslie  L.  Vadasz  managed  to 
point  out  that  such  heavy- 
handed  government  med- 
dling would  hamstring 
technology  companies,  stifle 
innovation,  and  burden  con- 
sumers. But  he  didn't 
get  too  far.  "This  is 
an  example  of  the 
rhetoric  we've  been 
hearing  for  years," 
Disney  Chief 
Michael  D.  Eisner 
told  Hollings.  "If 
you  don't  protect  con- 
tent on  the  Internet,  that's 
the  end  of  the  entertain- 
ment business." 

Normally,  such  a  dracon- 
ian  legislative  solution  would 
stand  no  chance  of  passage 
without  lengthy  scrutiny  and 
extensive  revision.  Although 
Hollings'  bill  generated  hos- 
tile press  coverage,  there 
was  an  unsettling,  dog-that- 
didn't-bark  air  in  Washing- 
ton. Why  weren't  lawmakers 
speaking  out  against  it? 

For  starters,  Disney 
donates  generously  to  both 
parties.  But  the  access  that 
money  ensures  wouldn't 
count  for  much  (ask  Enron) 
if  Hollywood  didn't  have  a 
compelling  argument.  It  goes 
like  this:  We  are  already  los- 
ing some  $3  billion  annually 
to  piracy  of  videocassette 
films  in  analog  format.  When 
every  household  in  America 
is  wired  for  broadband  — 
it's  only  10%  today — that 
number  will  increase  geome- 
trically as  films  become  avail- 
able digitally.  "What  we 
must  understand,"  movie- 
industry  lobbyist  Jack 


Valenti  told  Congress,  "is 
that  digital  is  to  analog 
as  lightning  is  to  the  light- 
ning bug." 

In  a  bitter  exchange,  Eis- 
ner all  but  accused  the  tech 
world  of  turning  piracy  into 
"the  killer  app."  No  response 
from  tech  execs  could  com- 
pete, for  one  reason:  Napster. 
The  Internet  company  that 
distributed  music  free  was 
defeated  in  court,  but  its 
practices  live  on.  Sales  of  pre- 
recorded CDs  declined  4% 
last  year;  this  year  it  will  be 
worse.  Meanwhile,  sales  of 
blank  CDs  surpassed  those 
of  prerecorded  CDs  for  the 
first  time.  That's  what  keeps 
movie  moguls  up  nights. 
After  the  studios  failed  to 
cajole  the  computer,  soft- 
ware, and  chip  companies  for 
a  technological  solution, 
they  went  to  Congress  armed 
with  a  threat:  If  we  don't  get 
the  protection  we  want,  we 
will  not  be  offering  our  con- 
tent in  digital  form. 

This  got  attention  on 
Capitol  Hill,  where  lawmakers 
have  been  itching  to  jump- 
start  the  broadband  revolu- 
tion. Realizing  the  power 
of  Hollywood's  threat,  the 
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technology  executives  wrote 
a  letter  to  the  studio  heads 
on  the  eve  of  Hollings'  hear- 
ings, saying  they  were  willing 
to  agree  to  some  protocols. 
When  the  House  held  its 
April  25  hearings,  represen- 
tatives of  the  Motion  Picture 
Association  of  America  as 
well  as  adversarial  groups 
representing  the  leading 
computer  and  electronics 
companies  (Intel,  Hewlett- 
Packard,  Microsoft,  Sony, 
Hitachi,  and  others)  an- 
nounced an  agreement  on 
technical  guidelines  for 
embedding  a  "broadcast  flag" 
in  digital  broadcasts  that 
would  prevent  high-definition 
television  programs  from 
being  redistributed.  This  is  .| 
but  a  first  step:  Hollywood 
also  wants  to  prevent  analog 
material  from  being  converted 
to  digital  and  prevent  peer- 
to-peer  (P2P)  sharing.  Any 
talk  of  P2P  restrictions  brings 
Net  libertarians  to  a  quick 
boil.  One  of  them,  Excite 
cofounder  Joe  Kraus,  told 
Congress  that  consumers 
would  suffer  if  Congress  let 
the  big  boys  collude.  But 
Kraus  may  be  out  of  tune 
with  the  current  mood  in 
Washington.  Silicon  Valley 
Congresswoman  Anna 
Eshoo  (D-Calif.)  spoke  for 
many  when  she  spouted 
this  tortured — and  mixed — 
metaphor:  "Mickey  Mouse 
and  Silicon  Valley  have 
to  make  a  Yellow  Brick  Road 
to  hold  hands  and  walk 
down  together."  cffcll 
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ImageRUNNER 
C  2  0  5  a 


ie  remarkable  innovation  of  Canon  imageRUNNER.  The  unrivaled  heritage  of  Canon  color.  Both  are  available 
i  one  brilliant  solution.  The  amazing  Color  imageRUNNER  C2O50,  A  fully-connected,  network-compatible, 
I  page-per-minute*  wonder.  It  expands  your  color  capabilities,  so  you  can  create  professional-qu- 
nished  documents  —  in  full  color  or  black-and-white  —  right  from  the  desktop.  At  Canon,  we're  giving  pt 
le  know-how  to  bring  office  documents  to  a  colorful  new  level. 


<k  with  your  local  Canon  authorized  dealer  for  more  information  on  network  compatibility. 
:« -sized. 
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Advertisement 

Qantas.The  airline  that  introduced  the  concept  of 
Business  Class  remains  a  world  leader  at  serving 
the  corporate  market  ^ 

W^Z^^a  .i&^^SflfiHHBH^^^^^B     to  Melbourne,  and  a  daily  nonstop 

W  '  Mflti  fflJK:  Btfl  Aucl  land    with    continuing 

^jfl  ii^-*      " '^^^^S^S^^^^t^^HL^^H     Brisbane.  You   can   choose  from  thrl 

■  '     ll||HE^Hr    '         *^M  !■      weekly  direct  flights  from   New  Yorl 

#&&  A  ' .^   ^B   ^^^AbI     'C'     t0    Sydney.    Qantas    also    offef 

convenient  connections  via  code-shel 
with  American  Airlines®  and  Alasl 
Airlines  from  seventeen  U.S.  a] 
Canadian  cities,  plus  connections  frcl 
additional  cities  on  other  airlin<| 
And,  passengers  can  earn  mileage 
their  choice  of  frequent  flyer  progrcl 
from  its  partners  Alaska  AirlinJ 
American  Airlines,  Continental  Airlinl 
or  US  Airways®. 

While  Qantas  is  well-positioned 
serve  travelers'  needs  to  the  Soul 
Pacific,  one  thing  is  certain  -  Qantas  v 
continue  to  improve  its  produ 
into  the  future.  Qantas  has  begi 
a  fleet  renewal  program  that  v\ 
herald  in  a  new  standard  of  comfc 
and  service.  Look  forward  to  mo 
innovations  from  Qantas  in  years  to  corr 
That's  the  spirit. The  Spirit  of  Australia 

American  Airlines  is  a  registered  trademark  of  American  Airlir 
Inc.  American  Airlines   reserves  the   right  to   change 
AAdvantage  program  without  notice  and  is  not  respona 
for   products   and   services   offered   by   other   compan 


Qantas  is  synonymous  with  Australia. 
But  look  at  its  past  and  its  future,  and  you'll 
see  there's  a  lot  more  to  Qantas  than 
koalas  and  friendly  service. 

In  over  81  years,  the  airline  has 
become  one  of  the  industry  leaders 
in  service,  product  and  innovation. 
Those  8 1  years  have  served  the  airline 
well,  with  Qantas  pioneering  several 
long-haul  routes  born  out  of  necessity 
due  to  Australia's  distance  from  other 
corners  of  the  world.  The  airline 
pioneered  routes  between  the  U.S.  and 
Australia  and  developed  a  reputation 
of  using  the  newest  aviation  technology 
for  long  distance  travel,  in  line  with  its 
customers'  demands. 

Today,  Qantas  passengers  can 
experience  some  of  the  best  inflight 
product  in  the  air.  The  Qantas  First 
Class  Sleeper  Seat  is  an  armchair,  a 
recliner  or  a  6'6"  flat  bed.  It  adjusts 
at  the  touch  of  electronic  controls  so 
you  can  stretch  out  with  ease.  Recline 
completely  with  maximum  privacy  or 
share  a  meal  with  your  traveling 
companion  at  your  seat.  In  Business 
Class,  the  Dreamtime  Seat  was  the 
first  in  the  world  to  adjust  five  ways 
electronically  for  maximum  comfort 
using  touch  coi   i 

"Maintaining  our  position  at  the 
forefront    of   customer    service    and 
inflight  technology  continues  to  be  a 
Qantas  Airways  priority,"  says  Qantas 
Chief  Executive  Officer,  Geoff  Dixon. 


Qantas  innovation  also  extends  to 
its  food  service.  In  1998,  Qantas 
introduced  a  new  style  of  First  and 
Business  Class  cuisine  created  by  award- 
winning  Australian  chef  and  restaurateur 
Neil  Perry.  With  an  emphasis  on 
simplicity  and  quality  ingredients,  all 
meals  are  freshly  prepared   on-board 


and  to  order  It  can  only  get  better  with 
one  of  Qantas'  award-winning  wines. 

In  the  next  12  months,  Qantas 
will  further  expand  its  on-board 
experience  by  enhancing  the  size 
of  its  video  screens  in  First  and 
Business,  as  well  as  adding  them  to 
every  seat-back  in  Economy  Class. 
In-seat  phones  and  laptop  power 
plugs  will  also  be  available  to  First 
and  Business  Class  customers. 

Qantas  has  more  flights  to  Australia 
and  New  Zealand  than  any  other  airline. 
From  Los  Angeles,  there  are  two  daily 
nonstops  to  Sydney;  a  daily  nonstop 


The  most  comfortable  seat  in  business 
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ice  you've  flown  Qantas  Business  Class,  nothing  else  will  do.  Our  'Dreamtime  Seat'  comes  with  the  comfort  of 
e-way  electronic  adjustment  and  a  10  channel  personal  video.  Our  food  combines  a  unique  approach  to  freshness 
d  simplicity.  Our  wines  speak  for  themselves,  and  the. service  is  courtesy  of  a  team  of  dedicated  flight  attendants, 
ill  your  travel  agent  or  Qantas  at  (800)  227-4500  and  make  a  comfortable  business  decision.  The  Spirit  of  Australia. 

qantas.com/us 

hen  you  fly  Qantas,  you  can  earn  mileage  in  Alaska  Airlines,  American  Airlines®,  Continental  Airlines  or  US  Airways®  frequent  flyer  program. 

lencan  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc.  American  Airlines  reserves  the  right  to  change  the  AAdvantage  program  without  notice  and  is  not  responsible 
product  and  services  offered  by  other  companies. 
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THE 

200-YEAR-OLD 

U.S.  PATENT  OFFICE 

IS  BEGINNING 

TO  SHOW 

ITS  AGE 

BY  MICHAEL  S.  MALONE 


aham  Lincoln  understood  the  value  of  intellectual 
property  to  American  prosperity.  Lincoln  is,  in  fact, 
the  only  President  to  be  awarded  a  patent  (for  a 
device  to  lift  boats  over  shoals  without  discharging 
their  cargo).  He  later  wrote,  "The  Patent  System 
added  the  fuel  of  interest  to  the  fire  of  genius." 


America  has  never  been  short  of  genius. 
But  the  challenge  has  always  lain  with 
the  first  half  of  Lincoln's  phrase — that 
is,  how  to*  stoke  that  genius  through  a 
system  that  both  rewards  the  inven- 
tor with  a  temporary  business  mono- 
poly while  protecting  the  competition 
that  lies  at  the  heart  of  the  free- 
market  system. 

This  year  marks  the  200th  anni- 
versary of  the  U.S.  Patent  and  Trade- 
mark Office  (USPTO),  created  by 
inventor-president  Thomas  Jefferson. 
What  followed  was  the  greatest  flow- 
ering of  innovation  the  world  has 
ever  known. 

It  took  a  century  for  this  nation 
of  tinkerers  and  basement  inventors 
to  be  awarded  the  first  million 
patents.  The  last  million  took  half  as 
long  as  the  one  before  it.  Patent  No. 
6,000,000  was  awarded  on  December 


7,  1999,  to  3Com  for  Jeff  Hawkins  and 
Michael  Albanese's  invention  of  "hot 
synchronization"  technology  for 
handhelds.  Patent  No.  7,000,000  will 
likely  arrive  sometime  in  2004-  Each 
week  the  patent  office  awards  approx- 
imately 3,500  new  patents  (and  2,000 
trademarks).  The  applications  for 
these  patents  average  20  to  40  pages, 
but  some,  especially  in  biotech  and 
electronics,  run  to  tens  of  thousands 
of  pages  of  diagrams  and  text. 

But  there  is  bad  news  on  this 
bicentennial.  After  200  years  of  lum- 
bering down  the  tracks,  the  intellec- 
tual-property process  in  the  United 
States  is  beginning  to  go  off  the  rails. 
Branches  of  the  government  are 
intervening  where  they  never  have 
before.  Opposing  camps,  many  with 
money  and  influence,  are  forming. 
Small  inventors  are  diverted  from 


FORBES  -ASAP  June  24.  2002    I    33 


34    I     FORBES  ■  ASAP  J 


^ 


where  they  can  make  the  greatest 
contributions.  And  a  culture  of  litiga- 
tion, circumvention,  and  secrecy  has 
evolved  from  an  area  where  openness 
and  law  had  long  ruled. 


THE 

MOTHER 
LODE 


More  than  375,000 
ideas  for  products  and 
processes,  designs  and 
logos,  reach  the  US- 
PTO  yearly.  The  scale 
of  this  tidal  wave  of  invention  is 
difficult  to  imagine.  You  get  only  a 
glimpse  by  visiting  the  patent  office's 
Web  site.  A  better  view  might  be  to 
visit  the  USPTO  Public  Search  Room 
in  Crystal  City,  Virginia,  where  50  mil- 
lion  documents  are  stored  in 
library-like  stacks.  But  the  best  place  to 
see  this  extraordinary  collection — and 
to  gain  a  unique  glimpse  into  America's 
inventive  character — is  in  a  converted 
limestone  mine  200  feet  beneath  the 
western  Pennsylvania  countryside, 
about  75  miles  from  Pittsburgh. 

This  is  the  home  of  the  Patent 
Records  Office,  50,000  square  feet 
i  >t  storage  space  hewn  out  of  solid 
rock,  the  last  and  safest  repository  of 
America's  intellectual  property.  In 
here  are  copies  (the  U.S.  Archives 
keeps  the  originals)  of  every  patent 
and  trademark  ever  awarded. 

It  is  a  place  of  odd  juxtapositions. 
Linoleum  floors  suddenly  end  in  the 
jagged  faces  of  solid  limestone  walls, 
some  painted  silver  with  sealant. 
Plastic  barriers  stretch  overhead  to 
catch  the  occasional  drip  of  ground- 
water. Fabric  hangings  enliven  walls 
that  would  only  bend  a  picture  nail. 
"Oh,  I'm  used  to  it,"  says  Linda  Meier, 
supervisor  of  the  Records  Office, 
"I  grew  up  around  here.  I've  spent 
a  lot  of  time  in  mines  and  caves. 
Besides,   a   lot   of  people   work   in 

From  steamboats  to  silicon  chips, 
these  drawers  contain  the 
inventiveness  of  a  nation. 
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offices  without  windows." 

Strange  too  are  the  wondrous  en- 
counters between  America's  agrarian 
past  and  digital  present.  Dig  into  one 
stack  of  patents  and  you  may  find, 
written  in  calligraphic  hand,  the  sketch 
for  a  grain  mill  or  a  new  plow.  A  few  feet 
away,  another  stack  yields,  in  ripe 
Victorian  lettering,  a  Civil  War 
cannon  or  sterling  flatware  pattern. 
You  might  even  find  Bartholdi's  plan 
for  the  Statue  of  Liberty,  or  a  new 
design  for  a  silicon-wafer  sorter. 

Tucked  away  in  these  millions  of 
pages  are  the  icons  as  well:  Fulton's 
steamboat,  Morse's  telegraph,  Edison's 
lightbulb,  Bell's  telephone,  the  Wright 
Flyer.  Next  to  them  is  another  side  of 
American  inventiveness:  the  under- 
water airplanes,  protective  glasses  for 
chickens,  and  12-foot-long  TV  remote 
controls — loony  but  no  less  earnest 
dreams  of  lone  garage  inventors. 

Meier  and  her  eight  staffers  have 
never  been  visited  by  any  patent 
office  officials  from  Washington,  and 
few  have  ever  been  there.  Their  work 
level  grows  by  the  month — and  yet 
most  of  the  equipment  they  use  is 
obsolete.  Touring  the  IT  area  is  like 
visiting  a  computer  museum;  the 
handful  of  new  PCs  occupy  work- 
spaces alongside  20-year-old  termi- 
nals and  even  older  card  sorters.  This 
is  the  equipment  that  each  day  pro- 
cesses the  most  cutting-edge  ideas 
and  inventions  on  Earth. 

It  is  even  worse  in  the  storage 
rooms.  There,  millions  of  pages  are 
stored  in  cardboard  boxes,  or  on 
microfilm,  35mm  movie  film,  or 
CD-ROMs,  or  stacked  in  one  of  the 
ten-foot-tall  Rotomat  machines  that 
bisect  each  room.  Although  this  is 
all  underground,  it  could  just  as  well 
be  America's  attic.  There  is  no  money 
right  now  for  upgrades. 

"We're  hoping,"  says  Meier  wist- 
fully. As  she  speaks,  a  fresh  mountain 
of  patents  arrives  on  the  front  desk. 
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FORMIDABLE 
FOURSOME 


According  to  intellec- 
tual-property experts, 
the  USPTO  has  suc- 
ceeded for  200  years 
based  on  four  precepts. 
Efficiency:  Patents  were  intended 
to  be  bargains.  Even  today,  at  a  couple 
thousand  dollars,  a  patent  filing  is  a 
bargain — it  ultimately  may  be  worth 
billions.  By  comparison,  patent  filings 
in  Europe  or  Japan  may  run  up  to  five 
times  that  amount,  and  that's  before 
being  translated  for  global  dissemina- 
tion. For  years,  this  remarkably  low 
price  had  its  designated  effect,  opening 
the  door  to  generations  of  small,  pri- 
vate inventors  and  small  business  start- 
ups. The  ideal  result  has  been  not  only 
a  greater  chance  for  upward  mobility 
but  also  increased  competitiveness 
on  a  level  playing  field  that  gives  small 
companies  the  same  rights  and  options 
as  large  ones. 

Pendency:  For  most  of  America's 
history,  the  time  it  took  between  filing 


for  a  patent  and  its  award  was  less  than 
three  years.  In  the.  agrarian  era  of  early 
America  and  the  industrial  world  of 
the  Centennial,  this  period  of  patent 
pendency  was  quick  compared  with  the 
time  needed  to  build  a  factory;  prepare- 
tooling;  and  build  supply  chains,  distri- 
bution networks,  and  inventory.  This 
speed  propelled  the  rapid  expansion 
and  upgrading  of  the  American  econ- 
omy in  the  nation's  first  two  centuries. 
Quality:  In  patents  and  trademarks, 
"quality"  refers  to  the  expertise  of  the 
patent  examiners,  their  number  in  ratio 
to  the  quantity  of  patents  filed,  and  to 
the  ability  of  these  examiners  to  effec- 
tively research  "prior  art"  (previous 
patents)  to  determine  if  an  application 
truly  represents  something  new.  With 
occasional  exceptions  over  the  past 
200  years,  the  USPTO's  performance 
has  been  equal  to,  if  not  better  than, 
that  of  any  country  in  the  world.  At 
times,  notably  at  the  end  of  the  19th 
century  and  in  the  1960s  to  1980s,  it 


was  arguably  the  best-run  operation  in 
the  federal  government. 

Protection:  Patents  are  temporary 
monopolies,  designed  to  reward  the 
inventor  for  contributing  to  the  collec- 
tive knowledge  of  society.  The  cost  ot 
that  monopoly  is  the  publication  and 
dissemination  of  that  knowledge.  Patent 
a  widget  in  America  and  you  own  that 
technology  for  17  years.  But  now  the 
world  knows  about  that  technology  as 
well  (which  is  why  secret  formulas  such 
as  the  ones  for  Coca-Cola  and  the  fill- 
ing in  Oreos  have  never  been  patented) 
Now,  competitors  can  do  their  best  to 
circumvent  your  invention  by  tweak- 
ing your  idea  just  enough  to  gain  a 
novel  twist,  or  by  advancing  it,  or  by 
finding  a  nonequivalent  alternative. 
You  may  not  like  that,  but  it  is  salutary 
for  society  as  a  whole.  Although  often; 

Two  hundred  feet  underground, 
the  storage  cave  swallows  up 
3,500  patents  a  week. 
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THE    STRAIGHT    GOODS    ON    e-BUSINESS    PLATFORMS. 
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THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE  INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
CAUSE     EVERYTHING     WORKS     BETTER    WHEN 


IF  AT  FIRST  YOU  DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 

At  Sybase,  we  deliver  e-Business 
solutions  to  the 
FORTUNE  5007  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 

Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


i  Sybase 

Information   Anywhere" 


EVERYTHING  WORKS  TOGETHER: 


®2001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 


a  subject  of  dispute,  and  modified  sev- 
eral times  over  the  past  two  centuries 
by  Congress,  U.S.  patent  protection  has 
proven  to  be  adequate  to  the  demands 
of  the  marketplace — the  proof  being 
the  unmatched  competitiveness  of  the 
American  economy. 


ENFEEBLED 


And  yet,  as  we  celebrate 
the  bicentennial  of  the 
office  created  to  pro- 
mote and  protect  Amer- 
ican inventiveness,  all 
four  of  these  factors  have  begun  to  fail. 

For  instance,  take  efficiency.  At 
between  $400  and  $800,  a  U.S.  patent 
application  is  still  one  of  the  world's 
greatest  business  bargains.  But  that  is 
no  longer  the  real  cost;  it's  just  the 
entrance  fee.  Because  the  perceived 
quality  of  patent  awards  has  deteri- 
orated— critics  complain  they  were 
given  away  almost  indiscriminately  to 
dot-coms  for  only  the  slightest  changes 
in  prior  art — even  minor  patent  appli- 
cations must  be  carefully  (and  expen- 
sively) vetted  by  patent  attorneys  as 
protection  against  lawsuits  by  aggrieved 
patent  holders.  This  is  even  more  the 
case  with  potentially  valuable  patents. 
"Applications  are  cheap,  but  attor- 
neys' fees  are  higher.  One  reason  is 
that  there  are  few  patent  lawyers,"  says 
attorney  Gary  Reback,  who  has  rep- 
resented some  of  Silicon  Valley's  big- 
gest firms  in  infringement  cases.  (See 
"Patently  Absurd,"  page  44.)  "The 
other  is  that  the  fees  begin  to  add  up 
when  you  include  not  just  filing  but 
policing  infringement  of  the  patent, 
keeping  on  a  patent  and  modifying  it 
over  time  as  the  market  changes." 


The  result  is  that  not  only  can  a 
single  patent  filing  cost  tens  of  thou- 
sands of  dollars  in  fees  but  also  the 
inventor  must  file  multiple  applications 
as  a  defense  against  competitors — par- 
ticularly in  a  global  economy.  A  rule  of  • 
thumb  is  that  gaining  sufficient  pro- 
tection for  a  patent  internationally 
will  cost  about  $100,000.  Filing  ten 
related  patents  to  create  a  protective 
"picket  fence"  around  key  patents  will 
cost  $1  million.  That's  before  proto- 
types, beta  tests,  manufacturing,  dis- 
tributing, and  marketing  the  product 
itself.  Self-defense  has  increasingly  put 
patents  out  of  the  reach  of  the  small- 
time inventor,  historically  the  heart  of 
American  innovation. 

In  many  areas,  such  as  semicon- 
ductors, biotech,  and  even  software, 
individual  inventors  have  all  but  aban- 
doned the  field  as  being  too  expensive 
for  them  to  stake  a  claim.  Patent  appli- 
cations in  these  fields  are  now  the 
province  of  large  industrial  or  academic 
research  laboratories,  backed  by  armies 
of  corporate  attorneys.  To  position  their 
patents  for  the  inevitable  litigation, 
these  entities  often  produce  applica- 
tions of  astonishing  complexity  — 
sometimes  in  the  thousands,  or  even 
tens  of  thousands,  of  pages.  The  current 
record  —  6  million  pages  —  is  for  a 
gene  patent. 

Meanwhile,  pendency 
has  not  only  failed  to 
improve  but  sometimes 
stretches    beyond 
three  years.  It  aver- 
ages 32  months  for 
most  high  tech 
patents.  This 


PATENT  ACTIVITY  from  1790  to  2001 


Thomas  Jefferson  create      -  -ys:rm  ii,  1790,  which  led 

to  the  establishment  of  the  official '.  S  Psient  Office  in  1802. 
Shown  here  are  the  numbei  ol  applications 
and  the  number  of  paten 


delay  might  have  been 

344,717 
tolerable  when  Eli  Whit-     patents 

ney  was  patenting  the     applied 
cotton  gin,  but  not  in    2001 
the  age  of  Moore's  Law, 
where  a  high  tech  product 
generation  is  often  less  than 
two    years.    The    current 
patent  office  backlog  is 
355,000  applications.  Why 
even  patent  at  all,  when  the 
eventual  award  will  be 
obsolete  —  especially  in 
technology? 

One  particular  statistic 
is  devastating.  Each  exam- 
iner is  given  an  average 
quota  of  20  hours  per 
patent,  with  a  few  being 
summarily  rejected  in  no 
time  at  all.  Assume — 
a  large  assumption 
in  the  case  of 

arcane  new  tech-       87>822 

patents 

nologies — that         granted 

the  examiner  is  an 
expert  in  the  dis- 
cipline demanded  by 
the  patent.   In  the 
equivalent  of  two  and 
a  half  workdays,  that 
examiner  must 
analyze    the 
application, 
extract  its 


in  2001 
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/HAT  HAPPENS  WHEN  YOU  TAKE 

.  RIGHT  BRAIN  APPROACH 

O  A  DECIDEDLY  LEFT  BRAIN  ENDEAVOR? 


arts,  graphs  and  spreadsheets 
n't  know  how  to  invest  money, 
takes  people  with  smarts, 
-ity  and  yes,  even  a  little 
tvado  to  do  that.  Put  our  brains 
work  for  you.  Call,  click  or  visit 
ielity  to  open  an  account, 
cause  you're  not  just  invested. 
j  re  personally  invested  .SM 


FIDELITY*  MUTUAL  FUNDS 

EQUITY  FUNDS 

Fidelity  Diversified  International  Fund* ' 
Fidelity  Equity-Income  Fund 
Fidelity  Small  Cap  Stock  Fund 
Fidelity  Value  Fund 

BOND  FUNDS 

Fidelity  Investment  Grade  Bond  Fund 
Fidelity  Short-Term  Bond  Fund 


Returns  as  of  3/31  /021 


1  YEAR 

5  YEAR     1 

0  YEAR/L 

1.04% 

9.18% 

11.43% 

4.80% 

10.39% 

13.77% 

19.82% 

N/A 

12.18% 

18.62% 

11.23% 

14.45% 

5.21% 
4.91% 


7.07% 
6.17% 


7.14% 
5.57% 


800.FIDEUTY 


FIDELITY.COM 


85  INVESTOR  CENTERS 


Fidelity 


;t  performance  is  no  guarantee  of  future  results.  Mutual  fund  performance  changes  over  time  and  may  currently  be  lower  than 
ted.  Most  recent  performance  data  is  published  online  at  each  month  end.  Please  visit  Fidefity.com  or  call  Fidelity  for  current  per- 
mance  figures.  In  general,  bond  prices  rise  when  interest  rates  fall  and  vice  versa. 

erage  annual  total  returns  include  changes  in  share  price,  reinvestment  of  dividends  and  capital  gains.  Share  price,  yield  and  return  will 
y  and  you  will  have  a  gain  or  loss  when  you  sell  your  shares.  2Fundsthat  invest  in  foreign  securities  may  involve  higher  risk,  including  polit- 
and  economic  uncertainties  of  foreign  countries  as  well  as  the  risk  of  currency  fluctuation.  3Short-term  trading  fees  apply:  1 .0%  for 
-rsified  International  if  held  less  than  30  days;  2%  for  Small  Cap  if  held  less  than  3  years.  4Life  of  fund  is  as  of  inception:  Small  Cap  3/12/98. 
•3  securities  of  smaller,  less  well-known  companies  may  be  more  volatile  than  those  of  larger  companies.  Fidelity  Distributors  Corporation. 
-  more  complete  information  on  any  fund  available  through  Fidelity,  including  charges  and  other  expenses  applicable  to  continued 
estments,  call  for  a  free  prospectus.  Please  read  it  carefully  before  you  invest  or  send  money.  TDD  Service  1 .800.544.01 18  for  the  deaf 
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key  contributions,  and  then  search 
through  all  the  existing  documents  in 
that  field  to  find  any  instances  of  prior  art. 

Imagine  doing  this  with  a  110,000- 
page  patent  application  —  searching 
for  prior  art  not  only  through  half  a  mil- 
lion pages  of  existing  patents  but  also 
thousands  of  technical  papers,  trade 
magazine  articles,  and,  in  the  newest 
form,  Web  sites  devoted  to  publishing 
new  inventions  to  forestall  competitive 
patents.  (See  "The  Detailed  Life  of  a 
Patent  Examiner,"  page  50.) 

If  that  weren't  enough,  the  very 
scope  of  patents  themselves  has  come 
under  legal  attack,  with  cases  being 
argued  in  court  to  determine  whether 
broadening  protection  or  narrowing 
protection  hastens  or  hinders  innova- 
tion. In  one  of  the  biggest,  Festo  Corp. 
v.  Shoketsu  Kinzoku  Kogyo  Kabushiki 
Co.,  the  Supreme  Court  on  May  28 
ruled  in  favor  of  inventors  by  unani- 
mously overturning  a  federal  court 
decision  that  had  limited  patent  hold- 
ers' ability  to  amend  their  patents.  In 
doing  so,  the  high  court  upheld  inven- 
tors' rights  to  sue  so-called  copycats 
who  make  "equivalent"  products. 

This  case  had  broad  business  impli- 
cations, with  companies  such  as  IBM 
and  Intel,  which  generate  large  numbers 
of  patents,  favoring  the  lower-court  deci- 
sion to  limit  the  so-called  "equivalency 
doctrine."  They  were  opposed  by  Sun 
Microsystems,  Verizon  Communications, 
and  others  that  urged  the  Supreme 
Court  to  broaden  protections,  arguing 
that  restrictions  would  dilute  the  value 
of  original  research  and  existing  patents. 

This  case  ai  s  challenging  the 

validity  of  patei  I  protection  call  into 
question  u  USPTO  is  abdi- 

cating its  r  rting  inventors, 

both  big  and  sn  is  becoming  an 

impediment  to  A  •  i  n  innovation.  I' 
so,  the  implicati  h  oui  short- 

term  ability  to  em<  he  current 

high  tech  downturn,  ai  emn 

health  of  the  I  f.S.  eo  no  inous 
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GLAMOUR, 
AT  LONG 
LAST 


Festo  could  be  a  water- 
shed. If  broader  protec- 
tion becomes  the  new 
order  of  the  day,  then 
so  will  the  call  for 
more  patent  lawyers.  If  tradition  holds* 
even  more  patent  litigation  will  follow. 
Thirty  years  ago,  patent  lawyers  were 
the  pediatricians  of  the  legal  profession: 
necessary  but  not  getting  a  lot  of  respect 
from  their  peers.  With  patent  litigation 
becoming  a  growth  industry,  patent  law 
has  become  a  legal  glamour  job.  As  long 
as  the  downturn  in  high  tech  continues, 
we  should  see  a  growing  number  of  sci- 
entists and  engineers  pursuing  patent  law 
as  a  way  to  use  their  expertise.  At  Santa 
Clara  University  in  Silicon  Valley,  Eliza- 
beth Powers,  assistant  dean  for  law  and 
technology,  already  teaches  a  course  "to 
get  engineers  hooked  on  IP  law." 


PICKING 
THE  PATENT 
POCKET 


This  is  not  another  case 
of  a  government  agency 
crying  poor  in  order  to 
pick  taxpayers'  pockets. 
The  patent  office  is  not 
even  a  standard  government  agency. 
Rather,  it  is  a  PBO,  or  performance- 
based  organization,  that  is  chartered  to 
generate  the  revenues  on  which  it  runs. 
It  can't  earn  a  profit,  but  it  can  end  up 
with  revenues  that  match  its  expenses. 
And  there's  the  rub.  The  USPTO's 
annual  budget  is  about  $1.2  billion.  But 
in  each  of  the  past  three  years,  Congress 
has  pulled  roughly  $90  million  from  the 
patent  office's  revenues — $1  billion 
over  the  past  eight  years — and  diverted 
it  to  the  government  General  Fund. 

"It  goes  into  the  General  Fund  and 
it  never  comes  back,"  says  Andy  Gibbs, 
CEO  of  PatentCafe.com,  an  inventors' 
Web  site.  !  le  also  serves  on  a  federally 
appointed  ■ommittee  to  advise  the 
director  of  the  USPTO  on  policies 
and  performance.  "It's  supposed  to  be 
repaid,  but  it  seems  that  Congress  found 
a  loophole,  called  a  'carry-forward,'  that 
ultimately  means  it  never  will." 


Heeding  Gibbs'  advice,  the  head  of 
the  USPTO,  former  U.S.  Representa- 
tive James  Rogan,  a  California  Republi- 
can, tried  to  push  full  funding  through 
Congress.  But,  in  the  aftermath  of  Sep- 
tember 11,  every  government  agency's] 
budget  took  an  approximate  10%  hi 
for  "homeland  security." 

This  missing  $90  million  owed  to  the 
USPTO  each  year  could  define  the 
future  health  of  the  American  economy. 
But  a  little  payback  will  buy  a  lot.  Con- 
sider the  problem  of  speed.  The  USPTO 
currently  has  3,300  examiners.  Add 
1,000  more,  pay  them  a  competitive 
wage,  especially  in  the  key  "art  units" 
such  as  biotech  and  software,  shift  some 
of  the  burden  of  research  onto  patent  i 
attorneys,  and  you  can  probably  cut  tech 
pendency  from  32  months  to  24  months. 
Rogan  has  made  this  one  of  his  goals. 

And  that's  the  least  of  it.  The 
patent  office  examiners'  search  tools 
are  fully  electronic.  But  from  that  point 
on,  everything  the  patent  office  does  is  • 
on  paper,  including  printing  out  all  of 
its  searches  and  findings.  Worse,  at  the 
end  of  the  process,  the  patent  office 
sends  its  files  to  a  contractor  for  scan- 
ning and  importing  into  electronic 
files,  wasting  additional  time.  Replace 
this  system  with  a  state-of-the-art 
information  management  system  and 
the  USPTO  moves  a  long  way  toward 
regaining  its  once-lofty  status. 

Plans  for  a  widespread  modernizing 
effort  are  afoot,  and  many  of  the  docu- 
ments in  the  USPTO's  vast  research 
library  have  been  scanned  to  create  a 
publicly  searchable  database.  In  addi- 
tion, Rogan  says  he  is  considering  a 
requirement  for  all  patent  applications  "ti 
to  be  filed  electronically.  Finally,  the  to 
results  of  the  examiners'  effort  would 
in  turn  be  added  to  the  overall  knowl- 
edge base — enabling  future  examiners 
to  build  off  it. 

"If  we  would  put  that  $90  million  each 
year  into  examiners  and  an  IT  system,  we 
could  kick  butt,"  says  Gibbs 
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Fatigued? 

Depressed  mood? 

Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 

An  estimated  4-5  million  American  men  have  a  medical  condition  called 
hypogonadism,  or  low  testosterone.'  As  some  men  grow  older,  their 
testosterone  levels  decline.  Low  testosterone  (hypogonadism)  can  cause 
low  sex  drive,  fatigue  and  depression  among  other  problems. 


Take  this  quiz 


to  find  out  if  you  should  talk  to  your 
doctor  about  your  testosterone  levels. 


Testosterone  Screening  Test 

YES 

NO 

YES 

NO 

1.  Do  you  have  a  decrease  in 
sex  drive? 

2.  Do  you  have  a  lack  of  energy? 

□ 
□ 

□ 

6. 
7. 
8. 

Are  you  sad  or  grumpy?           □ 
Are  your  erections  less  strong?  □ 
Have  you  noticed  a  recent 

□ 
□ 

3.  Has  your  strength  or 
endurance  decreased? 

D 

□ 

deterioration  in  your  ability       □ 
to  play  sports? 

□ 

4.  Have  you  lost  height? 

D 

□ 

9. 

Do  you  fall  asleep  after  dinner?  □ 

□ 

5.  Are  you  enjoying  life  less? 

□ 

□ 

10. 

Has  your  work  performance 
decreased  lately7                    '-' 

□ 

If  you  answer  yes  to  question  1  or  7  or  at  least  three  of  the  other  questions,  you  might  have  low  testosterone  levels. 
Fortunately,  you  can  replace  testosterone.  Talk  to  your  doctor  about  restoring  your  sex  drive,  energy  and  mood. 

1.  Availableatwww.fda.gov/fdac/departs/196_upd.html  2.  Morley  JE  etal.  Saint  Louis  University  Androgen  Deficiency 
in  Aging  Men  (ADAM)  Questionnaire. Metabolism  2000;49:1239-42. 


Ask  your  doctor  if  testosterone 
replacement  could  help  you. 

For  more  information  please  visit: 

www.mytestosterone.com 
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MESSAGE 


PATENTLY  ABSURD 

TOO  MANY  PATENTS  ARE  JUST  AS  BAD  FOR  SOCIETY  AS  TOO  FEW 


3Y  GARY  L.  REBACK 


There  are  those  who  view  the  patent  system  as  the  seedbed  of 
:apitalism — the  place  where  ideas  and  new  technologies  are  nur- 
tured. This  is  a  romantic  myth.  In  reality,  patents  are  enormously 
powerful  competitive  weapons  that  are  proliferating  dangerously, 
and  the  U.S.  Patent  and  Trademark  Office  (USPTO)  has  all  the 
trappings  of  a  revenue-driven,  institutionalized  arms  merchant. 


Vlv  own  introduction  to  the  realities  of  the  patent  system 
eame  in  the  1980s,  when  my  client,  Sun  Microsystems — 

hen  a  small  company — was  accused  by  IBM  of  patent 
nfringemenL  Threatening  a  massive  lawsuit,  IBM  demanded 
1  meeting  to  present  its  claims.  Fourteen  IBM  lawyers  and 

heir  assistants,  all  clad  in  the  requisite  dark  blue  suits, 
Crowded  into  the  largest  conference  room  Sun  had. 

The  chief  blue  suit  orchestrated  the  presentation  of  the 
.even  patents  IBM  claimed  were  infringed,  the  most  promi- 
nent of  which  was  IBM's  notorious  "fat  lines"  parent:  To 
rum  a  thin  line  on  a  computer  screen  into  a  broad  line,  you 
go  up  and  down  an  equal  distance  from  the  ends  of  the  thin 
ine  and  then  connect  the  four  points.  You  probably  learned 
:his  technique  for  turning  a  line  into  a  rectangle  in  seventh- 
>rade  geometry,  and,  doubtless,  you  believe  it  was  devised  by 

uclid  or  some  such  3,000-year-old  thinker.  Not  according 
:o  the  examiners  of  the  USPTO,  who  awarded  IBM  a  patent 
an  the  process. 

After  IBM's  presentation,  our  turn  came.  As  the  Big 
Blue  crew  looked  on  (without  a  flicker  of  emotion),  my 
colleagues — all  of  whom  had  both  engineering  and  law 
degrees — took  to  the  whiteboard  with  markers,  methodi- 
cally illustrating,  dissecting,  and  demolishing  IBM's  claims. 
We  used  phrases  like:  "You  must  be  kidding,"  and  "You  ought 

(Left)  Far  too  many  of  today's  patents  are  worthless,  but  how 
could  any  CEO  live  without  this  "apparatus  for  kicking  the 
user's  buttocks,"  patented  in  2001. 


to  be  ashamed."  But  the  IBM  team  showed  no  emotion,  save 
outright  indifference.  Confidently,  we  proclaimed  our  con- 
clusion: Only  one  of  the  seven  IBM  patents  would  be 
deemed  valid  by  a  court,  and  no  rational  court  would  find 
that  Sun's  technology  infringed  even  that  one. 

An  awkward  silence  ensued.  The  blue  suits  did  not  even 
confer  among  themselves.  They  just  sat  there,  stonelike. 
Finally,  the  chief  suit  responded.  "OK,"  he  said,  "maybe  you 
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METHOD  OF  PUTTING 


76i     Livemon    Dale  D.  Mfflcr,  4801  Indigo 
Wausau.  Wis.  54401 


Patent  Number: 
Date  of  Patent: 


5,616,089 
Apr.  1,  1997 


A  method  of  putting  features  the  golfer's  dorrujiant  h; 
trial  the  golfer  can  improve  control  over  putting  speed  anc 


^y 


Nominees  for  most  ridiculous  patent:  crustless  peanut  butter  and  jelly  sandwich  and  a  "new  method"  for  putting  a  golf  ball .. 


don't  infringe  these  seven  patents.  But  we  have  10,000 
U.S.  patents.  Do  you  really  want  us  to  go  back  to  Armonk 
[IBM  headquarters  in  New  York]  and  find  seven  patents 
you  do  infringe?  Or  do  you  want  to  make  this  easy  and  just 
pay  us  $20  million?" 

After  a  modest  bit  of  negotiation,  Sun  cut  IBM  a 
check,  and  the  blue  suits  went  to  the  next  company  on 
their  hit  list. 

In  corporate  America,  this  type  of  shakedown  is  repeated 
weekly.  The  patent  as  stimulant  to  invention  has  long  since 
given  way  to  the  patent  as  blunt  instrument  for  establishing 
an  innovation  stranglehold.  Sometimes  the  antagonist  is  a 
large  corporation,  short  on  revenue-generating  products  but 
long  on  royalty-generating  patents.  On  other  occasions,  an 
opportunistic  "entrepreneur"  who  only  produces  patent 
applications  uses  the  system's  overly  broad  and  undisci- 
plined patent  grant  to  shake  down  a  potential  competitor. 

Abusers  of  the  patent  system  have  been  aided  and  abet- 
ted by  the  USF  O.  At  best,  the  office  has  abdicated  its 
role  in  tori  ting  itent  policy.  More  accurately,  the  office 
has  concluded,  w  hout  the  benefit  of  analysis,  that  more 
patents  are  bet1  v.  !n  fact,  every  patent  issued 

comes  at  significant  economic  cost.  Usually,  a  company 
needs  to  make  I  ter  products  more  cheaply  to  succeed. 
But  as  an  incen  ;.:,  a  patent  holder  gets  a 

free  pass  from  the  i  !  challenges  of  competition. 
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The  right  amount  of  such  incentive  may  well  spur 
invention.  But  too  many  patents  are  just  as  bad  for  society 
as  too  few.  The  undisciplined  proliferation  of  patent  grants 
puts  vast  sectors  of  the  economy  off-limits  to  competition, 
without  any  corresponding  benefit  to  the  public. 

The  tension  between  the  patent  as  a  way  to  stimulate 
invention  and  the  patent  as  a  weapon  against  legitimate 
competition  is  inherent  in  the  system.  And,  given  the 
enormous  competitive  advantage  conferred  by  a  patent, 
it  is  not  difficult  to  anticipate  that  interests  of  all  types 
would  besiege  the  USPTO  seeking  the  government's 
imprimatur  to  exclude  competition.  For  almost  two  cen- 
turies, the  USPTO  did  a  reasonable  job  balancing  the 
need  for  incentive  against  the  need  for  competition.  But 
about  20  years  ago  the  floodgates  burst  open,  and  the  free- 
enterprise  system  has  been  thrashing  in  a  tidal  surge  of 
patent  claims  ever  since. 

This  change  in  patent  policy  came  largely  from  the 
USPTO  and  the  courts,  rather  than  Congress.  In  1980  the 
U.S.  Supreme  Court,  by  a  5-to-4  vote,  broadened  the  scope 
of  what  is  patentable  by  directing  the  USPTO  to  grant 
patents  on  human-made,  genetically  engineered  bacteria. 
In  explaining  its  decision,  the  Court  quoted  a  30-year-old 
congressional  committee  report  for  the  proposition  that 
"anything  under  the  sun  that  is  made  by  man"  qualifies  for 
patent  protection.  That  decision  (and  several  others  like 
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it)  signaled  to  the  USPTO  an  about-face  in  the  decades- 
long  reluctance  to  expand  patent  protection.  The  USPTO 
interpreted  these  new  decisions  very  broadly  and  began  to 
issue  patents  on  computer  software — hitherto  considered 
uncopyrightable  as  mathematical  algorithms,  since  they  are 
not  really  human  inventions. 

In  1982,  Congress  created  a  special  Court  of  Appeals  for  the 
Federal  Circuit  (CAFC)  for  all  patent  cases.  The  CAFC 
capped  off  this  trend  toward  broader  patent  protection  by 
ruling  in  1998  that  methods  of  doing  business  are  patentable. 

Patent  claims  for  computer  software  and  methods  of  doing 
business  inundated  the  USPTO,  and  there  were  {e\\  records 
of  prior  inventions  in  these  two  areas  against  which  to  check 
new  claims  for  novelty.  Specious  patents  were  awarded  in 
droves.  Far  from  retreating,  the  USPTO  saw  a  bureaucratic 
upside  to  this  surge  in  patent  applications. 

The  USPTO  realized  that  the  fees  from  granting  and 
maintaining  patents  created  that  rarest  of  American  institu- 
tions—  a  government  profit  center.  In  fact,  the  USPTO 
started  openly  advocating  that  its  performance  be  measured 
by  the  amount  that  it  contributed  to  the  public  coffers. 
During  the  first  Clinton  Administration,  for  example, 
USPTO  Director  Bruce  Lehman  attempted  to  deflect  criti- 
cism of  the  USPTO's  practices  by  traveling  around  the 
country  with  a  chart  showing  precisely  how  much  revenue 
the  USPTO  raised  for  the  federal  treasury.  Lehman's 
approach  shocked  many  in  the  technology  community.  "It's 
like  he's  bragging  about  the  amount  of  money  he  brought  in 
selling  plots  of  land  in  Yosemite,"  marveled  a  Silicon  Valley 
executive.  Worse,  Congress  recognized  in  the  patent  system 
a  revenue  source  and  began  lifting  a  portion  of  USPTO  fees 
to  subsidize  profligate  spending.  The  USPTO  became  the 
federal  government's  cash  cow. 

The  rest  of  the  country  has  begun  to  notice.  Distin- 
guished academics  and  eminent  jurists  from  across  the 
political  spectrum,  as  well  as  journalists  and  business  com- 
mentators of  every  conceivable  stripe,  have  all  begun  to 
ask  whether  the  USPTO  policy  of  patent  proliferation 
makes  any  sense  for  a  free-market  economy.  Within  the 
*ive  01  -.  economists  in  particular  have  started 

juestion  the  USPTO's  practices,  finding  little  correla- 
between  patent  proliferation  and  invention. 
Et  Jentified  many  situations  in  which 

pat  ,1  the  introduction  of  new  products. 

I  5PTO  dismiss  all  such  criticism. 
On;  ,     ■  riteract  most  frequently  with 

pateni  I  t  living  from  the  present 

system  an  :ntive  to  change  it.  Never  mind 

that  onh  ts  litigated  in  court  to  final 

resolution  u  u  the  USPTO  tell  it,  more 
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...and  this  1994  patent  for  a  "slightly  elongated"  paper  clip. 

money  is  needed  to  issue  even  more  patents.  But  the  pressure  I 
for  change  is  building. 

It  the  system  is  going  to  be  fixed,  the  USPTO  needs  to 
focus  on  the  economic  costs  of  its  policies  and  correct  its 
own  balance  sheet.  The  USPTO  measures  its  own  net  I 
income  with  all  the  sophistication  of  a  dot-com,  focu-ing 
only  on  the  top  line — application  fees.  In  all  the  charts  and 
graphs  of  "operating  results"  in  the  USPTO  annual  report, 
there  is  not  a  cent  attributed  to  the  cost  to  the  public  of  the 
slices  of  the  economy  it  is  selling  off  for  monopolization  by 
private  interests. 

The  USPTO  needs  to  be  liberated  from  the  burden 
of  its  own  revenue  stream.  Patents  are  not  a  short-term 
revenue-generating  engine.  The  USPTO  should  focus 
in  the  first  instance  on  proper  patent  policy  and  advise 
Congress  to  do  the  same.  If  the  short-term  cost  of  a  more 
disciplined  patent  system  is  to  fund  the  USPTO  out  of 
general  tax  receipts,  so  be  it.  Our  economy  will  be  far 
healthier  in  the  long  run.  c§31 

Gary  L.  Reback  has  been  named  one  of  the  "ICC  Most  Jn/luav 
tial  Lawyers  in  America"  by  the  National  Law  Journal.  His 
clients  have  included  Sun  Microsystems,  Netscape,  Oracle, 
Apple,  Borland,  and  Novell.  He  also  spearheaded  the  assault  to 
break  up  Microsoft's  operating  system  monopoly.  He  is  currently 
a  Silicon  \  alley  entrepreneur. 


'Your  legacy  systems  have  helped  you  grow  strong. 
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Why  uproot  them  now?  You  don't  have  to  start  over  to  get  ahead. 
Imagine  integrating  your  legacy  systems  easily  adapting  to  changing 
customer  needs  faster,  even  receiving  an  early  ROI  —  all  without  uprooting 
existing  business  applications.  We're  already  doing  that  for  3  out  of  5 
Fortune  500  companies.  And,  WRQ's  software  is  rated  #1  in  service  and 
support.     For    case     studies    with     proven     ROI,     visit    www.wrq.com/info 
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SEARCH  500,000  DOCUMENTS 
REVIEW  160,000  PAGES 
IN  20  HOURS,  AND  THEN 
DO  IT  ALL  OVER  AGAIN 

THE  DETAILED  LIK    OF  A  PATENT  EXAMINER 

BY  QUENTIN  HARDY  $  PHOTOGRAPHS  BY  DENNIS  MARSICO 


One  man, 
two  plants, 
and  the  future 
of  American 
biotechnology: 
Patrick  Nolan 
and  his  damn 
big  database. 


"Sometimes  I'm  the  judge  and 
jury"  says  Patrick  Nolan,  an 
eager  man  presiding  over  175 
different  claims  for  the 
advancement  of  civilization. 
But  that  is  not  the  real  pleas- 
ure of  judging  invention,  he 
says,  "I  get  to  see  things  before 
they  happen" 

Nolan,  and  some  3,300  other  patent  examiners  like  him, 
are  our  nation's  official  arbiters  of  what  constitutes  inven- 
tion, what  a  person  or  a  company  may  claim  they  have  done 
that  no  one  has  done  before.  At  least,  not  on  the  record. 
These  Americans  (all  are  required  to  be  citizens)  are  the 
gatekeepers  of  our  economy's  future,  Nolan  declares  as  he 
looks  back  at  more  than  6.3  million  approved  inventions, 
and  forward  to  an  onrush  of  new  claims. 

The  U.S.  Patent  and  Trademark  Office  (USPTO)  receives 
2  million  documents  yearly,  including  375,000  applications, 
amendments  to  existing  claims,  and  pleas  for  consideration 
or  appeals  for  reconsideration.  Those  join  more  than  190,000 
patents  that  will  be  granted  this  year,  in  regular  announce- 
ments each  Tuesday.  Every  one  of  the  new  and  pending 
claimants  wants  attention  now;  the  cramped  and  frantic 
postal  facility,  occupying  one  of  18  USPTO  buildings  dis- 
persed over  a  one-mile  swath  in  Crystal  City,  Virginia,  is  the 
world's  largest  recipient  of  Express  Mail.  The  office  window 
gets  particularly  busy  around  midnight,  just  before  it  shuts. 

To  that  urgency  add  a  dizzying  increase  in  complexity  of 
new  claims.  A  typical  patent  is  now  about  20  to  40  pages,  up 
from  the  single-page  descriptions  of  1790,  when  Thomas  Jeffer- 
son and  two  friends  met  monthly  as  America's  first  patent 
examiners  (approving  three  inventions  that  year,  the  first 
for  converting  wood  ashes  into  farm  fertilizer).  Some  bio- 
technology patents  now  carry  160,000  pages  of  information. 

"I  love  the  tradition  of  this  office,"  says  James  Rogan,  a  for- 
mer Los  Angeles  County  prosecutor,  state  court  judge,  and 
congressman  who  served  on  intellectual -property  subcommit- 
tees and  who  was  appointed  last  year  as  director  of  the 
USPTO.  On  the  walls  outside  his  office,  framed  like  portraits, 
hang  renderings  of  early  patents — each  contained  on  a  single 
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Hail  of  sepia-toned  page.  "We  get  CDs  now  containing 

claim:  the  equivalent  of  72,000  pages.  The  number 

The  Patent  and  fundamental  complexity  of  our  patents  are 
Office  becoming  too  great."  In  the  1980s,  efficiency 

Library  has  was  improved,  he  says,  cutting  the  wait  time 
records  on  from  filing  to  approval  from  25  months  to  18 
more  than  months.  But  the  wait  has  crept  back  to  more 
6  million  than  24  months.  One  difficulty  in  trying  to 
officially  streamline  the  process,  Rogan  adds,  is  that  "the 

original  complexity  of  patents  in  the  time  of  Reagan 

ideas.  was  fishhook  design  compared  to  now." 

Inset:  Not  only  did  the  annual  growth  rate  of 

Deputy  the  number  of  applications  expand  from  8% 

Commis-         in  the  1990s  to  12%  in  2000  and  2001, 
sioner  applications  for  complex  biotech  patents 

Esther  have  jumped  24%  during  the  past  two  years. 

Kepplinger      Electrical-technologies    applications   have 
figures  risen  even  higher. 

"you  can  About  half  of  the  400  people  working  in 

make  the  biotech,  organic  chemistry,  and  phar- 

decisions         maceutical  section — Nolan's  section — -have 
whether  Ph.D.s.  Bur  they  still  snuggle  to  keep  up  with 

you  know        the  latest  developments  in  their  fields.  Nolan, 
the  art  who  got  his  rate  in  biology  in  1997, 

or  not."  specializes  in  physiology  endocrinology,  and 

immunology  p.. 
He  joined  the  patent  orifice        mediately  rather  than 
pursue  a  postdoctorate  in  pure  rest  ';ting  pay, 

$45,000  a  year,  was  twice  what  he  v .  at  a  com- 

peting postdoctorate  job;  today  he  make!  .  $90,000 
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and  within  reason  gets  to  make  his  own 
hours.  "I  get  every  Friday  off,  and  the 
benefits  are  good,"  he  says,  sipping  a  can 
of  diet  grapefruit  soda.  "I  get  one  hour 
every  two  weeks  to  stay  on  top  of  the  art." 
In  his  sparse  office,  with  two  house- 
plants,  a  baseball  poster,  and  one  of  the 
largest  databases  available,  he  seems 
firmly  in  control,  even  in  the  path  of  the 
avalanche  of  invention.  More  than  any- 
thing, he  depends  on  the  USPTO's  tech- 
nological system. 

Nolan's  computer  accesses  vital  infor- 
mation on  all  approved  patents;  the  com- 
plete information  of  eight  large  industrial 
databases,  each  following  the  latest  pub- 
lished research;  more  than  700  commercial 
databases  offering  less-rigorous  information; 
8,000  electronic  books;  and  700  journals. 
When  a  biotech  claim  hits  Nolan's 
desk,  his  first  search  for  related  information  on  the  subject : 
brings  up  500,000  possible  documents.  Refining  the  search, 
he  ends  up  reviewing  about  50  articles  related  to  the  claim. 
It  would  be  nice  to  know  everything,  but  he  must  review 
each  patent  generally  within  20  hours  and  print  out  his  find- 
ings. This  is  where  the  digital  search  ends  and  a  cumbersome 
paper  trail  begins. 

"I've  spent  40  or  50  hours  on  some  of  these — those  are 
the  real  dogs,"  he  says.  These  are  the  inventions  that  are  mas- 
sively complex,  or  so  novel  that  they  don't  fit  in  the  expected 
path  of  invention,  and  they  mess  with  the  urgency  at  the 
office.  The  apparent  quiet  on  Nolan's  floor  is  itself  telling: 
no  joking  or  socializing,  just  one  small  room  after  another 
of  highly  schooled  examiners  battling  through  ever  more, 
ever  thicker,  files  that  have  to  move  through  the  system. 

"It's  not  hard  to  get  a  balanced  disposal  once  you  learn 
how,"  Nolan  claims.  Chiefly,  as  a  patent  examiner,  you 
learn  how  by  following  the  rules.  Stick  to  the  database. 
Check  the  plausibility  of  the  claim.  See  if  it  fits  with  where 
the  technology  has  been  and  where  it's  likely  to  go — a 
good  examiner  knows  where  his  technology  was  five  years 
ago,  and  what's  expected  to  happen  in  the  next  five,  since 
even  inspiration  comes  in  some  kind  of  context.  Consult 
your  supervisor  or  other  examiners  when  necessary.  Call 
the  inventor's  lawyers  and  ask  for  clarification. 

Rules  help  keep  you  from  getting  scared  in  the  face  of 
all  the  technological  and  legal  invention  that  is  pouring  into 
the  American  patent  system.  So,  perhaps,  does  perspec- 
tive. Nolan  may  indeed  oversee  official  acknowledgment 
of  the  next  great  "secret  of  life,"  but  the  one  visible  label 
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Perfected. 


Product  shown  is  the  AR-C160.  ©2002  Sharp  Electronics  Corporation 


gital  Color  Copier/Printer 

True-to-life  color 
High  speed  output 
Office  user  friendly 


Where  technology  and  creativity  converge.  Whether  you're  designing  new  fashion 
lines  or  creating  eye-catching  proposals,  Sharp  has  the  digital  color  solutions  that 
bring  big  ideas  to  life. Sharp's  Color  IMAGER  Series  features  advanced  copier/printers 
that  connect  to  your  desktop  to  deliver  rich,  vibrant  color,  reliably  and  affordably. 
The  closest  thing  to  perfection,  for  those  who  demand  nothing  less,  sharpusa.com 


be  sharp" 


on  his  overstuffed  shelf  of  pending  files  reads  simply  "Botox," 
the  botulism-related  wrinkle  smoother.  Nolan  gets  to  see 
the  future,  but  he's  mum  on  how  it  looks. 

The  idea  of  the  lone  inventor  toiling  away  at  his  bench  to 
change  the  way  we  live  is  as  far  removed  from  modern  life  as 
the  small  family  farm  is  from  agribusiness.  It  costs  more  than 
$2,000  to  get  a  patent  on  a  so-called  major  entity,  and  that's 
not  counting  attorneys'  fees,  fighting  off  counterclaims,  or  the 


time  spent  waiting  for  that  special  Tuesday  announcement. 
When  a  patent  is  first  filed,  the  key  hurdles  are  novelty  and 
obviousness;  i.e.,  does  this  idea  really  represent  something 
new,  and  is  it  informed  by  a  particular  creativity?  Eighty  per- 
cent of  patent  applications  are  rejected  for  failing  to  meet 
those  first  hurdles.  "For  the  ones  that  pass,  then  it's  a  question 
of  negotiation,  as  the  inventor  fights  for  a  maximum  possible 
economic  benefit,  and  the  examiner  limits  what  he  will  allow.* 
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Eric  Morley,  Director  of  Transportation, 
Supply  Chain  Operations,  Best  Buy  Co.,  Inc. 


Why  is  transportation  efficiency  critical  to  Best  Buy's  success? 

Our  products  are  extremely  time  sensitive.  When  an  advertisement 

or  newspaper  circular  runs,  the  products  featured  need  to  be  at 

each  store.  When  a  shipment  is  late,  we  are  faced  with  paying 

higher  expedited  freight  costs,  as  customer  service  is  our 

number  one  priority.  But  by  the  same  token,  we  can't  afford 

to  be  overstocked  on  any  item.  It's  a  delicate  balancing  act. 

And  an  enormous  challenge. 


Why  did  you  choose  i2?  i2's  reputation  and  vision 
BlJV    DUmDGCl    UD   th)6   VOlUmG      in  the  industry  made  lt  the  clear  cnoice  ■  l2's  Web- 


based  transportation  solution  enables  companies 

to  procure,  plan,  execute,  and  

monitor  freight  across  multiple      i 
modes,  borders,  and  enterprises.      ' 
\2  integrates  forecasting,  plan- 
ning, and  execution  capabilities  with  increased 
visibility  across  the  supply  chain.  And  it  easily 
integrates  with  our  legacy  systems,  allowing  us  to 
get  up  and  running  quickly. 

What  benefits  are  you  seeing?  \2  helps  us  gain 
visibility  and  make  better  decisions  about  our  freight 
movements,    which   adds   tremendous   value   to   our 
company.  But  more  important,  i2's  solutions  have  also 
enabled  us  to  make  sure  others  in  our  value  chain  meet 
their  deadlines.  Which  is  one  of  the  factors  that  has  helped 
us  increase  the  in-stock  percentage  of  our  products,  which 
translates  directly  to  increasing  per-store  volume  and  ultimately 
improving  customer  service  levels. 

'With  i2,  we're  certain  the  products  our  customers  are 
"ing  for  are  in  our  stores  just  as  we  promised." 

.  jr  a  copy  of  this  case  study  and  others  that  show  more  than  $29  billion  in 
udited  value  delivered,  visit  www.i2.com.  Or  call  1-888-661-4896. 
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In  the  "They  almost  always  get  less  than  they  ask 

patent  for,"  says  Nolan.  "They  want  to  see  how  far 

colony:  they  can  go,  and  almost  anything  I  give  them  is 

Inventors  going  to  limit  what  somebody  else  can  do." 

and  lawyers  As  bad  as  leaving  it  up  to  the  lawyers  may 

search  for  sound,  it  is  nothing  new.  On  Valentine's  Day 
inspiration  of  1876,  Elisha  Gray  filed  for  a  telephone 
and  apparatus  two  hours  after  Alexander  Graham 

loopholes.         Bell.  Bell  got  the  patent  after  years  of  litiga- 
lnset:Com-       tion,  even  though  his  original  design  didn't 
missioner         work  and  Gray's  did — leaving  history  with 
James  folks  using  the  Bell  System  instead  of  the 

Rogan:  more  poetically  charged  "Gray  System." 

"The  Even  when  absurd,  the  application  must 

complexity  be  honored,  or  the  process  would  break  down. 
under  Witness  the  recently  awarded  patent  No. 

Reagan  was  6,368,227,  for  a  new  way  to  suspend  oneself 
fishhook  on  a  tree  swing  (granted  to  the  6-year-old  son 

design  of  a  patent  attorney  in  St.  Paul,  Minnesota). 

compared  No  word  on  how  well  this  patent  scored  on 
to  now."  "usefulness,"  another  longtime  test  for  appro- 

val. Nolan's  office  once  received  a  patent  that 
listed  the  codiscoveu!  as  "Heavenly  Father."  That  claim  was 
refused,  but  then,  the  deity  lacks  legal  representation. 

The  system  make-  possible.  Esther  Kepplinger, 

deputy  commission^  i  patent  operations  and  self- 
described  "supervisor  i  >!  ervisors  of  supervisors,"  was  one 
of  fewer  than  ten  exai  i  I  >ing  biotech  patents  30  years 

ago;  she  has  overseen  a  I  Id  increase  in  demand  and 

specialization.  Still,  she    u    "when  you're  experienced  at 


this,  you  can  make  decisions  whether  you 
know  the  art  or  not,"  a  process  she  com- 
pares with  a  court's  ruling  on  antitrust  in 
high  technology. 

The  paper  must  go  through,  and  not 
fust  for  the  $1.2  billion  in  filing  fees 
through  which  the  USPTO  funds  itself  (or 
would,  if  Congress  didn't  play  with  those 
funds ) .  Director  Rogan  figures  this  creation 
of  intellectual  property  ("people  forget  the 
second  word  when  they  say  that  phrase")  is 
one  of  the  country's  greatest  strengths,  "the 
way  we  moved  from  an  agrarian  economy 
to  an  international  power. 

"We  tell  inventors,  'Instead  of  keeping 
your  idea  locked  up,  you  tell  how  you  did 
it,  so  someone  else  can  do  it,' "  Rogan  says, 
maintaining  that  patent  protection,  with 
its  costs  and  lawyers,  its  careful  Nolans, 
are  all  a  necessary  part  of  the  process. 
Not  that  the  harried  process  doesn't  need  rethinking.  "I 
have  called  our  department  heads  together  and  said  this:  'Pre- 
tend the  PTO  doesn't  exist,' "  says  Rogan.  "  'Start  from  scratch. 
Start  the  office  like  a  business.  Assume  we  have  worldwide 
competitors.  Assume  our  job  is  to  incentivize  people  to  cre- 
ate a  free  environment.  See  if  we  can  come  up  with  a  new 
menu  instead  of  relying  on  an  old  model.  Our  goal  is  to  be 
more  efficiently  productive.'" 

Maybe  so.  Certainly,  as  preposterous  and  bedeviling  as  the 
system  seems,  it  is  also  deeply  inspiring.  A  short  walk  from 
Nolan's  small  office  is  the  system's  enormous  library,  housing 
the  30  million  documents — all  related  to  the  6.3  million 
granted  patents — in  closely  spaced  stacks.  There  is  a  hush 
in  the  room:  30  million  horizontal  pamphlets  muffle  the 
noise.  A  walker  in  the  stacks  pauses  before  the  more  than 
6.3  million  "eureka"  moments,  6.3  million  occasions  when 
someone  officially  heard  they  had  furthered  our  industrial 
art  and  science,  in  whatever  grand  or  minute  fashion. 

The  stacks  are  arranged  by  topic,  without  a  clear 
sense  of  time  or  sequence:  A  patent  pulled  here  is  an  elec- 
tric circuit  from  1951,  there  a  milling  gear  from  1858. 
The  main  idea  is  invention,  of  trying  something  new — 
which  is  right,  and  matters  more  than  all  the  legal  assis- 
tants who  wander  the  stacks,  looking  for  an  angle.  For  all 
the  flaws  and  problems,  the  ruling  spirit  of  the  stacks  is 
marketplace  innovation,  the  same  as  it  was  the  day 
Thomas  Jefferson  first  squinted  at  somebody's  idea  of  try- 
ing things  differently.  '^Q 

Quentin  Hardy  is  chief  of  Forbes'  Silicon  Valley  Bureau. 
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In  the  murky  world  of 
biotech  patents,  it's  tough  to 
separate  the  winners  from  the 
losers,  even  with  a  scorecard.  Two 
of  the  industry's  heavyweights, 
Amgen  and  Genentech,  are 
still  slugging  it  out.  One  court 
rejected  Genentech's  suit  to 
recover  millions  in  royalties  from 
its  larger  rival;  another  court 
reinstated  it  in  April. 

If  those  pioneers  haven't 
been  able  to  resolve  their  suit 
over  a  decades-old  patent,  where 

does  that  leave  the  next  generation  of  biotech  companies 
seeking  to  exploit  the  human  genome? 

Basically,  in  a  swamp.  "The  U.S.  Patent  and  Trademark 
Office  can't  track  thousands  of  patents,  so  they  frequently 
issue  conflicting  ones  and  leave  it  up  to  the  courts  to  liti- 
gate," says  Tracy  Lefteroff,  global  managing  partner  for 
PricewaterhouseCoopers'  Life  Sciences  Group. 

Companies  are  patenting  whatever  they  can:  the 
gene  sequences  they've  discovered,  the  organism  into 
which  a  sequence  is  inserted,  the  protein  manufactured 
by  this  gene-splicing,  and  the  protein  as  modified  for 
therapeutic  use,  says  John  Barton,  professor  of  law  at 
Stanford  University. 

The  field  remains  wide  open.  While  Celera  went  after 
the  whole  human  genome,  other  companies  such  as 
Incyte  Genomics  are  focusing  on  just  the  3%  of  the  human 
genome  that  involves  protein-making  genes  implicated  in 
disease.  Incyte  is  trying  to  "figure  out  which  [genes]  are  turned 
on  in  a  person  with  a  par- 
ticular disease  and  which 
aren't  in  a  healthy  person," 
says  Lee  Bendekgey,  Incyte's 
general  counsel. 

Due  to  confusing  court 
decisions,  many  genomics 
patents  are  of  little  value; 
they  identify  a  new  gene 
sequence,  but  they  don't  pre- 
cisely define  what  the  gene 
does  in  the  body  or  its  diag- 
nostic or  therapeutic  appli- 
cations. And  it  can  be  more 
important  to  w  nr> 
description  tha 
meat  in  tb  applica- 

tion. "Decisii  ns  [to  grant 
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patents]  don't  turn  on  the  merits 
of  the  invention  but  on  the 
details  of  how  the  application 
was  drafted,"  asserts  bureaucracy- 
scarred  Robert  Blackburn, 
Chiron's  chief  patent  counsel. 

At  least  one  advantage, 

though,  does  stand  out:  The 

closer  a  company  is  to  having 

an  actual  medication,  the  better 

off  it  is  in  the  battle  for  patent 

protection.  But  if  a  firm  waits 

too  long,  another  one  could  get 

there  first. 

"You're  more  likely  to  be  able  to  protect  and  enforce 

patents  that  are  related  to  products,"  says  Pricewaterhouse- 

Cooper's  Lefteroff.  "That's  why  the  financial  markets  are 

rewarding  companies  with  products,  not  those  with  toolkits." 

But  Blackburn  argues  that  failing  to  protect  companies  that 

make  tools  and  services  could  undermine  research.  If  this 

technology,  which  was  largely  financed  through  venture 

capital,  doesn't  get  strong  patents,  it  won't  be  able  to  fuel 

further  investment,  he  warns. 

From  a  patent  standpoint,  it's  better  not  only  to  understand 
the  function  of  a  gene  or  protein  but  also  its  underlying  struc- 
ture, says  David  Weitz,  formerly  a  partner  at  Wilson  Sonsini 
Goodrich  &  Rosati,  who  specializes  in  biotech  patents.  That 
enables  a  company  to  make  a  broader  claim,  possibly  to  an 
entire  class  of  potential  drugs.  "How  can  you  claim  new 
therapeutics  when  you  haven't  made  them  yet?"  he  asks.  "By 
being  able  to  predict  what  they'll  look  like." 

This  has  given  rise  to  a  second  generation  of  genomics 

firms  —  such  as  Maxygen, 
and  Syrrx,  which  Weitz 
recently  joined — that  pin- 
point structure  and  design 
drugs  targeting  that  struc- 
ture. These  companies 
expect  to  predict  and 
patent  whole  classes  of 
chemical  compounds  that 
might  work  as  drugs.  "This 
is  a  way  for  companies  to 
cheat  forward  on  their 
knowledge  base,"  Weitz 
says.  "If  you  wait  until  you 
have  the  drug  in  hand,  the 
scope  of  protection  may 
be  too  narrow  to  justify 
the  risk." 
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Early  this  year  British  Telecommunications  agreed  to  transfer 
more  than  14,000  of  its  worldwide  patents  to  ip Value  Man- 
agement, a  Mountain  View,  California-based  company.  In 
exchange  for  a  share  of  future  revenues,  ip  Value  agreed  to 
mine  the  portfolio — to  figure  out  which  patents  were  valuable 
enough  to  be  sold  or  licensed.  The  real  news  was  not  so  much 


the  deal  itself  (equity  stakes  are  not  uncommon  in  the  patent 
business)  or  even  the  ultimate  return  British  Telecom 
expected  from  the  mining  —  a  whopping  $100  million  a  year. 
The  real  news  was  ip  Value  itself:  The  startup,  formed  to  help 
companies  manage  their  patents  and  other  intellectual  prop- 
erty, is  backed  by  Goldman  Sachs  and  the  Boston  Con- 
sulting Group,  and  headed  by  Joe  Zier,  former  head  of 
KPMG's  intellectual-property  practice.  The  entrance  of  such 
powerhouses  into  a  field  dominated  by  boilerplate  patent 
attorneys  is  an  indication  that  after  years  of  unfulfilled  prom- 
ises, the  business  of  managing  intellectual  property  may  be 
ripe  for  new  growth  and  moneymaking. 


It's  not  just  ip  Value's  heavy  hitters  entering  this  space. 
Another  startup  just  out  of  stealth  mode,  ThinkFire,  was 
founded  by  Nathan  Myhrvold,  Microsoft's  former  chief 
technology  officer,  and  Daniel  P.  McCurdy,  who  was  presi- 
dent of  the  intellectual-property  business  unit  at  Lucent  and 
responsible  for  turning  that  company's  intellectual  property 
into  more  than  half  a  billion  dollars  in  revenue  a  year. 

Gartner,  the  research  and  consulting  firm,  has  gone  so  far  as 
to  anoint  this  emerging  space  an  acronym,  IPAM  (intellectual 
property  asset  management).  By  2004,  according  to  Debra 
Logan  of  Gartner,  companies  that  adopt  IPAM  software  and 
services  could  increase  IP-related  revenue  by  at  least  50%. 
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Already  IBM  earns  an  estimated  $1.7  billion  from  its 
patents  each  year.  "IBM  was  and  is  the  greatest  success  in  this 
area,"  says  ThinkFire's  McCurdy.  The  company,  he  adds,  has 
served  as  a  beacon,  pointing  the  way  to  what  is  possible  with 
a  smart  patent  strategy.  "CEOs,"  says  McCurdy,  "ask  their 
teams,  'Why  can't  you  do  for  me  what  IBM  is  doing?'" 

This  question  becomes  even  more  crucial  in  a  tough 
economy,  when  companies  try  to  squeeze  more  revenue  from 
every  source  they  can.  "People  are  looking  around  and  ask- 
ing, 'Why  aren't  people  paying  me  for  my  R&D  costs?'"  says 
Kevin  Rivette,  a  patent  attorney  who  is  the  coauthor  of  the 
seminal  book  Rembrandts  in  the  Attic.  This  book,  along  with 
Bruce  Berman's  From  Ideas  to  Assets  and  Julie  Davis  and 
Suzanne  Harrison's  Edison  in  the  Boardroom,  has  captured 
the  business  community's  attention  by  detailing  the  way 
companies  have  turned  patents  into  cash. 

It  also  has  illustrated  how  patents  can  serve  as  a  linchpin 
to  a  company's  strategy.  "The  business  of  patents  has 
changed  in  the  last  12  years,"  says  Anthony  V.  Lando,  an 
executive  vice  president  at  BTG,  a  British  company  that, 
along  with  the  large  consulting  companies  and  law  firms, 
has  been  a  longtime  player  in  the  patent-management  busi- 
ness. The  business,  says  Lando,  used  to  be  staid  and  pre- 
dictable, consisting  of  attorneys  writing  licensing  deals. 
"Now  it  has  become  a  competitive,  demanding,  strategic 
business,"  he  says.  "It  has  become  much  more  of  a  contact 
sport.  Today  it's  like  rugby." 

Put  another  way:  "What  once  was  relegated  to  a  bean 
counter  is  now  being  taken  much  more  seriously  in  compa- 
nies," says  author  Berman. 

In  a  move  that  would  make  any  rugby  player  proud 
(and  make  any  bean  counter  quake),  Amazon.com,  in  I 
October  1999,  pulled  one  of  the  most  audacious  moves 
ever  seen  in  patent  gamesmanship.  By  asserting  its  patent 
on  one-click  shopping,  it  effectively  disrupted  its  com- 
petitor's business — BarnesandNoble.com — during  the 
crucial  holiday  shopping  season.  Amazon  sought  and  was 
granted  in  federal  court  a  preliminary  injunction  against 
its  competitor.  In  March  of  this  year,  the  two  companies 
settled  the  dispute,  just  weeks  before  a  scheduled  trial. 
Terms  remain  confidential. 

Examples  of  similar  patent  gamesmanship  abound.  A 
few  years  ag.  st  Coast  company  in  the  Internet  tele- 

phony businesi  ached  BTG.  The  company  was  facing 

a  tough  East  C     st  competitor  with  a  strong  series  of 
patents  thai  coul  mally  block  its  growth.  The  solu- 

tion? The  West  C  iipany  bought  its  own  telephony 

patents  from  BTG  ai   !  used  its  strong,  uewfound  position 
to  negotiate  with  its  c<  mpetitor. 

While  pati  elp  bolster  a  company's  strategic 
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position,  they  can  also  be  used  to  attract  partners.  Don 
Fancher,  a  principal  at  Deloitte  ck  Touche  in  Houston,  offers 
this  scenario:  Two  organizations  try  to  create  a  joint  venture. 
If  the  smaller  organization  doesn't  have  cash,  he  says,  it 
could  give  the  larger  organization  a  share  of  future  patent 
revenues,  as  well  as  the  right  to  use  patented  technologies. 
Patents,  then,  are  moving  beyond  their  traditional  roles  of 
innovation  protection  and  revenue  generation.  Managing 
even  a  small  portfolio  is  becoming  more  complex — good 
news  for  startups  like  ipValue  and  Clinton,  N.J. -based 
ThinkFire  that  help  manage  complexity. 

Now  for  the  bad  news.  Rivette  and  David  Klein, 
Rivette's  coauthor  of  Rembrandts  in  the  Attic,  estimate 
U.S.  companies  are  wasting  $1  trillion  a  year  by  not 
capitalizing  on  their  patents.  "A  lot  of  CEOs  like  to  talk 
about  [a  patent  strategy],  but  nothing  really  happens 
after  the  announcement  because  the  internal  organiza- 
tion doesn't  put  a  priority  on  it,  or  they  don't  know  how 
to  do  it,"  says  Fancher. 

This  may  change,  however,  as  CEOs  and  other  exec- 
utives begin  to  realize  that  inaction  means  not  only  a 
loss  of  potential  revenue  but  also  potential  shareholder 
lawsuits.  (See  "How  to  Find  True  Value  in  Companies," 
p.  64.)  And,  says  Fancher,  with  renewal  fees  running  into 
thousands  of  dollars  annually,  if  patents  aren't  creating 
value,  then  they  are  doing  the  opposite.  "It  costs  money 
to  let  a  patent  sit  on  the  shelf,"  he  says.  With  more  than 
a  50%  increase  in  the  number  of  patents  granted  in  the 
United  States  during  the  past  five  years,  that's  a  lot  of 
shelf  space.  "^Q 
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Time  to  flush  those  P/E 
ratios  down  the  toilet.  Forget 
all  those  R&D  numbers.  In- 
vestors hoping  to  measure  a 
company's  potential  had  bet- 
ter start  paying  attention  to 
patent  portfolios. 

Until  recently,  intellec- 
tual property  had  been  an 
arcane  subject  reserved  for 
geeks  and  mad  scientists. 
Today,  IP  is  the  currency  of 
our  new  economy.  New  York 
University  Professor  Baruch  Lev,  a  pioneer 
in  the  science  of  accounting  for  IP,  focuses  on 
not  simply  counting  the  number  of  patents 
a  company  owns  but  tracking  each  patent's 
"forward  citations." 

On  the  front  page  of  a  U.S.  patent  applica- 
tion, an  inventor  must  show  that  his  innova- 
tion is  unique,  useful,  and  not  obvious  to  the 
average  inventor  in  the  same  industry.  That  is 
accomplished  by  citing  earlier  patents  and 
explaining  why  the  new  invention  is  an  improve- 
ment. Each  time  a  new  patent  application  cites,  say,  an 
IBM  patent,  it's  counted  as  a  "forward  citation"  to  IBM's 
patent.  The  more  forward  citations  to  a  patent,  the  more 
technological  relevance  it  is  assumed  to  have. 

Determining  technological  relevance  is  the  Holy  Grail 
of  intellectual  property.  Old  metrics  of  R&D  spending  left 
us  short  on  context.  Counting  patents  would  be  irrele- 
vant. But  tracking  forward  citations  to  a  company's  patents 
can  give  investors  a  better  idea  of  how  well  a  company  is 
spending  its  R&D  money. 

A  recent  study  by  CHI  Research,  an  IP  consulting  firm 
in  Haddon  Heights,  New  Jersey,  indicates  that  "high  qual- 
ity patent  portfolios,  a  prime  example  of  a  company's  intel- 
lectual property,  are  long-term  predictors  of  a  company's 
stock  market  performance." 

From  1989  to  1998,  CHI  Research  invested  an  equal 
amount  of  imaginary  dollars  in  25  companies  chosen  by 
the  strength  of  their  patent  portfolios.  The  stocks  were 
"sold"  at  the  end  of  each  calendar  year  and  a  new  group  of 
25  stocks  was  "purchased."  A  portfolio  of  stocks  chosen  in 
this  manner  appreciated  at  three  times  the  rate  of  the  S&P 
500  over  that  nine-year  period.  . 

Even  in  2000,  when  the  S&P  500  lost  10%  and  the 
Nasdaq  lost  more  than  J9%  of  value,  CHI  Research's  hypo- 
thetical portfolio  gained  14%. 

But  there  is  more  to  a  company's  innate  intelligence  than 
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its  patents.  "Without  ques- 
tion, our  patent  portfolio  is 
critically  important,"  says 
Gajus  Worthington,  CEO 
of  Fluidigm.  "But  it's  not 
sufficient." 

The  challenge  for  Worth- 
ington  and  his  biotech 
startup,  based  in  South  San 
Francisco,  California,  is  to 
find  the  most  effective  way 
to  leverage  in-house  IP  and 
maximize  investment.  That 
may  mean  licensing  some  technologies  instead 
of  buying  them  or  trying  to  develop  them.  The 
32-year-old  founder  is  determined  to  entwine 
the  scientific  side  of  Fluidigm  with  the  manage- 
ment side. 

"There  has  to  be  connective  tissue  between 
the  silos  of  activity  in  a  corporation,"  says  Edward 
Kahn,  president  of  EKMS,  an  intellectual- 
property  management  firm  based  in  Cambridge, 
Massachusetts.  "Management — from  licensing 
to  legal  to  finance — has  to  be  in  constant  com- 
munication with  research  and  development." 

With  three  rounds  of  financing  behind  it,  Fluidigm's  75 
employees  have  produced  more  than  a  dozen  patents  and 
have  100  more  in  the  application  pipeline.  More  impor- 
tant, the  company  has  licensed  technology  from  up  to  ten 
other  sources  while  avoiding  unnecessary  acquisitions. 

And  that's  how  things  have  changed.  New  rules 
from  the  Financial  Accounting  Standards  Board  (FASB) 
rewrite  how  goodwill  and  other  intangible  assets  can 
be  accounted  —  specifically  that  goodwill  cannot  be 
amortized. 

With  the  pressures  to  change  accounting  and  with  the 
current  climate  demanding  better  accounting,  Kahn  says 
that  IP  transaction  skills  will  become  "key  to  corporate 
strategic  development." 

Old  accounting  rules  recognized  patents  as  expenses, 
allowing  companies  to  write  off  titanic  portions  of  fly-by- 
night  mergers  and  acquisitions.  Under  the  new  rules,  how- 
ever, it's  imperative  that  companies  rethink  their  strategies 
for  acquiring  technology. 

Kahn  predicts  a  major  decline  in  the  number  of  acqui- 
sitions in  the  near  future  as  other  companies  back  off  the 
buying  binge. 

"We'd  much  rather  license  than  buy,"  says  Worthing- 
ton. "We  don't  need  the  chairs,  desks,  or  sour  employees." 
Or,  he  might  add,  those  expenses  on  the  books. ' 
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Click  Here  toRefresh  Thyself 

After  a  gut-wrenching  end  to  2001  and 
a  trying  start  to  2002,  summer  is  finally 
here!  Many  of  us  will  be  taking  time  out 
to  reassess  our  lives  and  careers  and,  given 
the  dismal  stock  market,  shore  up  our 
personal  finances.  This  issue  of  Best  of 
the  Web  is  devoted  to  doing  just  that: 
"Reinvesting  in  Yourself."  Whether  you 
are  seeking  a  source  for  fresh  innovations, 
a  place  to  learn  about  Shakespeare  or  the 
Genomics  Era,  or  merely  a  site  to  pursue 
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you'll  find  it  on  the  Web — and  in  this 


pull-out  guide.  As  always,  we've  ferreted  ^* 
out  the  top  sites  by  rating  them  according   x 
to  five  criteria:  Content,  Design,  Speed, 
Navigation  and  Customization.  Some 
3,500  other  BoTW  site  reviews  and  links 
can  be  found  at  www.forbesbest.com. 

One  infectious  Web  passion  is  Web  logs 
or  "blogs"  (see  p.  3).  These  personal,  often 
collaborative,  Web  diaries  are  democra- 
tizing journalism.  At  a  recent  technology 
conference,  bloggers  with  laptops  used  the 
hotel's  wireless  network  to  report  on  the 
speeches  and  relay  questions  to  the 
podium  from  other  bloggers  around  the 
world.  Companies  like  Macromedia  are 
encouraging  managers  to  use  blogs  to  con- 
nect with  customers.  Despite  the  rantings 
and  inane  musings  often  found  on  blogs, 
we  think  that  any  technology  that  em- 
powers people  and  fosters  self-expression, 
is  definitely  Best  of  the  Web. 
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they're  selling.  You'll  also  get  commentan 
from  Forbes'  stable  of  gurus,  such  as  Davit 
Fried  of  the  Buyback  Letter and  Josh  Wolfi 
of  Forbes/Wolfe  Nanotech  Report. 


PURSUE  YOUR  PASSIONS 

12  ADVENTURE  TRAVEL 

12  LAST-MINUTE  GETAWAYS 

13  GOLF  &  TENNIS 

13  HOME  DECORATING 

14  ANGLING 

14  CELL  PHONE  GAMING 

DEPARTMENTS 

15  GEAR:  LAPTOP-LITE 

16  WEIRD  WIDE  WEB 


MORE  BEST  OF  THE  WEB 
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BoTW  feature  stories  online,  including  "WiF 
Anyone,"— a  primer  on  wireless  home  net 
working.  You'll  also  find  3,500  reviews  o 
useful  Web  sites  in  categories  ranging  fron 
Spas  to  E-Brokers  to  Alternative  Medicine. 
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Using  your  Palm  handheld  device,  downloai 
our  elite  list  of  Forbes  Favorite  site  review; 
from  just  about  anywhere.  You'll  find  our  to| 
clicks  in  175  different  categories  ranging  fron 
Value  stocks  and  Online  banks  to  Antique: 
and  Car  Buying  (www.forbes.com/bowpda). 
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TODAY 


TOMORROW 


TOYOTA 


Each  year  Toyota  builds  more  than  one 
million  vehicles  in  North  America.  This 
means  that  we  use  a  lot  of  resources  — 
steel,  aluminum,  and  plastics,  for  instance. 
But  at  Toyota,  large  scale  manufacturing 
doesn't  mean  large  scale  waste. 

In  1992  we  introduced  our  Global  Earth 
Charter  to  promote  environmental 
responsibility  throughout  our  operations. 
And  ;n  North  America  it  is  already  reaping 
significant  benefits.  We  recycle  376  million 
pounds  of  steel  annually,  and  aggressive 
recycling  programs  keep  18  million  pounds 
of  other  scrap  materials  from  landfills. 

Of  course,  no  one  ever  said  that  looking 
after  the  Earth's  resources  is  easy.  But 
as  we  continue  to  strive  for  greener  ways 
to  do  business,  there's  one  thing  we're 
definitely  not  wasting.  And  that's  time. 

www.toyota.com/tomorrow 


You've  never  seen  your  business 
like  this  before. 


How's  the  view  you  are?  Take  a  look  with  Teradata.  We  consolidate  all  your  data  from 

throughout  your  or.  anization  into  an  enterprise  data  warehouse  to  give  you  one  view  of  your 
business.  You  save  n  fou  make  money.  And  your  business  grows.  See  it  all  with  Teradata. 


Teradata 

a  division  of  Q£)NCR 


You've  never  seen  your  business  like  this  before,     www.teradata.com 


|Web  Logs 

lSEB all  news  blog 

Irp: ,  b'asebaWnews.  blogspot.  com 

■s  fan-run  site  features  a  daily  dose  of  baseball- 
jated  news  from  Web  sites,  newspapers  and  in- 
Istry  journals  summarized  and  linked  from  the 
•tin  page.  If  these  stories  don't  fix  your  baseball 
les.  you'll  find  plenty  of  outside  links  to  analyses, 
lumnists  and  some  of  the  blogger  s  favorite  team 
ps.  Links  to  more  than  100  baseball-related 
les.  including  other  blogs  like  Futility  Infielder 
d  Transaction  Oracle. 

1ST:  Not  a  lot  of  inane  fan  talk. 
DRST:  Scrolls  for  days. 

ZQUICK.ORG 

tp://bizquick.blogspot  com 

here  for  an  interesting  and  idiosyncratic  mix  of 
ks  to  financial  news,  company  announcements, 
pert  analysis  and  offbeat  content  from  main- 
eam  business  publications.  Recent  topics  range 
im  the  decline  of  the  Edison  Schools  stock  to 
proving  diaper  technology  to  the  investigation 
Merrill  Lynch's  former  Internet  analyst  Henry 
xiget.  A  link  to  a  New  York  Times  story  is  tagged 

the  author  "NASA  is  buying  parts  off  EBay, 
cause  rt  can't  find  them  anywhere  else." 

1ST:  Dryly  humorous  lead-ins  to  story  links. 
ORST:  Too  much  New  York  Times  worship. 

IE  CORNER 

Afw.natmnalreview.com/thecorner/corner.asp 

yoss  between  Meet  the  Press  and  a  watercooler 
rtch.  Affiliated  with  the  National  Review,  the  Cor- 
r  lets  columnists  and  readers  mix  it  up  over  news 
the  day,  linked  from  sources  ranging  from  the 
all  Street  Journal  to  Wired  magazine  to  other 
ople's  blogs.  Topics  meander  from  the  patriotic 
plications  of  the  steel  tariff  to  the  final  episode  of 
e  X-Fiies  to  a  story  described  as  "justifying 
trier's  Castro  kowtow."  Discussions  can  get 
ated— especially  in  the  areas  of  race  and  religion. 

iST:  Smart,  entertaining— and  often  cutting— 
mmentary  on  politics  and  current  events. 
ORST:  The  main  page  scrolls  on  and  on. 

UZEE.COM 

np://nuzee.com 

ur  news  junkies.  This  aggregation  site  links  to 
'whole  heap  of  news  sources,  from  the 
irusalem  Post  to  the  BBC  to  the  Washington 
jst.  Organized  into  Top  Stories,  Business  and 
jorts.  it  also  breaks  out  Investment  News, 
orld  News,  Science  and  Health  News  and  En- 
rtainment  News  categories,  among  others, 
te  Technology  News  category,  for  example, 
atures  stories  such  as  "Bees  to  sniff  out  ex- 
osives"  and  "Mobile  keypad  reinvented." 
sadlines  are  searchable  by  keyword. 

EST:  The  Blog  Digest,  which  samples 
ghlights  from  other  blogs. 

ORST:  Screwy  links.  We  clicked  on  U.S. 
aws  and  got  Asia  Pacific  stories. 


Part  personal  Web  page,  part  message  board,  part  diary,  Web 
logs  or  "blogs"  have  become  the  soap  box  for  the  new  millennium. 

—Karen  j.  Bannan 
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EATONWEB  PORTAL 

www.portal.eatonweb.com 

A  portal  to  more  than  4,700  international  blogs,  searchable  by  52  categories 
(from  Animeto  Writing/Publishing),  country  of  origin,  language  or  keyword. 
While  there  is  only  one  devoted  to  Birds  and  six  to  Comic  Books,  the  best-represented 
categories  are  Personal  (892),  Computers/Tech  (124)  and  News  (115).  From  Kyrgyzstan  you 
can  read  a  travelogue  on  Russia's  Silk  Road,  while  under  the  Medicine  category  you'll  find 
one  woman's  breast  cancer  journal.  New  additions  are  featured  prominently  and  annotated, 
like  Capital  Influx— a  blog  tagged  "tech.finance.politics.culture."  There  you  can  read  the  au- 
thors' critique  of  a  naive  BusinessWeek  article  on  VC  funding. 

BEST:  It's  all  there:  the  good,  the  bad  and  the  just  plain  weird. 
WORST:  Finding  gems  in  popular  categories  can  be  a  slog. 


OBSCURE  STORE  AND  READING  ROOM 

www.obscurestore.com 

You'll  skim  Obscure  Store  every  day  for  the  same 
reason  you  slow  down  when  you  pass  an  acci- 
dent: You  just  6an't  turn  away.  This  site  highlights 
strange-but-true  "real"  news— whether  it's  the 
story  about  finding  a  fried  chicken  head  in  the  Mc- 
Nuggets  or  the  one  about  the  man  who  beat  up 
his  son  for  making  out  with  the  dog.  New  head- 
slappers  posted  daily  from  a  variety  of  news  out- 
lets. Also  links  to  straight  news,  gossip  and  an 
interesting  collection  of  other  blogs. 

BEST:  The  Reader  Favorites  link:  a  recap  of  the 
site's  weirdest  stories. 

WORST:  You  can  kill  a  lot  of  time  here. 


SLASHDOT 

http://slashdot.  org 

Techie  heaven.  Slashdot  dishes  the  latest  develop- 
ments for  anyone  following  technology.  Daily  links 
and  discussions  cover  not  only  the  latest  hardware 
and  software,  but  conferences,  books  and  sci-fi  movie 
effects.  Interactivity  is  high:  Readers  weigh  in  on  its 
well-traveled  boards  and  polls,  discussing  everything 
from  how  to  build  a  computer  from  scratch  to  online 
film  piracy.  Journals  section  lets  readers  create  their 
own  blog-within-a-blog.  Moderators  review  posts  and 
rank  them.  The  highest-scoring  posts  get  published. 

BEST:  Click  on  hot  (hall  of  fame)  to  see  the 
most  active  stories  and  authors. 

WORST:  Cluttered. 


>BL0G  ON 

READY  TO  BLOG?  FREE  TOOLS  THAT  WILL  GET  YOU  AND  YOUR  SOAPBOX  UP 
AND  RUNNING  INCLUDE  WWW.BL0GGER.COM  AND  WWW.PITAS.COM. 
AT  WWW.M0VEABLETYPE.ORG,  YOU'LL  FIND  A  MORE  ELEGANT  AND 
CUSTOMIZABLE  OPTION,  BUT  IT  TAKES  SOME  REAL  WEB  KNOW-HOW. 
ANOTHER  SOFTWARE  PACKAGE,  RADIO  USERLAND  (WWW.USERLAND.COM) 
COSTS  $40  AND  OFFERS  EASY-TO-USE  TEMPLATES  PLUS  SEAMLESS 
INTEGRATION  WITH  CONTENT  FROM  THE  NEW  YORK  TIMES. 


C0R  LINKS  TO  MORE  TRADITIONAL  NEWS  SOURCES  TRY  WWW.CE0EXPRESS.COM. 
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>lnnnvation  &  Ideas 


Imagine  brainstorming  with  the  leading  minds,  or  browsing 

brilliant  innovations  in  their  infancy.  The  Web  is  providing  a  way. 

—Dolly  Setton 


j 


if 


LEMELSON  CENTER 

www.si.edu/lemelson 

This  Smithsonian  Institution  site 
is  the  place  to  find  in-depth 
explorations  and  historical 
resources  about  inventions. 
The  virtual  exhibit  on  Thomas 
Edison  includes  an  authoritative 
overview  of  his  life  and  inventions,  along 
with  a  sound  recording  of  Edison  reciting 
"Mary  Had  a  Little  Lamb"  on  the  phono- 
graph he  invented.  There  are  instructions 
on  how  to  make  an  electric  light  bulb,  plus 
general  tips  for  inventors.  Another  exhibit, 
the  Electric  Guitar,  traces  how  electricity  and 
the  amplifier  affected  the  history  of  popular  music. 
Click  on  images  of  different  guitars  and  learn  why 
guitarmakers  created  archtops  and  other  designs.  Also  browse  archives  of  videos, 
like  the  one  where  Wilson  Greatbatch  demonstrates  the  circuitry  of  his  implantable 
pacemaker.  The  center  also  sponsors  conferences  and  symposia,  as  well  as 
fellowships  and  internships. 

BEST:  Educational  activities,  like  experiments  with  solar  shingles. 
WORST.  Some  stale  content. 


CENTER  FOR  BUSINESS  INNOVATION 

www.cbi.cgey.com 

This  site,  from  Cap  Gemini  Ernst  &  Young,  endeavors  ti1  ,K 
discover  and  develop  innovations  in  strategy,  organiza?  * 
tion  and  technology.  Read  about  one  six-year  research  *' 
project  on  complexity  science  and  biology,  which  led  n|  *" 
management  techniques  that  allowed  Wal-Mart  to  bej 
come  highly  adaptive.  Download  articles  on  how  to  ge1 
a  grasp  on  your  company's  intangible  assets.  CBI  FuturJ 
Scan  scours  the  globe  for  emerging  innovations.  "Thi**' 
Network  Knows  Where  You  Are"  was  number  one  oil ' 
the  most  recent  scan.  Sister  site  Idea-X  is  a  forum  fo  w 
idea  exchange.  Chime  in  on  a  poster's  idea  of  associatf* 
ing  fragrances  with  brands.  Posts  are  organized  intq  $ 
threaded  discussions  searchable  by  keyword. 

BEST:  Archived  journals  and  the  monthly         I  mly 
Business  Innovation  Newsletter. 


WORST:  Idea-X  sister  site  needs  more  ideas. 


U.S.  PATENT  AND  TRADEMARK  OFFICE 
www.uspto.gov 

Got  a  great  idea?  See  if  someone  beat  you  to  it  b 
searching  5  million  patents  and  trademarks.  Learn  hov 
to  obtain  a  patent  and  link  up  with  a  patent  attorney 
Patents  date  back  to  1790  and  are  categorized  into  501 
subjects,  including  spittoons  and  truck  sanders.  Then* 
are  even  images.  No  idea  is  too  insignificant.  Last  Jun» 
a  patent  was  awarded  for  an  ascot  collar  bar,  whick 
keeps  the  knot  secure  even  during  a  fox  trot. 

BEST:  Patents  back  to  1976  are  text-searchable. 
WORST:  Shoddy  dot-gov  design. 
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FATHOM 

www.fathom.com 

w^  When  Columbia,  Cambridge,  the 

)|^  University  of  Chicago  and  the 

*  London  School  of  Economics 

AVOftiY^&  team  Up'  y0U  Can  ^et  0n  a  qUa'" 
ity  product.  Choose  from  1,200 

offerings  in  12  categories,  from  Arts 
&  Humanities  and  Global  Affairs  to 
Technology  &  Engineering  and  Busi- 
ness &  Economics.  Take  semester-long 
courses  like  The  Bible  as  Literature  or 
Cultural  Geography.  Or  sample  the 
short  seminars— many  free— on  topics 
like  The  Mathematics  of  Finance  ($45 
from  Columbia),  Agatha  Christie  & 
Archaeology  (from  the  British  Museum), 
An  Overview  of  Java  (from  Smartforce) 
or  The  Biology  of  Venomous  Animals 
(from  Columbia).  Money-back  guarantee 
if  your  course  is  a  dud. 

BEST:  Free  scholarly  articles  and  thou- 
sands of  on-site  reference  materials. 
WORST:  Multimedia  resources  thin. 


>Continuing  Education 


Want  to  rediscover  Shakespeare's  sonnets?  Brusl 

up  on  the  basics  of  financial  analysis?  Course-. 

galore  are  available  at  your  fingertips. 

—  Josh  Saunder 


BARNES  &  NOBLE  UNIVERSITY 
http://bnuniversity.com 

Ideal  for  the  more  casual  lifelong  learner.  None  of 
these  courses  is  accredited,  but  they're  all  free,  ex- 
cept for  books  and  materials.  Most  run  from  four  to 
six  weeks  in  length,  with  topics  ranging  from  the  aca- 
demic (Picasso,  Braque,  and  the  Dawn  of  Cubism 
or  The  Making  of  Modern  China)  to  the  practical 
(Beginning  Vegetable  Gardening  or  Building  Your 
First  Web  Page).  Class  members  work  through  struc- 
tured lessons  and  communicate  with  one  another 
and  the  instructor  through  message  boards. 

BEST:  In  the  course  we  attended,  Italian  for 
Travelers,  lessons  were  clear  and 
well-illustrated,  with  sound  clips  and 
prompt  instructor  replies. 

WORST:  Many  courses  seem  designed  to  boost 
book  sales  for  instructors. 


NEW  SCHOOL  ONLINE  UNIVERSITY 
www.dialnsa.edu 

New  York's  New  School  has  long  been  a  cente 
of  educational  innovation.  Its  online  incarnatioi 
is  no  exception,  offering  some  150  courses 
both  accredited  and  not— in  cooking,  medii 
studies,  photography  and  more.  You  can  fmisl 
your  B.A.  online  if  you've  already  got  60  class 
room  credits,  get  an  M.A.  in  media  studies  o 
earn  certification  in  Web  design,  ESL  or  medics 
group  practice  management.  Plus,  the  snappih 
designed  site  does  a  good  job  in  building  • 
student  community;  there's  an  online  gallen 
and  magazine,  and  you  can  even  chat  in  thi 
student  lounge. 

BEST:  Closest  thing  to  an  actual  online 

campus. 

WORST:  Some  faculty  profiles  are  awfully  thin 
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Academic  Research 


I OURNAL STORAGE 

/ww./sfor.org 

,.  treasure  chest  of  journals  by  publishers  like  MIT  Press, 
Jambridge  University  Press  and  Folger  Shakespeare 
library.  Access  full-text,  scanned  archives  of  over  200 
icholarly  publications,  as  varied  as  The  American  Jour- 
.al  of Botany  and  The  Journal  of  Accounting  Research. 
iVhile  the  most  recent  issues  of  journals  aren't  avail- 
able, the  site's  archives  run  deep.  We  found  issues  of 
,ie  American  Journal  of  Mathematics  dating  back  to 
1378  Accessible  primarily  through  universities  and  a 
kw  public  library  systems  (New  York,  San  Francisco, 
rttrsburgh).  Encourage  your  local  library  to  subscribe. 

BEST:  Journals  are  searchable. 

VORST  Independent  researchers  can  access 

nly  a  fraction  of  the  material. 

5CIENCEDIRECT 

vww.sciencedirect.com 

Aore  than  1,200  peer-reviewed  journals  in  more  than  21 
cientrfic  disciplines  from  The  Netherlands'  Elsevier  Sci- 
nce.  Scientists,  take  note:  There  isn't  another  place  on- 
ne  where  you  can  get  the  Annals  of  Thoracic  Surgery, 
Marine  and  Petroleum  Geology  or  Small  Ruminant  Re- 
search. In  addition,  you  can  link  to  articles  from  more 
nan  80  other  publishers.  Bonus:  Elsevier  recently  ac- 
luired  the  rights  to  all  of  Ideal  Library's  content,  which 
idds  another  300  journals  this  summer. 

IEST:  First-rate  search  engine  lets  you  scan  over 
10  million  abstracts  of  scientific  articles. 

VORST:  Without  paying,  you  won't  even  have 
xcess  to  abstracts. 


Keeping  up  with  the  leading  minds  used  to  mean  costly  sub- 
scriptions to  hard-to-find  publications  or  countless  library  trips. 
Now,  the  latest  scholarship  on  Confucius,  genetics  or  the  collapse 
of  the  Soviet  Union  is  only  a  click  away. 

—  Josh  Saunders 


VOICE  OF  THE  SHUTTLE 

http://vos.  ucsb.  edu 

Premier  online  destination  for  the 
humanities  and  social  sciences, 
for  casual  surfers  and  die-hard 
researchers  alike.  Started  by 
a  University  of  California, 
Santa  Barbara  profes- 
'""~^!W  sor  in  1994,  VoS  (the 
title  comes  from  a  little 
known  passage  in  Aristotle's 
Poetics)  offers  deep  research  links  in 
over  25  categories  like  Archeology,  Art 
History  and  Philosophy.  The  classics 
are  well  represented  (several  hundred 
links  for  the  Romantics  alone).  But 
don't  miss  more  contemporary  topics  like  Cyberculture,  Technology  of  Writing 
or  Postindustrial  Business  Theory.  Also  offers  helpful  links  to  scholarly 
journals,  conferences,  publishers,  libraries  and  museums. 
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BEST:  Recent  redesign  has  made  the  site  much  more  accessible. 
WORST:  Some  dead  links. 


They  may  have  moved  from  living  rooms 

to  chat  rooms,  put  not  all  book  discussion 

groups  are  on  the  same  page.  Here's  where 

to  click  when  you  want  to  talk  literature. 

—  Celia  Bland 


CHRISTIAN  SCIENCE  MONITOR 

ifrp.    monitortalk.csmonitor.com/cs-books 

jJot  just  book  discussions.  Instead,  you'll  find  free- 
vheeling  exchanges  on  topics  such  as  the  writing  life 
ind  best-loved  poems  (many  shared  in  full).  Monitor 
ferities  weigh  in  to  answer  questions  or  moderate, 
larticuiarly  when  a  debate  centers  on  a  book  re- 
newed in  the  Books  section.  When  we  visited,  a  dis- 
cussion of  Michael  Bellesiles'  Arming  America:  The 
Qrigns  of  a  National  Gun  Culture  provoked  avid  de- 
late on  colonial  gun  ownership  and  contemporary 
jun  control.  No  need  to  register  to  read  or  post. 

JEST:  Runs  the  gamut  from  high  to  low 
;ulture,  on  both  sides  of  the  political  spectrum. 
VORST:  No  direct  links  to  the  Books  section. 


WASHINGTON  POST.COM  BOOK  WORLD 

www.washingtonpost.com/wp-dyn/style/books 

Best  for  its  live  chats  between  critics,  authors  and 
readers.  Questions  are  vetted,  and  an  international 
array  of  readers  keeps  discussion  lively  and  literate. 
Monthly  book  club  selections  range  from  Sara  Paret- 
sky*s  latest  V.I.  Warshawski  mystery  to  Jean  Rhys' 
Voyage  in  the  Dark.  The  same  author,  book  or  topic 
is  discussed  at  a  more  leisurely  pace  on  message 
boards,  which  are  remarkably  free  of  the  usual 
flirtatious  banalities.  Archives  are  extensive. 

BEST:  Easy  links  to  the  Posfs  Book  World  reviews 
and  to  listings  for  real-world  literary  events. 
WORST:  Talk  message  board,  for  more  scattershot 
book  discussions,  has  been  discontinued. 


>Book  Clubs 


SAL0N.COM  TABLE  TALK 

http://tabletalk.salonmagazine.com 

If  most  book  groups  are  a  tea  party, 
Salon's  Table  Talk  serves  martinis. 
Threaded  discussions  leap  from  Ezra 
Pound  to  Gore  Vidal  to  the  delightfully 
enigmatic  Lemony  Snicket— with 
all  the  yammering  digressions 
of  good  conversation.  Many 
threads  address  broad  topics 
like  Biographies  Worth  Reading 
or  Greatest  100  Living  Prose 
Fiction  Writers  or  I  Hate  This  Book!  Why 
is  It  So  Popular?  Others  zoom  in  on  Harry 
Potter  or  Edgar  Allen  Poe.  Where  appro- 
priate, there  are  links  to  pertinent  articles 
from  Salon's  magazine  on  topics  from  J.D. 
Salinger  to  Deep  Throat.  Archived  dis- 
cussions date  back  to  1997 

BEST:  Posts  of  the  Week  cull  choice 
commentary. 

WORST:  Lurking  is  free,  but  you  must 
subscribe  ($10  per  month)  to  post. 


OR  MORE  TOP  SITE  REVIEWS,  GO  TO  WWW.F0RBESBEST.COM 
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>Assfit  Allocation 


I 


Careening  from  bubble  to  bear  in  less  than  two  years  has  left  most 
investors  numb,  and  their  portfolios  a  bloody  mess.  Here  are  a  few 
sites  to  help  you  regain  control  and  chart  a  prudent  course. 


-ben  berentson 


m 


FINPORTFOLIO 

www.  finport  folio,  com 

Analyzes  stocks  or  funds  according  to  Modern  Portfolio  ft 
Theory,  a  model  that  seeks  the  maximum  return  for  M\ 
give.n  level  of  risk.  An  Optimizer  tool  will  actually  tei  am 
you  how  to  adjust  your  holdings  for  the  best  result  its 
and  will  give  you  specific  buy-sell  recommendations  gl 
The  Risk  Analysis  tool  will  compare  your  portfolio'!  Ire) 
volatility,  Sharpe  Ratio  and  both  daily  and  monthly  lost  ii 
potential  versus  the  S&P  500.  E-mail  alerts  tell  yoi|  p 
when  your  portfolio  strays  from  your  target  allocation?)  «P 

BEST:  Will  your  investments  grow  to  $200,000  I  *" 
by  the  time  Junior  is  ready  for  college?  Click  here.  1 1[< 

WORST:  Can  only  test  five  stocks  unless  you 
subscribe  for  $250  per  year. 


RISKGRADES 

www.  risk  grades,  com 

This  J. P.  Morgan  spinoff  uses  its  own  volatility  algorithm  to  come  up 
with  risk  rankings  from  0  (for  cash)  to  10,000  (WorldCom:  849).  Input 
your  portfolio  for  grading— including  options  and  foreign  shares— and  analyze 
the  results  against  a  host  of  benchmarks.  What-if  scenarios  let  you  see  whether, 
say,  buying  Citigroup  and  dumping  a  fund  like  Janus  would  improve  your  risk/re- 
turn and  diversification  profile.  You  can  also  run  your  portfolio  through  events  like 
Black  Monday  and  Sept.  II  to  see  how  it  would  have  fared. 

BEST:  Savvy  analysis,  all  free. 
WORST:  Some  technical  glitches. 


■it 


CLEARSTATION 

www.clearstation.com 

This  E-Trade-owned  stock-picking 
community  invites  you  to  create  port- 
folios, and  justify  your  choices  to 
other  members.  Unlike  most 
free-for-all  communities  like 
Yahoo,  the  site  holds  pickers 
accountable  by  ranking  results 
and  inviting  other  "Clearheads" 
to  rate  you.  In  Recommend,  you  can 
analyze  the  best  pickers'  strategies  by 
sector  and  subscribe  to  e-mail  alerts 
when  they  make  portfolio  changes. 
The  site  espouses  a  three-point  in- 
vestment philosophy  that  weighs 
technical,  fundamental  and  community 
attributes  to  ferret  out  hot  (A-List)  and 
cold  (Z-List)  stocks.  Heavy  emphasis 
on  charting  here,  and  everything  is 
color-coded  for  easy  analysis; 

BEST:  Charting  tools,  plus  its  Tag  & 
Bag  section  for  stock  id. 

WORST:  Active  traders  dominate. 


MORNINGSTAR.COM 

www.momingstar.com 

Plug  stocks  and  funds  into  the  Portfolio  X-Ray  tod  m 
($109  per  year)  for  a  snapshot  of  your  allocations  b( 
asset  type,  sector,  geography,  expenses  and  style-;' ta 
from  distressed  to  speculative  growth.  Diagnostics  wi(i ' 
explain  it  all  in  plain  English;  if  you  are  nervous  about™ 
the  mix,  the  Asset  Allocator  lets  you  experiment  wifkj  ^ 
different  weightings  and  shows  the  chances  of  meetr 
ing  your  goal.  Then  the  Portfolio  Allocator  gives  yoaf"lc 
specific  direction  for  rebalancing  your  holdings. 
BEST:  After  rebalancing,  you  can  have  the  sit 
suggest  specific  mutual  funds  to  buy. 

WORST:  Could  offer  better  guidance  on  optimal 
allocation  and  sector  weightings. 


>Stock  Pickin 


The  days  of  plunking  your  money  into  an  inde: 

fund  and  planning  for  an  early  retirement  ar< 

gone.  It's  a  stock-pickers'  market.  Here  are  som  \ 

sites  that  will  help  you  pick  the  winners. 

—  Dan  colaruss 
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MSN  MONEYCENTRAL 

www.moneycentral.com/investor 

Moneycentral  provides  a  thoughtful  mix  of  analysis 
and  advice.  As  far  as  stock  picking,  go  right  to  its  In- 
sight section  where  you  can  read  columns  from  Jim 
Jubak  and  Jon  Markham,  or  check  out  Strategy  Lab 
to  track  the  investing  styles  of  seven  strategists,  from 
GARP  guru  Louis  Navellier  to  Value  Doc  Michael 
Burry  to  Fund  Upgrader  Janet  Brown.  You  also  get 
MSN's  well-designed  stock  screener.  Under  Top 
Rated  Stocks,  its  StockScouter  application  ranks 
promising  picks  according  to  24  different  criteria 
from  value  to  small  cap  to  health  care.  Research 
gives  you  easy  access  to  a  wealth  of  information. 

BEST:  Download  documents  into  MSWord. 
WORST:  Pat  computer  responses  in  the  Wizard 
and  Advisor  FYI  are  a  bit  simplistic. 


MULTEX  INVESTOR 

www.multexinvestor.com 

The  site's  Investing  Strategies  section  is  wher 
you  will  find  well-reasoned  picks  like  Monac 
Coach  and  A.C.  Moore  Arts  and  Crafts.  The  se 
lections  have  recently  outperformed  both  th 
S&P  500  and  Nasdaq  by  double  digits.  Of  coursi 
the  site  is  also  known  as  a  portal  to  The  Street 
research,  but  be  prepared  for  a  lengthy  registre 
tion  process  and  some  fees.  Multex  singles  oi 
hotly  demanded  research  reports,  like  a  recer 
Kaufman  Brothers  buy  recommendation  o 
WorldCom.  From  its  stock  screener  to  it 
education  section,  the  site  packs  in  every 
thing  a  self-directed  stock  picker  needs. 

BEST:  Shear  breadth  of  content. 
WORST:  Research  previews  are  useless. 
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WHAT'S  YOUR  STOCK  WORTH?  PLUG  IN  THE  TICKER  AT  VALUENGINE 
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Fund  Selection 


UNDALARM 
Www.  fundalarm.  com 

Mien  is  it  time  to  sell  a  fund?  Consult  this  clutter-free 
'ites  list  of  so-called  3-Alarm  Funds.  CPA  Roy  Weitz 
jompares  thousands  of  funds  to  various  benchmarks- 
hose  that  underperform  are  dubbed  "3-Alarms."  mean- 
ing it's  time  to  sell.  Recent  Most  Alarming  Funds  include 
Breyfus  Aggressive  Growth.  His  honor  roll  funds  in- 
llude  Wasatch  Core  Growth.  The  site  also  tracks  man- 
fger  changes.  Says  Weitz  of  Gabelli's  recent  takeover  of 
f»XP  Progressive:  "This  will  be  the  12th  fund  that  Super 
Mano  either  runs  solo  or  as  head  of  a  team." 

IEST  Blunt  analysis  in  Highlights  and  Commentary. 
VORST:  Site  is  updated  only  monthly. 

•ERSONAL  FUND.COM 

vww.personalfund.com 

eatures  mutual  fund  cost  calculators  created  by  per- 
onal  finance  guru  Andrew  Tobias.  By  using  them  you 
an  zero  in  on  an  often  neglected  but  critical  area  of 
und  investing:  costs,  taxes  and  fees.  Think  you  made 
i  smart  move  by  investing  $10,000  in  Fidelity  Growth 
md  Income  Fund?  The  calculator  reveals  that  over  20 
ears  your  investment  would  grow  to  $68,521  versus 
585.909  for  the  same  investment  in  Vanguard  Calvert 
Jocial  Index.  A  newer  calculator  may  give  you  a  shock. 
r  offers  a  ten-year  history  of  aftertax  returns  in  your 
unds.  After  punching  in  Neuberger  Berman's  Guardian 
"und.  a  sea  of  red  ink  prompted  us  to  dump  it. 

IEST  Not  just  costs,  also  offers  fund  alternatives. 
VORST  Free  until  recently,  now  $200  per  year. 


Rather  leave  the  stock  picking  to  the  pros?  There  are  more  than 
7,000  mutual  funds  today  and  nearly  as  many  Web  sites  devoted 
to  covering  them. 


—Tina  russo  McCarthy 
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M0RNINGSTAR.COM 

www.  morningstar.  com 

Reliable  data  and  advice  from  the  mother  of  all  fund-rating  outfits.  Quicktakes 
provide  snapshots  of  individual  funds,  including  holdings  and  Morningstar  ratings. 
Click  on  Similar  Funds  for  others  with  the  same  objectives  and  lower  expenses.  Find  a 
Fund  screens  for  picks  or  offers  analysts'  favorites,  which  cost  extra.  There  are  videos,  like 
"How  Many  Funds  Do  You  Need?'  and  commentary,  such  as  "High  Yield  Bonds:  Time  to  the 
Pull  the  Trigger?"  A  Quick  Rank  feature  helps  you  eliminate  your  losers.  Need  more  advice? 
Ask  the  Professor  answers  questions  like  "Are  you  saving  enough  for  retirement?"  or  just  go 
to  lively  message  boards  like  Vanguard  Diehards. 

BEST:  Well-organized  data  and  insightful  commentary. 
WORST:  Too  much  of  the  good  stuff  costs  extra. 


investing  Down  Under 


The  resilient  economies  of  Australia  and 
New  Zealand  have  avoided  most  of  the 
dot-com  party  hangover.  Attractive  in- 
vestment opportunities  abound,  thanks  in 

part  to  the  strong  dollar. 

—Adam  Smith 


AUSTRALIAN  STOCK  EXCHANGE 
vww.asx.com.au 

'he  ASX  is  home  to  the  All  Ordinaries  (Australia's 
Jow  Jones  Index).  Get  basic  information  on  all  1,400 
\ussie-listed  stocks.  Though  not  as  comprehensive 
is  U.S.  exchange  sites  like  Nasdaq.com,  it  will  keep 
'ou  up-to-date  with  recent  news,  and  often  there's  a 
ink  to  the  company's  own  site.  Has  pricing  and  in- 
ormation  on  warrants,  options,  dividends  and  ETFs. 
\lso,  get  the  scoop  on  Aussie  taxes  and  stamp  duty. 

JEST  ASX  Shares  game  contest.  Sponsors 
lonate  to  charities  like  Sydney's  Taronga  Zoo. 
VORST:  Crocodile  Dundee  himself  would  have 
rouble  navigating  this  site. 


MORNINGSTAR  NEW  ZEALAND 
www.morningstar.net.nz 

Information  on  fund  investing  Down  Under,  including 
the  latest  on  New  Zealand  funds,  managers  and 
markets.  Learn  about  the  impact  of  local  charges  on 
returns  and  about  binational  Australian/New  Zealand 
funds,  which  tend  to  outperform  New  Zealand-only 
funds.  Fund  Focus  contains  research  on  Kiwi  funds 
like  Equitable's  top-performing  mortgage  trusts. 
Warning:  Many  clicks  end  up  downloading  a  PDF. 

BEST:  Quick  Rank  provides  a  fast  screen  of 
Kiwi  funds  by  category. 
WORST:  Fund  profiles  lack  detailed  descrip- 
tions and  specific  holdings. 


AUSTRALIAN  FINANCIAL  REVIEW 

http://afr.com 

In  Sydney  the  Australian  Financial 
Review  is  a  must-read.  Though  full 
online  access  costs  U.S.  residents 
about  $300  per  year,  casual 
browsers  can  get  quick  headlines  on 
the  latest  happenings  Down  Under,  as  well 
as  in-depth  interviews  with  CEOs,  market 
wraps  by  local  pundit  Jim  Parker  and  the 
"Pierpont"  series,  a  popular  column  that 
recently  featured  a  scalding  review  of  the 
One.Tel  disaster,  a  financial  imbroglio  that 
stung  the  Packers  and  the  Murdochs.  If 
you  don't  want  to  pay  the  high  fee,  sub- 
scribe to  sister  site  Shares  and  Personal 
Investor  (http://personalinvestor.com.au) 
and  pay  $36  per  year.  The  site  offers  in- 
vestor-oriented commentary  and  com- 
pany profiles. 

BEST:  Free  video  clips  of  market  news, 
speeches  and  commentary. 

WORST:  Teases  readers  with  premium 
content,  which  dominates  the  site. 


kForbe; 
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>Time  Management 


Is  time  your  scarcest  asset?  Use  the  Web  to  outsource  mundane  chores, 

from  picking  up  your  laundry  to  sifting  through  your  e-mail. 

—Leigh  Gallagher 

0NEB0X.COM 

www.  onebox.com 

Cut  down  on  the  time  it  takes  to  retrieve  your  voice  mail,  e-mails,  faxes  and  snail  mail.  This 
unified  in-box  is  accessible  via  the  Web  or  phone.  You  can  record  voice  messages  and  then 
e-mail  them  as  attachments  over  the  Web.  Or  allow  Onebox  to  read  your  e-mails  to  you 
over  the  phone  or  Web  using  text-to-speech  technology.  Monthly  fee:  $9.95  or  $12.95,  de- 
pending on  storage  requirements  and  whether  you  want  a  toll-free  number  for  your  in-box. 

BEST:  Easy  to  use  interface  and  remote  access  to  e-mail. 
WORST:  With  the  basic  service  your  toll-free  number  has  a  four-digit 
extension,  making  it  more  difficult  for  others  to  send  faxes. 


CIRCLES 

www.circles.com 

This  online  concierge  allows  companies  to  help 
their  employees  with  life's  trivial  matters.  Circles 
will  find  you  a  plumber,  settle  a  bill  dispute  or  plan 
your  vacation.  Recently  it  helped  one  client  find  a 
castle  in  Scotland  for  her  wedding.  According  to 
the  pitch,  companies  that  sign  up  have  more  loyal 
employees.  The  service  costs  $15  to  $40  per  em- 
ployee per  year,  depending  on  size  of  company. 

BEST:  Software  remembers  your  preferences. 
WORST:  No  individual  accounts. 


IPING 

www.iping.com 

Tired  of  apologizing  for  being  late  or  missing  a  dead- 
line? Let  IPing's  Mr.  Wakeup  phone  you  at  4:30 
a.m.  for  that  7:00  a.m.  flight.  Ms.  Reminder  will  alert 
you  to  your  niece's  upcoming  birthday  and  Mr.  No- 
tify will  blast  off  a  voice  mail  to  your  staff.  There  is 
even  a  Dr.  Dose  service  to  remind  you  to  take  your 
pills.  Personalize  the  messages  or  use  prerecorded 
ones.  For  five  dollars,  you'll  get  30  calls  per  month. 

BEST:  Customizable  messages. 
WORST:  Snooze  feature  costs  extra. 


WEBEX 

ivww.ivebex.com 

WebEx  allows  up  to  2,000  participants  to  log  on  s""1 
multaneously  to  its  Web  site  for  collaborative  mee^fc 
ings.  Give  a  PowerPoint  presentation  to  far-o^ 
clients  or  collaborate  with  colleagues  around  tl 
world.  Multiple  participants  can  access  and  manip 
ulate  the  same  document  remotely  since  WebEx  ai 
tomatically  sends  the  correct  plug-ins  to  meeting 
participants.  You  can  demo  software,  share  vidette 
and  voice— and  it's  firewall  friendly.  The  site  will  alsNW 
set  up  teleconferencing  with  your  Web  meeting  « 
Charge:  45  cents  per  user  per  minute. 

BEST:  Even  without  the  application,  you  can 
still  manipulate  a  file  on  your  desktop. 
WORST:  Video  quality  can  be  choppy. 
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>Estate  Plannin 


N0L0.COM 

www.nolo.com 

Do  you  need  a  lawyer  to  write  a  will? 
Can  you  leave  property  to 
young  children?  Here  you'll 
find  lots  of  answers  to  basic 
estate-planning  questions. 
There's  also  sophisticated 
stuff,  such  as  how  to  avoid 
probate  and  why  you  should  (or 
shouldn't)  have  a  living  trust.  There's 
advice  on  topics  like  how  pooled 
charitable  trusts  can  be  used  as  a 
tax-efficient  way  to  get  income  to 
your  beneficiaries.  Nolo.com  is  well 
organized,  easy  to  understand  and 
comes  with  a  law  dictionary  to  help 
translate  legalese. 

BEST:  Update  section  lets  you  find 
out  about  recent  changes  in  st&U  and 
federal  estate  and  gift  tax  laws. 

WORST:  Doesn't  have  any  estate 
planning  calculators. 


You  never  know  when  you're  going  to  meei 
your  maker.  And  once  you  re  gone,  you  I 
have  no  control  over  your  assets.  So  plat 
ahead.  A  wealth  of  advice  is  waiting  on  youi 
desktop. 

—  Carrie  Coolidgi 


ESTATEPLANNINGLINKS.COM 

www.estateplanninglinks.com 

A  one-stop  source  for  all  your  planning  needs.  Here 
you'll  find  hundreds  of  links  to  well-researched  Web 
sites  on  topics  such  as  gift  planning,  elder  law  and 
taxes.  There's  a  wide  spectrum  of  in-depth  articles, 
including  topics  such  as  establishing  a  generation- 
skipping  trust.  For  the  star-struck,  there  are  wills  of 
celebrities,  including  Princess  Diana,  Joe  DiMaggio 
and  John  F.  Kennedy  Jr. 

BEST:  Its  bookstore.  Great  selection  of 
references  like  Sandy  F.  Kraemer's  60 
Minute  Estate  Planner. 

WORST:  Some  dead  links  and  even  worse, 
some  shlocky  connections. 


«0 


SMARTM0NEY.COM 

www.smartmoney.com/estate 

An  ideal  site  to  start  investigating  your  estate 
planning  needs.  Lots  of  articles  on  such  topics  a '  n 
how  to  establish  durable  power  of  attorney,  es 
tablish  a  trust  and  write  a  will.  Site  explains  hov  I* 
to  use  a  Roth  IRA  for  estate  planning,  as  well  a  * 
tax-efficient  ways  to  pass  on  real  estate  to  you  s 
heirs.  Plug  your  assets  and  liabilities  into  ai  * 
Estate  Tax  Exposure  Meter  and  find  out  in  sec  "■ 
onds  just  how  bad  your  estate  taxes  could  be.  ®> 

BEST:  Extras.  There  are  lots  of  additional    ; 
data  on  related  topics  such  as  life  insur 
ance  and  retirement  planning. 
WORST:  Some  information  is  too  simplistic  * 


STILL  WRITING  CHECKS9  AT  F0RBESBEST.COM  WE  REVIEW  ONLINE  BANKS  AND  PAYMENT  SERV  lit 
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Mortgages 

ANKRATE.COM 
■ww.bankrate.com 

)u  can't  get  a  mortgage  here,  but  this  is  a  useful  site 
jp  compare  rates  and  find  out  the  names  of  lenders, 
tinging  from  brokers  American  Interbanc  to  Citibank. 
oere  are  useful  tools  such  as  Rate  Alert:  Key  in  the 
ite  you  want,  and  when  rates  fall  enough.  Bankrate 
ill  e-mail  you.  But  be  careful:  Banks  with  some  of  the 
west  rates  may  charge  the  highest  fees  to  make  up  the 
fference.  The  site  will  even  identify  where  to  apply  if 
rj  have  a  poor  credit  history. 

EST:  The  rate  trend  forecast  advises  you  about 
here  mortgage  rates  are  going. 

fORST  Some  content  is  thin.  "Save  with  these 
sfi  strategies"  only  had  two  strategies. 

-LOAN 

■ww.eloan.com 

nee  you  get  past  the  site's  dizzying  home  page,  you'll 
xi  that  it  is  packed  with  services.  Here  you  can  get  a 
ortgage  rate  plus  get  preapproved,  figure  out  your  ap- 
oximate  closing  costs  and  apply  for  a  loan.  There's  a 
[ossary  and  useful  links  to  services  such  as  home  in- 
fections and  moving.  But  be  forewarned:  E-Loan 
pasts  that  it  does  not  charge  lender's  fees,  but  there 
*e  third-party  fees,  which  it  estimates  for  you. 

EST  The  site  makes  it  easy  to  figure  out  which 
ind  of  loan  is  best  for  you. 

/ORST  Want  to  know  the  value  of  a  home  in  San 
rancisco?  A  tool  on  the  site  sometimes  misfires 
nd  gives  you  the  value  in  Florida. 


If  you  haven  t  already  refinanced,  click  here.  The  sites  below  can 
get  you  started  and  save  you  time  and  fees.  Eventually,  you  11  have 
to  deal  with  someone  face-to-face  to  close  the  deal. 

-  KERRY  A.  DOLAN 


QUICKEN  LOANS 

http://quickenloans.quicken.com 

This  uncluttered  site  is  deceptively  deep  with  information  useful  for 
first-time  homebuyers  and  those  refinancing.  Explanations  are  clear 
and  calculators  plentiful,  including  a  tax-saving  calculator  and  one  that  compares 
a  15-year  with  a  30-year  loan.  The  site  itself  originates  mortgages  in  50  states 
and  manages  everything  from  the  point  when  you  get  a  rate  quote  through  the 
closing.  To  get  your  mortgage  rate,  fill  out  the  form  online  and  submit  it.  Then, 
within  one  business  day,  a  Quicken  loan  specialist  calls  for  a  person-to-person  loan 
interview.  Well  organized  and  easy  to  navigate. 

BEST:  Calculators  and  knowledgeable  customer-support  reps. 

WORST:  The  home  page  teases  with  low  rates,  but  they  often  apply  to  places  like  Nevada. 


>Second  Careers 


Ready  to  tell  your  boss  to  take  this  job  and 

shove  it?  Before  you  do,  go  online  for  career 

advice  from  experts  and  practitioners,  take 

assessment  and  personality  tests  and,  best 

of  all,  find  a  new  vocation. 
""iKu^  -  Laura  Roe  Stevens 


IONSTER.COM 

ftp://content.monster.com/careerchangers 

jming  50  and  wondering  what  you've  done  with 
aur  life?  Come  here  for  advice  and  assessment 
uizzes  designed  to  help  you  reevaluate  your  current 
b.  Scour  the  job  databank  and  find  out  which  pro- 
issions  have  the  greatest  opportunities  (health 
are).  Participate  in  daily  chats  with  experts,  such  as 
inda  Wiener,  a  former  employment  project  director 
>r  AARP,  who  talks  about  reentering  the  work  force. 

EST:  Realistic  pros  and  cons:  Be  prepared 
>r  "nightmarish  incompetence"  at  nonprofits. 

/ORST  Job  profiles  like  "financial  analysts 
ssess  a  company's  financial  needs"  are  too  general. 


OXYGEN.COM 

www.oxygen.com/money 

For  women.  If  you  feel  overwhelmed  juggling  work 
and  family  or  you're  trying  to  reenter  the  work  force 
after  years  at  home,  this  site  is  full  of  helpful  articles. 
Want  to  go  into  business  for  yourself?  Download 
business  plans  here  and  read  stories  like  the  one 
about  Lou  Ann  Busch-White  who,  after  her  identity 
was  stolen,  started  a  thriving  consultancy  called 
Identity  Theft  Management.  Also  helpful  service 
pieces  like  "Write  a  Killer  Cover  Letter." 

BEST:  Tools:  from  calculators  that  figure 
business  startup  costs  to  a  layoff  survival  guide. 
WORST:  No  job  database. 


VVETFEET.COM 

wwirv.weffeef.com 

Bored  with  that  finance  job  at  Aetna? 
Aching  to  become  a  Web  designer? 
Click  on  the  Career  Changers  link 
and  you'll  discover  that  the 
outlook  for  Web  designers  is 
dismal  although  there  are 
Web  design  jobs  available, 
such  as  one  at  Fort  Worth 
based  Lockheed  Martin.  Com 
parison  tables  show  that  your 
income  could  range  from  $30,000  to 
$80,000.  Link  to  books  ( What  Color  is 
Your  Parachute,  $16.95)  and  join  dis- 
cussion boards.  Scour  profiles  on  those 
who  have  made  the  switch.  Up-to-date 
information  on  46  careers  and  31 
industries  from  accounting  to  nonprofits. 

BEST:  Job  outlook  forecasts  provide  a 
take  on  job  prospects  in  an  industry. 
WORST:  Some  questionable  advice, 
like  telling  your  boss  you're  job  hunting. 


NETSHARE.COM  AND  17  OTHER  EXECUTIVE  CAREER  SITES  CAN  BE  FOUND  AT  WWW.F0RBESBEST.COM. 


>F0RBES     JUNE24,  2002    9 


>Volunteering 


Volunteering  is  a  great  way  to  help  others  but  an  even 
better  way  to  invest  in  your  own  well-being.  Thanks  to 
the  Web,  making  a  difference  has  never  been  easier. 

—  LUISA  KROLL 


IDEALIST.ORG 

www.  idea  list,  org 

Choose  from  an  array  of  over 
6,900  volunteer  opportunities, 
from  helping  farmers  in  New 
Hampshire  to  mentoring  young 
offenders  in  London  to  work- 
ing with  youth  in  Nigeria. 
An  in-depth  Kids 
and  Teens  section 
not  only  matches 
young  people  to 

projects,  but  offers  inspirational  links 
to  youth-founded  organizations  like 
Kids  Helping  Kids  in  Crisis,  started  by  two  New  Jersey 
high  schoolers  to  raise  money  and  medical  supplies  for 
kids  in  war-torn  and  disaster-struck  countries.  Also  lists 
internships  and  paying  jobs  in  nonprofit  organizations. 


e 


NETAID  ONLINE  VOLUNTEERING 
http://app.netaid.org/OV 

Help  overseas  without  leaving  home.  This  site,  affiliated  wiiL 
the  United  Nations,  connects  volunteers  to  over  230  organ 
zations  in  60  countries— from  the  African  Youth  Foundation  t 
Teachers  Without  Borders.  Got  a  computer?  Then  you  can  a 
nonprofits  and  nongovernmental  organizations  in  developir 
nations  through  projects  like  researching  grant  opportunmaL 
creating  Web  sites  or  translating  documents.  After  you  indica 
your  language,  skills,  preferred  regions  and  availability,  you 
receive  scores  of  options— unfortunately,  not  in  any  particuk 
order.  Look  for  a  site  redesign  later  this  summer. 
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BEST:  Click  on  Volunteer  Support  to  find  good  advice  and 

helpful  links  on  online  volunteering. 

WORST:  Can't  browse  without  joining  and  completing  a  profile. 


I 


BEST:  Fill  out  a  personal  volunteer  profile,  so  organizations 

can  find  you. 

WORST:  Cost  or  time  commitment  not  always  clear.  Some  opportunities 

not  listed  in  English. 


(■v*^r^m 


ANTIQUES  AND  FINE  ART 

www.antiquesandfineart.com 

Affiliated  with  the  bimonthly  Catalogue  of  Antiques  and  Fine 
Art,  this  elegant  dealer  marketplace  is  also  a  source  of  schol- 
arly articles  on  connoisseurship.  Features  a  wide  range  of 
finely  illustrated  market  reports  as  well  as  artist  and  collec- 
tor profiles,  most  authored  by  museum  curators.  More  than 
100  educational  guides  cover  collecting  areas  from  Windsor 
chairs  to  18th-century  English  enamels  to  Japanese  net- 
suke.  The  Discoveries  section  spotlights  important  new  finds 
in  the  trade  that  may  have  an  impact  on  market  prices. 

BEST:  The  extensive  Education  area. 
WORST:  No  regular  news  coverage. 

WEBMUSEUM 

www.ibiblio.org/wm 

One  of  the  Web's  most  accessible,  if  not  completely  com- 
prehensive, art  history  sites.  Developed  in  1994  by  French 
computer  geek  and  art  enthusiast  Nicolas  Pioch,  this  labor 
of  love  covers  most  major  movements  between  the  Middle 
Ages  and  the  20th  century.  Brov.se  by  movement  or  artist, 
ranging  from  Fra  Angelico  to  James-McNeill  Whistler. 
Informative  text  is  illustrated  by  plenty  of  enlargeable  thumb- 
nails. Bonus:  a  travelogue  of  Paris. 

BEST:  The  gallery  devoted  to  Paul  Cezanne. 
WORST:  Not  searchable-or  consistently  illustrated. 


UREP 

http://urep.ucdavis.edu 

School  field  trips  for  grownups,  from  archeological  digs  I 
environmental  expeditions.  Choose  from  two  dozen  fascinatir 
scholarly  research  trips  (originating  from  the  University  of  C£ 
ifornia  Davis)  in  disciplines  ranging  from  Animal  Studies 
Geology  to  Arts  and  Culture.  Study  Stone  Age  hunter-gathere 
in  southern  Germany,  grasshopper  ecology  in  the  East  Africs 
savanna  or  Carnival  traditions  in  Bolivia.  Expect  to  pay  a  fee  i 
$1,000  to  $2,000  to  cover  two  weeks  of  food  and  accommod, 
tions  (but,  alas,  airfare's  extra).  As  a  donation  to  the  universit 
much  of  it  may  be  tax-deductible. 

BEST:  Comprehensive  information  on  each  trip,  down  to 
meal  arrangements. 

WORST:  Limited  number  of  trips. 


>Art  &  Antiques  10 


Monet  or  Manet,  Art  Nouveai 
or  Art  Deco,  Giotto  or 
Ghirlandaio?  Stop  scratching 
your  head  and  use  the 
Web  to  help  develop  your 
connoisseurship  skills. 
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-BILL  MEYE 


WEB  GALLERY  OF  ART 

www.kfki.hu/~arthp/indexl.html 

H^k    This  remarkable  art  history  destination  boasts  more  than  I0.00C 

^  high-resolution  images  of  artwork  from  A.D.  1100  to  1800,  complete 

with  helpful  commentary.  The  alphabetical  Artist  Index  feature: 

1,205  artists,  along  with  time  lines  and  nationalities.  Search  by  tim< 

period,  school,  medium,  subject  matter  and  location.  Digging  for  16th 

century  Flemish  master  Pieter  Brueghel  the  Elder,  for  example,  returnee 

a  learned  biography  and  more  than  50  images,  including  details  of  his  large  sea 

sonal  and  religious  paintings.  Don't  miss  the  guided  tours  on  topics  like  Flemisr 

Altarpieces  or  the  Sistine  Chapel. 

BEST:  Crisp,  beautiful  pictures,  many  of  which  can  be  enlarged  up  to  full-screen 
WORST:  Can't  search  by  popular  periods,  such  as  Renaissance  or  Baroque. 
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Q  OVER  850.00  CHARITIES  ARE  A  CLICK  AWAY  AT  JUSTGIV 
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Mne  Art 


EXTMONET 

ww.  nextmonet  com 

lacerating  a  home  or  office?  Click  here  for  affordable, 
"iginal  art  that's  easy  on  the  eye.  Nothing  cutting-edge, 
f  jt  there  are  thousands  of  paintings,  photos,  prints  and 
:ulptures  at  prices  ranging  from  $75  for  a  woodblock 
Hint  of  San  Francisco  Bay  to  $9,000  for  a  pink-with- 
Ivirling-dots  abstract  painting.  Search  by  artist, 
Medium,  size,  color,  price  or  keyword.  Use  the  Art  Smart 
Pick  for  comprehensive  art  appreciation  instruction.  Got 
'  ore  questions?  Call  an  Art  Guide  toll-free. 

[EST  Artist  pages  include  helpful  quotes  and 
ap-up  image  galleries. 

'ORST  Some  categories  are  stretched.  Hip  dog 
xrtographer  William  Wegman  in  Folk  Art? 

0THEBYS.COM 

ww.sothebys.com 

mere  else  can  you  find  a  Paul  Cezanne  canvas  valued 
■  $14  million— and  one  of  his  etchings  for  less  than 
60C  High,  low  and  in  between,  you'll  find  it  here,  with 
tousands  of  online  lots  and  detailed  digital  catalogs 
>r  the  more  rarefied  showroom  sales.  The  powerful 
at  Search  tool  scans  it  all.  Toulouse-Lautrec  fan?  Our 
•arch  netted  nine  live  lots,  many  $5,000  and  up,  and 
)  online  auctions,  most  priced  under  $1,000.  Online 
■operty  ranges  from  grandma's  favorite  flower  pictures 
i  pristine  Ansel  Adams  photographs  (est.  $5,000  to 
12,500).  Check  online  theme  sales  for  hidden  gems. 

EST  Can  search  sales  results  back  to  1998. 
/ORST  Web  bidding  on  live  sales  still  pending. 


Can't  decide  what  to  put  on  the  wall?  These  days  there's 

a  wealth  of  choices  right  on  your  screen. 

—  Bill  Meyer 


-- 
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ARTNET 
AVORtfW  www.artnet.com 

A  powerful  tool  for  serious  art  buyers,  offering  access  to  an  impressive 
array  of  blue-chip  paintings,  sculptures,  decorative  arts  and  tribal  works  from 
elite  galleries.  You  can't  buy  online,  but  you  can  browse  extensively— through  the  1,200 
international  galleries  or  the  16,000  artists.  Better  yet,  use  one  of  the  many  fine  search 
tools.  Searches  for  modern  masters  Alexander  Calder  and  Jim  Dine  netted  at  least  60 
works  for  each,  each  well  annotated  and  complete  with  gallery  links.  Artnet's  lively  mag- 
azine gives  you  up-to-date  news  and  reviews  from  museums,  galleries  and  fairs. 

BEST:  For  $30  per  month  you  can  search  more  than  two  million  international 

art  sales  records. 

WORST:  Many  image  enlargements  are  blurry. 


£$/•■%    >Cultural  Tours 


If  you  yearn  to  learn  the  secrets  of 

Tuscan  cooking  in  Florence  or  ruminate 

on  Renoirs  along  the  Riviera,  let  your 

mouse  point  the  way. 

—Susan  delson 
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SMITHSONIAN  STUDY  TOURS 

www.smithsonianstudytours.org 

Trips  include  weekend  seminars, 
i  ~— ^  urban  explorations,  study  cruises 
"v?,SJ  and  expeditions  to  destinations 
from  Alaska  to  Tuscany.  Discover 
the  artistry  of  Picasso  and  Matisse 
while  touring  the  French  Riviera.  Or  par- 
ticipate in  a  dinosaur  dig.  Search  by  dates, 
country,  keyword  or  more  than  20  themes, 
including  Performing  Arts,  the  Civil  War- 
even  Railroading  and  Philosophy.  Features 
detailed  itineraries,  maps  and  photos. 

BEST:  Hundreds  of  trips,  many  for  families. 
WORST:  Some  themes  thin,  like  Literature. 


EPICULINARY 

www.epiculinary.com 

Learn  to  make  mole  in  Oaxaca  or  bouillabaisse  in 
Provence.  While  Epiculinary  trips  also  include  activ- 
ities like  exploring  the  Guggenheim  Museum  in  Bilbao 
and  sailing  the  islands  around  Venice,  the  real  focus 
is  food:  cooking  classes,  combined  with  visits  to  local 
markets,  farms,  wineries  and  chefs.  The  40-plus 
tours  fake  you  to  France,  Italy,  Spain,  Mexico  and 
several  regions  of  the  U.S.  For  ambitious  amateurs, 
Epiculinan/s  L'Ecole  des  Chefs  offers  two-to-five-day 
apprenticeships  with  stellar  chefs  like  Thomas  Keller 
and  Charlie  Trotter.  Not  interested  in  a  full  vacation's 
worth  of  cooking?  Arrange  to  take  a  single-day  class 
in-any  of  the  four  countries  outside  the  U.S. 

BEST:  Handsome  design. 

WORST:  Can't  search  by  date  or  cost. 


FAR  HORIZONS  ARCHAEOLOGICAL 
&  CULTURAL  TRIPS 

www.farhorizon.com 

Over  60  adventures  for  the  archaeologically  and 
anthropologically  minded.  Discover  the  Cambodian 
ruins  of  Angkor  Wat  or  explore  ancient  Incan  as- 
tronomy in  Peru  and  Bolivia.  Don't  miss:  the  Archae- 
ological Pub  Crawl  of  Great  Britain,  which  promises 
to  "put  Britain's  past  in  proper— if  occasionally 
blurred— perspective."  Search  by  region  or  browse 
through  the  detailed  itineraries  of  the  trip  schedule. 

BEST:  Trips  for  2003  are  already  listed. 
WORST:  Can't  register  online. 

IEXPLORE 

www.iexplore.com 

Click  on  Cultural  Expeditions  and  you'll  find  some 
1,100  trips,  ranging  from  Machu  Picchu  to  Morocco 
to  Mongolia.  Sort  by  country  or  region,  date  and 
category.  One  Thai  trip  includes  both  an  elephant 
ride  through  the  jungle  and  a  visit  to  a  famed  craft 
village  to  learn  batiking  and  parasol  painting.  Consult 
experts  online,  trip  reviews  and  other  travelers'  tales. 

BEST:  Deep  in  culinary  offerings. 
WORST:  Sprawling,  tough  to  browse. 


OR-MORE  TOP  SITE  REVIEWS,  GO  TO  WWW.F0RBESBEST.COM. 
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>AHvfintum  Travel 


Looking  for  a  jaunt  that  will  jolt  your  soul?  How  about  a  Montana 
cattle  drive,  a  safari  in  the  Ngorongoro  Crater  or  tugboating  off 
British  Columbia? 


-Missy  Sullivan 


ft 


GORP 

www.gorp.com 

This  comprehensive  outdoor  recreation  and  trave,  ^ 
referral  portal  lets  you  browse  through  a  wealth  i(  ^ 
content  by  activity  (e.g.,  birding,  caving,  paddlin 
skiing),  destination  or  by  clicks  like  Parks  or  City  Week  ^ 
ends.  Content  includes  rich  destination  guides,  tons  ^ 
helpful  lists  like  the  Top  Ten  National  Parks  for  Bikini 
Also  maps,  a  trail  finder  and  instruction  such  as  Cros: 
Country  Skiing  101.  There's  even  a  whole  section  c 
outdoor  careers.  Forums  cover  topics  like  day  hikes  ^ 
the  Grand  Tetons  and  the  future  of  adventure  trav 
(How  about  shipwrecks  and  outer  space?) 

BEST:  Overwhelmed  with  choices?  Cut  to  the 
chase  with  the  Plan  a  Trip  tab. 

WORST:  Dripping  content  from  sponsors. 
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IEXPL0RE 

www.  iexplore.  com 

Now  affiliated  with  National  Geographic,  this  impressive  full-service  site  offers  more 
than  3,000  prescreened  trips— 39  to  Antarctica  alone.  Want  to  mountain  bike  in 
the  Italian  Alps?  Learn  falconry  in  Mongolia?  Raft  Whitewater  at  the  base  of 
Victoria  Falls,  one  of  the  Seven  Natural  Wonders  of  the  World?  Search  by  activity, 
region,  price,  date  and  activity.  Research  regions,  check  out  itineraries  and  videos, 
read  trip  reviews  and  scope  out  local  tour  operators.  Purchase  trips  online,  then  load 
up  on  gear  at  the  online  store.  Experts  are  available  to  answer  questions  via  e-mail. 

BEST:  Comprehensive  activity  home  pages  list  top  ten  trips,  important 
basics,  necessary  gear  and  resources. 
WORST:  Tour  operator  info  is  unfiltered  ad  copy. 


GORDON'S  GUIDE.COM 

www.gordonsguide.com 

Timothy  Gordon— onetime  horse  roper,  river  guide  an] 
ski  instructor— has  translated  his  yen  for  outdot  _ 
adventure  into  a  Web  site  notable  for  the  breadth 
activities  it  covers— over  40  in  all.  In  addition  to  thj 
usual  mountain  climbing  and  Whitewater  rafting,  you, 
find  heli-skiing,  dog  sledding,  sculling,  even  wagon  tra 
vacations.  Choose  an  activity,  then  search  by  regie 
to  access  tour  operator  info,  trip  details  and  phot  * 
galleries.  You  can  also  search  more  than  17000  smallif 
hotels,  inns,  B&Bs  and  resorts. 


BEST:  Especially  strong  in  river  rafting. 
WORST:  Can't  book  trips  directly  through  the  site 
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> Last- Minute  Getaways 
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A  third  of  all  online  travel  is  booked  less 
than  two  weeks  before  departure.  Why? 
The  market  for  "distressed" — or  un- 
bought — tickets,  rental  cars  and  hotel 
rooms  is  thriving. 


—Christopher  Elliott 


PRICELINE.COM 

www.priceline.com 

The  Shatner  TV  ads  have  waned  and  grocery  bidding 
is  gone,  but  Priceline  is  still  great  for  cheap  airline 
seats  (30  airlines),  hotel  rooms  (more  than  8,000 
properties)  and  car  rental  agencies  (5).  Under  its 
name-your-own-  price  scheme,  guess  right  and  you 
get  deep  discounts  And  with  "riceline's  new  Vacation 
option,  you  don't  need  to  b  d  a  la  c^  .-■  .  some  30 
popular  destinations  like  London,  San  Francisco  and 
Orlando,  you  can  choose  youi  hotel,  travel  dates  and 
length  of  st  v— just  not  the  earner.  Recently  booked 
deal:  Ft.  Myc :i  s,  Fla.  to  New  York  City,  four  slights  in  a 
four-star  hotel  for  two  people:  $814. 


BEST:  Hotel  discounts  are  deepest 

WORST:  No  cam  vMations  and  be  prep, 
stopovers. 


for 


TRAVELOCITY 

www.travelocity.com/deals 

The  Last-Minute  Deals  section  touts  weekend 
getaway  packages  from  30-plus  cities.  Packages 
feature  air  and  hotel,  or  one  of  those  two 
combined  with  a  car  rental,  prepaid  restaurant 
meal  or  activity  (like  theater  or  a  balloon  ride). 
Search  by  city  and  dates.  Or  browse  by  theme, 
like  Golf  (Chicago  to  Hilton  Head,  flight  plus 
three  nights:  $564)  or  Family  (Denver  to 
Anaheim,  flight  plus  three  nights,  $340).  Also: 
Check  the  Vacations  click  for  deals  on  longer 
trips  that  take  advantage  of  the  site's  exclusively 
negotiated  rates  with  hotels  and  carriers. 

BEST:  Tons  of  deals— and  information. 

WORST:  No  midweek  trips.  Extensive  use  of 
teaser  rates  leads  to  some  disappointment. 


SITE59 

www.site59.com 

Specializes  in  last-minute 
vacation  packages  from  37 
cities  in  the  U.S.,  bookable 
from  three  hours  to  14  days  in 
advance.  A  search  for  weekend 
jaunts  out  of  Boston  yielded  over  20i 
options,  from  nearby  Portland,  M( 
($312)  to  Vancouver,  Canada  ($544 
to  Puebla,  Mexico  ($532).  Itinerarie  - 
offer  not  only  airfare  and  hotel,  bij| 
sightseeing  tips  as  well.  (In  Memphis  i  ,: 
Tour  the  famed  Sun  Studio,  recordin  ^ 
home  to  Elvis,  Johnny  Cash  and  Jerr  * 
Lee  Lewis.)  A  weekly  Top  Picks  e-ma  a 
offers  a  customized  selection  C|* 
"spontaneous  escapes"  from  you 
closest  airport. 


BEST:  Unlike  other  last-minute  travel 
sites,  Site59  lets  you  collect  frequent-  ** 
flier  miles. 


WORST:  Packages  available  only 
from  select  cities. 
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LF0NLINE.COM 

ww.g6lfonline.  com 
lint  venture  of  Goli  Magazine  and  CNNSl.com  delivers  the 
st  of  both  worlds,  with  commentary  from  Si's  golf  writers 
id  Golf  Magazine  content  like  rankings  of  the  Top  500 
>les  in  the  world  and  regular  features  from  the  magazine. 

ST:  Daily  instruction  tips  from  Top  100  teachers  and 
chived  advice  from  Jack  Nicklaus. 

ORST:  Flashing  banner  ads  to  rival  Tokyo's  Ginza. 


HE  GOLF  WAREHOUSE 
nrw.fgw.corn 

»mprehensive  golf  equipment  site.  Everything  from  irons 
id  shoes  to  golf  carts  and  range-finders.  Prices  are  com- 
rtfttve,  but  selection  is  the  story  here:  all  of  the  major  brands 
xn  Callaway  to  Ping.  Product  pages  have  crisp  pictures 
wn  multiple  angles  and  extensive  features  and  options  lists. 

1ST:  Receive  e-mail  alerts  about  sales.  Recent 
>ecial:  50%  off  Precept  Forged  Men's  Irons. 

ORST  No  reviews  or  forums. 

■NNIS  WAREHOUSE 
ww.tenniswarehouse.com 

lis  is  the  place  to  buy  everything  from  racquets  to  clothes 
grips.  Unlike  other  gear  merchants,  you  can  tap  into 
views  from  expert  playtesters  and  users  by  product.  You 
in  also  try  out  up  to  four  racquets  at  a  time  for  the  cost  of 
lipping.  Tennis  Warehouse  has  a  lowest-price  guarantee. 

EST:  Active  message  boards  cover  shoes,  racquets, 
ringing  and  topics  like  "How  do  you  beat  a  pusher?" 
ORST  Too  many  products  have  limited  stock. 


Looking  to  get  rid  of  that  slice  or  toughen  up  your  second 

serve?  Need  a  longer  driver  or  a  better-balanced  racquet? 

Rain  or  shine,  golf  and  tennis  nuts  can  go  online. 

—Ben  Berentson 


&'# 


m^otf*" 


TENNISONE 

www.  tennisone.  com 

TennisONE  is  still  the  best  instruction  site  around,  but  you  will  have  to  pay 
for  the  best  stuff.  For  $25  per  year  you  get  access  to  the  Lessons  Library, 
which  contains  over  500  archived  articles  from  coaches  on  basic  strokes 
and  footwork  and  more  advanced  topics  like  "The  Whip  Forehand"  and 
"Anti-Choking  Remedies."  Another  member's  feature  lets  you  ask  the 
resident  TennisONE  pros  questions  via  e-mail.  Free  content  includes 
Racquet  Research  reviews  and  Bob  Larson's  daily  tennis  newsletter. 

BEST:  Pro  Strokes  Gallery:  Hundreds  of  videos  from  every  angle— Sampras' 
serve,  McEnroe's  net  play  or  a  rear  view  of  Kournikova's  forehand. 
WORST:  Scant  news  or  coverage  of  the  pro  tours. 


>Home  Decorating 


From  shabby  chic  to  feng  shui,  you  11  find 

everything  online.  Handy  decorating  tools 

range  from  step-by-step  sponge  painting 

instructions  to  decorator  referrals,  project 

calculators  and  interactive  floor  plans. 

—  Deborah  k.  dietsch 


0MEST0RE.COM 

ww.  homestore.  com/decorate 

ie  kitchen  sink— and  then  some.  Start  your  planning 
ith  Design  Basics  or  browse  ideas  by  room.  Color 
iction  lets  you  coordinate  paint  and  upholstery,  while 
fek  the  Decorator  offers  advice  on  topics  like  proper 
pffee-table  height.  Do-it-yourself  projects  abound, 
|<e  painting  faux  burled  wood  or  making  valances, 
oom  Planners  and  calculators  help  you  scope  out 
3tails.  Need  a  pro?  Read  here  about  how  to  best  work 
ith  an  architect  or  decorator. 

EST:  Style  Guide  dissects  fundamentals  of 
oks  from  Arts  and  Crafts  to  Victorian. 
fORST;  Homestrology  section.  Pure  puff. 


IVILLAGE.COM 

www.ivillage.com/home 

Geared  to  affordable  comfort.  Browse  by  room  or 
subject  for  articles  on  everything  from  bathroom 
makeovers  to  caring  for  antiques.  While  most  content 
is  in  the  Decorating  section,  check  Remodeling  for 
step-by-step  instruction  on  projects  like  installing 
wainscoting.  More  than  100  craft  projects  include  an 
indoor  fountain  and  faux  fireplace.  Consult  experts  on 
bargain  decorating,  space  organizing  or  feng  shui. 
Also  links  to  several  glossy  shelter-mag  sites, 
including  House  Beautiful.  Extremely  active  boards. 

BEST:  User  reviews  of  home  products. 
WORST:  Can't  browse  by  style. 


|For6j 


BETTER  HOMES  AND  GARDENS 

www.bhg.com 

Bustling  with  inspiration  and  hands-on 
advice.  Click  into  the  House  and  ^m*. 
Home  section  for  an  impressive  J^jff 
array  of  decorating  ideas  and 
how-tos,  from  clutter  control  to 
kitchen  remodeling  to  dressing 
up  porch  floors.  Read  what  the 
pros  have  to  say  about  buying  fixtures, 
arranging  furniture  or  displaying  family 
photos.  Peruse  slide  shows  for  design 
inspiration  on  projects  like  creative  kids' 
rooms.  More  than  300  remodeling  pro- 
jects are  rated  by  time,  cost  and  expertise 
required,  with  calculators  to  help  you  tally 
paint  or  fabric  amounts.  The  nifty  Arrange- 
a-Room  feature  lets  you  play  designer. 

BEST:  Dozens  of  videos  demonstrate 
decorative  painting  techniques  and 
room  makeovers. 

WORST:  Navigation  is  a  bit  jumbled— 
could  use  a  clutter-buster. 


ASEBALL  FANS  SHOULD  BOOKMARK  WWW.MLB.COM. 
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Before  you  cast  your  next  line,  hook  onto  these  sites  for  how-to 
information,  fish  intelligence  and  online  gear  shopping — even 
where  to  get  that  sailfish  stuffed. 


-Richard  C.  Morais 


LAND  BIG  FISH 

www.landbigfish.com 

The  big  one.  Tons  of  articles  on  topics  from  fly-fishing  for  King  salmon 
in  Alaska  to  how  to  read  the  beach  for  surf-fishing.  Reel  in  fishing 
reports,  licensing  information,  tournament  news,  product  reviews- 
even  fish  recipes.  (Grilled  orange-and-bourbon  salmon,  anyone?) 
The  Research  click  includes  tide  reports,  knot  tutorials  and  a  fish 
identifier.  Freshwater  info  ranges  from  recommended  inns  in  the  Blue 
Ridge  Mountains  to  the  latest  statistics  on  Great  Lakes  brown  trout.  Use  Business 
Locators  to  find  everything  from  marinas  to  taxidermists.  Want  gear?  Click  through 
to  fish  superstore  Bass  Pro  Shops. 

BEST:  Casts  a  wide  net. 

WORST:  Be  wary  of  the  Fishing  Spots  Locator  items,  frequently  supplied  by 

Captain  Bobs  pushing  their  charters. 


FIELD  AND  STREAM 

www.fieldandstream.com 

A  handsome  companion  site  to  the  107-year-c 
magazine.  Offers  information-crammed  articles  such 
Bass  Pros  Talk  Details  (specifically,  their  favorite  km 
and*  lure  colors)  and  Cheap  Thrills  in  Alaska  (how  to  fi 
the  state  without  going  bankrupt  on  charter  pla 
packages).  Fun  and  informative  Fish  of  the  Week  feai 
gives  you  the  lowdown  on  all  your  favorites.  (Did  yr 
know  that  the  sailfish  can  swim  up  to  68mph?)  Che 
the  Q&A  area  for  expert  answers  to  age-old  question 
like  "Should  fishermen  wear  white?'  Gear  reviews 
roundups,  like  2002  Tackle,  are  particularly  strong. 

BEST:  Stocked  with  practical  advice  and  well-told  tale] 
WORST:  SUV  reviews  are  more  like  ads. 


SPORT  FISHING 

www.sportfishingmag.com 

The  place  for  sea  dogs,  with  deep  content  on  ge;i  "t 
techniques,  boats  and  hot  fishing  spots.  Savvy  articl 
cover  everything  from  when  to  use  a  landing  net  to  he 
to  avoid  black  mud  stench  in  your  car.  Learn  where 
find  bonnethead  shark  (off  Charleston,  S.C.)  at 
yellowfin  tuna  (off  the  Louisiana  shore).  You'll  also  fir  ™ 
conservation  updates,  tournament  results  and: 
thoughtful  forum  with  tips  on  everything  froi 
tackle-box  organization  to  attracting  barracuda. 
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BEST:  Zippy,  precise  searches:  Looking  for  a  2002 
"cuddy  cabin  fishing  boat'  over  $100,000,  we  found  U 

WORST:  Searchable  database  of  charter 
operators  lacks  detail. 


>Cell  Phone  Gamind 


WIRELESS  GAMING  REVIEW 

www.wirelessgamingreview.com 

Just  about  the  only  independent 
portal  for  wireless  gaming.  Here 
you'll  find  a  database  of  over 
300  games  for  your  cell  phone, 
from  more  than  100  developers 
such  as  NGame,  Jamdat  and 
DigitalBridges.  Each  game  is  reviewed 
and  ranked  (Samurai  Romanesque  is 
the  highest  rated,  though  multiplayer 
game  Star  Struggle  is  the  most 
popular).  There  are  strategy  guides  and 
emulators  that  let  you  test  cell  phone 
game  play  on  your  PC.  At  the  message 
boards,  gaming  enthusiasts  exchange 
opinions  about  games  and  post 
strategy  tips.  Read  articles  and  keep  up 
with  news  on  the  emerging  wireless- 
gaming  indus 

BEST:  Vast  selection,  easily  search- 
able by  title,  developer,  platform 
and  availability. 

WORST:  Sparse  mess     c  boards. 


lie 


Ever  wonder  why  the  person  next  tf 
you  on  the  train  is  thumbing  his  ce 
phone  intensely?  He's  a  cell  phon^, 
gamer.  Read  on  if  you  want  to  joi 
the  fun. 

-  KAREN  J.  BANN/ 
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JAMDAT 
www.jamdatgames.com 

Jamdat's  site  highlights  nine  wireless  games  based 
on  the  next  generation  of  cell  phone  game  play.  Here 
you'll  see  demos  of  Tiger  Woods  PGA  Tour  Wireless 
Golf,  for  instance,  and  get  game  descriptions  and 
strategy  tips.  The  site  walks  you  through  the 
download  process,  which  requires  you  to  use  a  Brew 
or  Java-enabled  phone.  A  more  simplistic  game, 
Gladiator  II,  is  also  highlighted  here.  But  this  game 
requires  a  WAP-enabled  phone— in  this  case  the 
carrier  charges  you  by  the  minute.  Another  dozen 
games  should  appear  on  this  site  later  this  year. 

BEST:  Graphically  rich  next-generation  games. 
WORST:  Only  nine  choices  and  none  are 
multiplayer  games. 


MIDLET.ORG 

http://midlet.org/jsp/index.jsp 

If  you  have  a  Java-enabled  phone,  such  as  tl 
Motorola  V60i,  you'll  find  over  100  Java-basi 
games  that  you  can  download  for  free.  Gam< 
are  divided  into  14  categories,  including  Sho 
'em  up,  Multiplayer  and  3-D.  There  are  ov 
150,000  downloads  per  day  from  this  site, 
useful  feature:  the  Top  10  downloads  list,  whii 
serves  up  the  best  offers,  like  Petres  1.1.6— a  Teti 
clone  for  Siemens  SL.45.  Before  downloading,  te 
them  on  your  PC  with  Midlet's  emulator. 

BEST:  Single  player  and  multiplayer 
games  are  free. 

WORST:  Warning:  Some  adult  games, 
like  Kamasutra  1. 1.0. 


11 
» 

'it 
;ii 
I 
It 

li 
* 

i 

"9 


C>  FOR  MORE  TOP  SITE  REVIEWS.  GO  TO  WWW.FORBESBES 


14        FORBES  <  JUNE  2  4,  2002 


M< 


n  r\  + r\  r\  —  I    i  +  r^ 


[oshiba  Portege  2000 


it  a  laptop  backache?  Ever  experience  poolside  Web  surfing?  Most  of  the  new  breed  of  ultralight  laptops  have 
nple  firepower  and  memory,  and  come  with  wireless  networking  cards.  They  cost  from  $1,500  to  $2,500,  and, 
en  better,  weigh  3.5  lbs.  or  less.  If  you  don't  care  about  having  an  internal  cd-rom  drive,  dont  mind  the  smaller 
'ecus  and  aren  V  ham-handed,  these  sleek  babies  may  be  the  perfect  summer  travel  companion,    -arik  hesseldahl 


SHIBA  PORTEGE  2000  www.toshiba.com 
2.200  >  weight:  2.6  pounds 
±  This  sleek  magnesium  alloy  feather- 
«^  weight  is  only  two-Thirds  of  an  inch  thick 
W  but  comes  with  256  megabytes  of  RAM, 
r  a  20  gigabyte  hard  drive,  a  Pentium  III 
750-MHz  processor  and  a  bright  12-inch, 
24-by-768  pixel  screen.  Its  keyboard  feels 
nost  full  size,  and  it  comes  loaded  with  Wi- 
wireless  network  software  and  Windows  XP 
ofessional.  You  can  transfer  files  to  your 
Im  handheld  or  digital  music  player  with  the 
rtege  2000  by  using  its  built-in  slot  for  the 
w,  postage-stamp-sized  Secure  Digital 
jmory  card.  While  internal  battery  life  is  lim- 
d  to  under  two  hours,  it  comes  with  a  snap- 
0.7-lb.  second  battery  extending  the  run 
le  by  about  six  hours.  Warning:  You'll  have 
buy  an  external  CD  or  DVD  drive. 


DMPAQ  EVO  N200  www.compaq.com 
,500  >  weight: 2.7 pounds 

easures  a  whisker  less  than  an  inch  thick 
len  closed.  A  lot  of  thought  was  put  into 
e  design:  You  can  add  a  base  to  the  laptop 
at  contains  a  CD/DVD  drive  and  two  USB 
kits,  as  well  as  connections  for  desktop 
onitors,  keyboards  and  mouses.  Of  course, 
at  doubles  the  weight  and  adds  about  an  j 
ch  to  its  depth,  but  it  makes  this  unit  more 
nctional  when  you're  not  on  the  go.  The 
!00  comes  with  a  700-MHz  Intel  Pentium  III 
obile  processor,  192MB  of  RAM,  20-giga-  i 
te  hard  drive  and  a  10.4-inch  display.  The 
ternal  battery  lasts  only  2.5  hours;  an  extra  i 
ittery  is  included  for  another  four. 


FUJITSU  LIFEBOOK  P2406  www.fujitsu.com 
$1,500  >  weight:  3.4  pounds 

Heavier,  but  if  a  CD-RW/DVD  drive  is  important 
to  you,  buy  this  one.  It  comes  with  built-in  ; 
wireless  networking  and  a  lithium-ion  battery 
that  lasts  more  than  three  hours.  Fujitsu  also  | 
sells  an  extra-high-density  battery  ($170)  that 
adds  another  seven  hours.  Need  to  work  on  a 
flight  to  Hong  Kong?  Purchase  yet  another  : 
battery  ($200)  that  adds  another  seven  hours 
and  fits  into  the  CD-RW/DVD  drive.  The  laptop  j 
comes  with  128MB  of  RAM,  a  20-gigabyte  hard  j 
drive  and  an  800-MHz  Transmeta  Crusoe 
chip  that  keeps  power  use  to  a  minimum.  The  | 
10.6-inch  wide-format  screen  is  bright  and 
crisp,  making  it  great  for  watching  DVD  movies. 

GATEWAY  200  www.gateway.com 
$2,000  >  weight:  3.1  pounds 
Like  the  Compaq,  this  wafer-thin  portable 
rests  on  a  2.4-lb.  base,  which  acts  as  an 
expansion  dock.  We  wanted  to  love  it  just 
for  its  lean  brushed-metal  exterior,  but  un- 
docking  requires  putting  the  machine  in  a 
standby  mode,  and  it  had  an  annoying  ten- 
dency to  wake  up  very  slowly,  if  at  all.  Gate- 
way gets  points  for  packing  its  base  full  of 
features,  including  a  CD-RW/DVD  drive  and 
a  floppy  disk  drive,  and  also  for  adding  an 
IEEE  1394  (Firewire)  port  for  fast  connec- 
tions to  peripherals  like  external  hard  dri- 
ves. It  comes  with  256MB  of  RAM,  a  20-gi- 
gabyte hard  drive,  a  933-MHz  Intel 
processor  and  a  12.1-inch  display.  Dell  fans 
should  note  that  this  laptop  is  similar  to  the 
Latitude  X200. 


SONY  VAIO  SRX77  www.sony.com 
$1,600  >  weight:  2.75 pounds 
Sony's  entry  in  this  class  comes  with  a  20-gi- 
gabyte hard  drive  and  an  800-MHz  Pentium 
III  processor.  It  has  a  4-pin  IEEE  l-Link  port, 
which  you  can  use  to  connect  an  external  CD 
drive  or  DV  camera.  There's  also  built-in  wire- 
less networking  software.  But  like  the  Fujitsu 
Lifebook,  the  laptop  is  short  on  RAM— just 
128  megabytes— and  is  quite  stubby.  It's  1.1- 
inches  thick,  has  a  cramped  keyboard  and 
the  screen  measures  only  10.4  inches.  But 
because  it  is  thick,  it  can  house  a  big  battery, 
allowing  it  to  operate  for  up  to  six  hours.  The 
unit  comes  with  a  slot  for  Sony's  Memory 
Stick,  which  allows  you  to  share  files  easily 
with  many  Sony  products  like  digital  cam- 
eras, music  players  and  the  Clie  line  of  Palm 
OS-based  handhelds. 


NEC  VERSA  DAYLIGHT  www.nec.com 
$2,500  >  weight:  3.5 pounds 
This  no-frills  lightweight  is  great  if  you'll  be 
spending  most  of  your  summer  by  the  pool. 
The  10.4-inch  display  is  specifically  made  for 
architects,  students  and  people  who  often 
work  on  their  laptops  outdoors— an  illumi- 
nated, reflective  color  screen  is  fully  readable 
in  bright  sunlight.  But  indoors,  the  display  is 
dim  and  difficult  to  read.  The  benefit,  though, 
is  that  the  display  requires  less  battery  power 
so  Versa's  two  batteries  last  seven  hours.  But 
the  unit  comes  with  a  cramped  keyboard  and 
there's  no  CD-ROM  drive.  It  has  128MB  of  RAM, 
a  20-gigabyte  hard  drive  and  a  600-MHz 
Crusoe  processor  from  Transmeta. 
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>Weird  Wide  Web 


Ih  ■ ri  fli 

L_jiiiLfliE Ji^filHiJbbii. 


kjfc  -___  =.: .  __=^_  ■- 


i 


The  New  York  Times  recently  reported  that  you  just  can  t  find  good  time-wasting  sites  on  the  Web  any  mot\ 
Sorry,  guys,  we  beg  to  differ.  We've  stumbled  into  many  diverting  black  holes.  Here  are  a  few. 


-MissySulliv- 


DEFINITIVE  HOW-TO: 
STORMTROOPER  COSTUME 

www.studiocreations.com/stormtrooper 

Doesn't  every  Star  Wars  fan  secretly  yearn 
to  be  a ...  Stormtrooper?  Nothing  cooler 
than  being  encased  head  to  toe  in 
suffocating  white  plastic,  we  say.  Sure, 
wannabes  can  go  to  Sharper  Image  and 
buy  the  six-foot  replica  for  $5,000.  But 
real  fans  will  click  here  to  cast  their  very 
own  Stormtrooper  suit  from  scratch.  Never 
worked  with  fiberglass  resin?  Don't 
worry— it's  only  "deadly"  if  not  vented 
properly.  Not  sure  about  the  ins  and  outs 
of  vacuum  forming?  Well,  after  you  build 
the  special  worktable,  it's  a  breeze.  Really. 
Just  remember,  when  you're  wielding  that 
750°  paint-stripping  gun:  Use  the  Force. 

MATCHBOOK-O-RAMA 
www.lileks.com/match 

In  the  golden  age  of  matchbooks  (think 
Sputnik,  Rat  Pack  in  Vegas),  life's  possibili- 
ties seemed  limitless.  Need  a  new  career? 
Hey!  This  matchbook  says  you  can  learn 
computer  programming  at  home  and  earn 
$7,000-12,000  per  year*.  If  itchy  skin  is  a 
problem,  this  pocket-size  pitch  for  a 
psoriasis  medicine  will  surely  inspire  a 
trip  to  the  local  pharmacy.  There's  even 
culinary  advice.:        Eat  moreturkey. 
Feel  perky."  Never  mind  that  your 
tastebuds  are  shot  ' •  <  :  ?at  cigarette 

smoking.  If  they  put  it  oi  hbook.it 

must  be  good  advice. 


HOW  TO  BEHAVE 

www.zefrank.com 

Need  dating  tips?  Look  no  further  than  this 
instructive  collection  of  7-second  videos, 
must-see  TV  for  guys  on  the  make. 
Observe  the  masterful  subtlety  of  the 
dater's  body  language.  Note  how  he  takes 
care  not  to  leer  too  blatantly  at  the 
waitress's  posterior.  And  watch  how  he 
squeezes  mustard  onto  his  companion's 
fingers  so  he  can  sensuously  suck  it  off. 
Chicks  just  eat  that  stuff  up  ...  don't  they? 

DOGNOSE  HEAVEN 

www.  dognoses.  com 

They're  cold.  They're  wet.  And  they're 
lookin'  for  a  good  tail  to  sniff.  Check 
out  this  photofest  of  canine 
olfactory  extremities— or  submit  a 
schnoz  shot  of  your  own  bowser.  It's 
the  view  every  mutt  wants  you  to  have: 
so  close,  he  could  nail  you  with  a  big 
fat  wet  one  right  on  the  cheek. 

WHASSUP  TRANSLATOR 

www.  creative,  trialddb.  com /bud  - 
weiser/whassup/languages/launch.html 

Go  ahead.  Say  it.  Whassuuuuuuuuup. 
Rumble  those  vocal  chords.  And  don't 
forget  to  stick  your  tongue  out— way  out. 
Now  learn  how  to  say  it  in  Farsi,  Icelandic, 
Pig  Latin— and  33  other  languages.  You 
too  can  be  a  goodwill  ambassador  for  the 
American  beer  establishment.  Just  keep 
extending  that  tongue. 


CONSPIRACY  THEORY  101 

www.warontyranny.com/conspiracy 

Seems  like  everyone  on  the  Web  has  a 
conspiracy  theory.  But  none  quite  so  wel| 
er,  diagrammed  as  this  one.  The  Bin 
Ladens  and  the  Carlyle  Group?  Check  oui 
the  dizzying  lines  mapping  the  Axis  of 
Corporate  Evil.  Better  yet,  add  your  own 
vectors.  (We  know  you've  got  'em.)  Hung 
for  more  dirt?  You'll  find  conspiracy  rants 
going  back  to  Iran-Contra.  Sorry,  though- 
no  revelations  from  the  grassy  knoll. 

WORLD  RPS  SOCIETY 

www.  worldrps.  com 

For  most  of  us,  Rock-Paper-Scissors  was 
a  way  to  decide  who  got  the  last  cookie  o 
who  had  to  retrieve  the  ball  from  the 
cranky  neighbor's  yard.  But,  as  this  site 
attests,  there  are  serious  RPS  addicts  whi 
crave  tips,  tourneys,  T  shirts  and  totes. 
Who  knew? 

HOMETOWN  FAVORITES 

www.hometownfavorites.com 

What  a  bunch  of  Peter  Pans  we  boomers 
are.  If  a  product  hails  from  our  childhood- 
whatever  the  quality— it's  branded  a  class 
To  cash  in  on  our  voracious  nostalgia 
appetites,  this  site  sells  chestnuts  like 
Libby's  Sloppy  Joe  Sauce,  Aqua  Velva  aftt 
shave  and  Drake's  Cakes  Funny  Bones.  W 
like  the  candy  samplers  from  the  '50s,  '60 
70s  or  '80s.  (Necco  wafers,  Sugar  Lips  Wa 
Chewing  Gum,  Moon  Pies?  Yum.) 
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FOR  MORE  TOP  SITE  REVIEWS.  GO  TO  WWW.FORBESBE 


Kurt  Doelling,  Vice  President, 

Strategy  and  Priority  Programs,  Sun  Microsystems,  Inc. 


How  did  Sun's  reengineering  effort  impact  its  supply  chain?  Strong 

supply  chain  management  is  a  critical  business  imperative  for  Sun. 

We've  embarked  on  a  major  effort  to  speed  information  to  supply 

chain  partners  to  improve  the  timeliness  and  predictability  of 

product  delivery  to  customers.  The  goal:  faster  information 

flow,  better  responsiveness  to  customer  demand,  more  efficient 

inventories,  and  lower  costs  -  without  sacrificing  quality. 


T 


'ays  shines. 


Why    i2   as   a    solution?    Sun 

wouldn't  settle  for  anything  less 
than  best-of-breed  technology 
running  on  the  Sun  platform. 
i2's   strong    suite   of  Web- 
enabled  supply  chain  tools  » 
allowed    faster    time    to 
deployment      with      our 
external  business  partners. 

What  sorts  of  benefits  are  you  seeing?  We've 

made  a  lot  of  progress  in  a  short  period  of  time. 

We've  had  significant  improvements  in  our  factory 

materials  planning  and  long-range  supply  planning. 

We  have  tremendously  increased  the  velocity 

of    information   exchange   and   visibility   into 

multiple  tiers  of  suppliers.  We've  improved  our 

responsiveness  and  service  to  our  customers, 

while  making  better  use  of  our  assets. 


"Sun's  goals  were  to  provide  a  solution  that  makes  use 
Sun's  and  suppliers'  existing  infrastructures  and  reduces 
the  time  to  deployment,  while  minimizing  cost  of  entry. 
\2  was  instrumental  in  turning  that  vision  into  reality." 

We    have   also   seen   significant   cost   savings   and 
productivity   gains    in   factory   planning,    work   order 
release,  and  material  validation  processes. 

For  a  copy  of  this  case  study  and  others  that  show  more 
than    $29    billion    in    audited    value    delivered,    visit 
www.i2.com  or  call  1-866-288-4896. 


2002  i2  Technologies,  Inc. 


TEST  YOUR  MARKET  IQ 


THE  S&P  500  IS  A  CAR  RACE. 
TRUE  OR  FALSE? 


brain  wave; 


If  you  chose  false,  congratulations! 
You're  savvy  enough  to  think  about 
investing  in  Spiders. 


If  you're  looking  at  ways  to  invest  in  the  S&P  500  Index™  compare  and  contrast 
them  to  Spiders.  Spiders  are  the  best  parts  of  a  stock  and  a  mutual  fund  all 
pressed  into  one  neat  little  package.  Each  share  you  buy  is  a  portion  of  the  whole 
basket  of  S&P  500-'  stocks,  just  like  a  traditional  index  fund.  And  with  Spiders,  the 
management  fees  and  taxes  are  very  low.  (One  capital  gain  of  nine  cents  in  1996. 
That's  it*)  You  buy  and  sell  Spiders  the  same  way  you  buy  stocks,  and  pay  your 
usual  commission.  And  they're  easy-in-easy-out,  allowing  you  to  sell  anytime 
without  a  penalty.  Spiders  (SPY)  are  one  of  over  100  different  Exchange  Traded 
Funds  listed  on  the  American  Stock  Exchange,  making  it  possible  for  you  to  spread 
the  genius  all  over  your  portfolio.  Talk  to  your  broker  or  financial  advisor.  Or  to  get 
more  details  call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 


'Since  inception  in  i 
more   complete   infon. 
1-800-THE  AMEX  or  vis, 

SPDRs  are  subject  to  risk, 
subject  to  market  volatility 
more  or  less  than  their     riqinal 

ALPS  Distributors,  Inc.,  a  regi 

"Standard  &  Poors.  "  "S&P  "  "S& 
McGraw-Hill  Companies,  Inc.,  and  I 
are  not  sponsored,  endorsed, : 
representation  regarding  the 


has  distributed  only  one  capital  gain  of  $.09  in  1996.  For 
spectus,  including  potential  risks,  on  SPDRs;  call 
SPY.  Read  the  prospectus  carefully  before  you  invest. 

>t  stocks.  Investment  returns  will  fluctuate  and  are 

Mors  shares,  when  redeemed  or  sold,  may  be  worth 

performance   is  no  guarantee  of  future  results. 

is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 

ooi's  Depositary  Receipts  "  and  "SPDRs "  are  trademarks  of  The 

lor  use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs 

S&P  a  division  of  The  McGraw-Hill  Companies,  Inc.,  and  S&P  makes  no 

investing  in  SPDRs.  ©  2002  American  Stock  Exchange  LLC 


AMERICAI 

STOCK    EXCHANC 


Managed  by 

SSgA. 

State  Struct  G  lcdal  Advisors 


In  the  annals  of  patent 
history,  the  individual  who 
holds  the  title  of  World's 
Most  Aggressive  Enforcer  is 
the  late  Jerome  Lemelson. 
From  1954  until  his  death  in 
1997,  he  amassed  some  550 
patents  and  earned  more 
than  $1  billion  on  them. 

Most  assumed  Lemelson  would  hold  the  title  for  a  long 
time,  but  now,  just  five  years  later,  Ronald  Katz  is  on 
track  to  surpass  Lemelson's  earnings.  "We  have  made 
several  hundred  million  to  date,  and  we  expect  to  make 
$2  billion,"  says  Los  Angeles-based  Katz.  Together  with 
an  army  ot  outside  attorneys,  he  and  his  14-person  enter- 
prise, Ronald  A.  Katz  Technology  Licen- 
sing, work  feverishly  to  turn  46  of 
hi>  patents  into  revenue.  Some  of       ( 
America's  largest  corporations 
have  agreed  to  pay  Katz  for  licen- 
ses— AT&T,  American  Express, 
IBM,  Microsoft,  and  Wells  Fargo,  to  name 
just  a  few. 

Katz's  biggest  moneymaking  patents  deal  with  the  inter- 
play between  computers  and  telephones.  When  someone 
uses  a  phone  to  check  a  bank  balance,  respond  to  a  personal 
ad  in  the  newspaper,  or  even  participate  in  a  teleconference, 
he  or  she  may  be  using  Katz's  patented  technology. 

Naturally,  companies  in  the  computer  telephony  world 
are  not  happy  with  Katz's  reach.  "They  think  of  him  as  a  para- 
site," says  one  Silicon  Valley  attorney  who  works  in  the  field 
and  asked  not  to  be  named.  (Numerous  telecom  executives 
were  also  contacted  for  this  article  and  refused  to  respond.) 
This  attorney,  who  has  read  through  most  of  Katz's  patents, 
says  they  are  unusual  because  they  rest  on  narrowly  defined 
technology.  In  fact,  he  says,  the  written  description  of  the 
invention  runs  20  to  40  pages,  but  the  numbered  "claims" 
(claims  are  like  property  lines;  they  detail  what  is  and  is  not 
infringing  or  ttespassing)  run  into  hundreds  of  pages.  "He 
has  literally  thousands  of  claims,  and  they  differ  only  in  triv- 


SETTING 
PATENT  TRAPS 

A  66-YEAR-OLD  TYCOON  IS  SET 
TO  MAKE  $2  BILLION  ON  46  PATENTS 

BY  ERIC  W.  PFEIFFER 


settled  before  a  final  court 
judgment  on  the  validity  of 
the  patents. 

Katz  strongly  denies  that 
his  strategy  is  to  overly  amend 
and  complicate  his  patents. 
He  also  rejects  any  compari- 
son with  Lemelson,  whose 
claim  to  fame  was  the  so- 
called  submarine  patent.  This  kind  of  patent 
lies  in  wait  for  years  and  then,  just  as  a  com- 
pany or  a  technology  is  beginning  to  mature, 
it  suddenly  surfaces.  In  some  instances,  by 
masterfully  playing  the  patent  system,  Lem- 
elson submitted  patents  in  the  1950s  and, 
after  several  decades,  the  patents  would 
finally  be  issued.  By  then,  they  were  full  of 
amendments  that  miracu- 
lously contained  the 
latest  cutting-edge 
technology. 
Thanks  to  a  change  in 
the  patent  law,  it  is  no  longer  possi- 
ble to  extend  the  life  of  patents  in  this  way,  and,  says  Katz, 
most  of  his  patents  have  "terminal  disclaimers,"  which  limit 
their  life  to  17  years. 

Unlike  Lemelson,  Katz,  66,  has  more  legitimacy  as  an 
inventor.  In  1961  he  helped  invent  the  first  automated  credit 
and  check  verification  system.  In  the  1980s  he  developed  his 
computer- telephony  interface  technology,  which  enables  a 
computer  to  capture  a  phone  number  and  manipulate  it. 
And,  he  says,  "I  was  co-inventor  of  technology  for  anti- 
counterfeiting  and  data  mining  patents." 

Still,  like  Lemelson,  Katz  spends  all  his  time  making 
money  from  patents  rather  than  selling  an  actual  product  or 
a  service.  Like  his  predecessor,  he  has  figured  out  that 
patents  pay.  "Katz  isn't  doing  anything  other  people  aren't 
doing,"  says  Aharonian.  "He's  just  playing  the  game  better." 
That's  an  understatement.  Katz  says  that  most  of  his 
patents  will  end  by  2009,  which  means  that  until  then,  if 


ial  respects.  Many  are  broad  and  vague,  and  sorting  them  out      his  projections  hold  true,  he  could  earn  as  much  as  $235 


takes  a  lot  of  time,"  says  the  attorney. 

Time,  particularly  when  lawyers  are  involved,  means 
money.  When  faced  with  a  large  number  of  complicated 
patents,  it's  cheaper  for  companies  to  pay  for  a  license  than  to 
hire  expensive  attorneys  to  figure  out  their  merit,  explains 
longtime  patent  system  critic  Greg  Aharonian,  publisher  of 
Internet  Patent  News  Service.  Companies,  he  says,  end  up 
paying  Katz  to  leave  them  alone.  And  perhaps  to  save  money, 
all  four  companies  that  found  themselves  in  court  with  Katz 


million  per  year.  With  very  little  overhead,  his  firm  could 
make  more  profit  per  year  than  J.C.  Penney,  TRW,  or 
Nordstrom  did  in  2001. 

"He  didn't  invent  telephones  or  computers,"  says  the 
Silicon  Valley  attorney.  "And  he  didn't  invent  telephone 
protocols,  like  caller  ID.  He  opened  a  window  when  all  the 
basic  technology  had  been  developed  but  no  one  had  gotten 
around  to  putting  it  together.  He  exploited  that  window  and 
has  exploited  it  ever  since."  C§3I 
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THE  INVENTOR 
NEXT  DOOR 

INDEPENDENT  TINKERERS,  FOLLOWING  A  LONELY— AND 
UNLIKELY— PATH  TO  FORTUNE,  GET  BY  WITH  A  LITTLE 
HELP  FROM  THEIR  FRIENDS 

BY  CARLEEN  HAWN  AND  MICHAEL  BOLAND 
PHOTOGRAPHS  BY  DAVID  PERRY 
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Just  before  9  a.m.  on  a  crisp 
Saturday  morning  in  Reno, 
Nevada,  a  slow  trickle  of  people 
filters  into  a  drab,  airless  hos- 
pital conference  room.  At  first 
glance,  the  group  could  be  in  a 
garden-variety  12-step  support 
program.  "IVe  got  a  problem," 


says  a  preppy-looking  30- 
year-old  when  asked  why  he 
is  here.  "It's  too  hard  to  work 
out  on  my  own.  A  friend  told 
me  they  could  help  me,  so 
here  I  am." 

The  55  to  60  attendees 
greet  one  another  while  min- 
gling by  the  coffee  urn,  then 
find  seats  at  banquet  tables. 
Each  wears  an  artfully  penned 
name  tag  decorated  with  a 
lightbulb  in  a  cowboy  hat.  A 
gray-haired  man  in  a  powder- 
blue  sport  jacket  and  enormous 
sunglasses  swings  his  gavel 
and  invites  the  attendees  to 
introduce  themselves  and 
explain  why  they  are  there. 

The  first  brave  soul  stands 
and  nervously  adjusts  his 
Pittsburgh  Pirates  cap.  "My 
name  is  Dieter  Berndt,  and 
I'm  just  a  local  yokel,"  he  says. 
"I've  developed  an  Earth- 
friendly,  nontoxic  solvent  for 
cleaning  circuit  breakers  and 
such.  It's  based  on  hydrocar- 
bon chemistry,  and  I'm  hoping 
one  day  it  could  lead  to  an  in- 
home  dry-cleaning  service." 

"Like  a  dishwasher?"  some- 
one chimes  in  from  the  back. 

"That's  right,"  says  Berndt, 
55,  smiling  with  relief.  "You 
could  dry-clean  your  own 
clothes,  just  like  you  do  your 
own  dishes." 

Don  Evans  with  one  of  his 
200  patented  inventions,  an 
adjustable  plastic  trellis  sys- 
tem for  training  grapevines. 
(Right)  Moonlighters  such 
as  Victor  Patten  (left) 
and  Len  Schweitzer  come 
to  meetings  of  the  Nevada 
Inventors  Association, 
mostly  for  the  kibitzing 
and  kaffeeklatsch. 
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Clearly,  this  isn't  an  ordi- 
nary self-help  gathering.  It's 
the  monthly  meeting  of  the 
Nevada  Inventors  Associ- 
ation (NIA),  a  14-year-old 
support  group  for  ordinary 
folks  with  a  serious  addiction 
to  tinkering.  Most  art  ima- 
teurs  —  day-job  types  who 
toil  in  garage  workshops  by 
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Larry  Fowler  and  his 
failed  Cubic  Laser  2. 
"My  friends  don't 
associate  my  name  with 
intellectual  property." 


night  to  develop  gadgets  that 
they  hope  will  one  day  make 
them  rich,  or  maybe  get  them 
to  the  break-even  point.  Tens 
of  thousands  of  independent 
inventors  all  across  America 
do  the  same  thing,  through 
another  97  inventor  collec- 
tives from  Florida  to  Alaska. 
Theirs  is  a  lonely  and  un- 
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likely  path  to  fortune.  Whilel 8I 
11%  of  the  1.3  million! 
patents  issued  by  the  U.S. 
Patent  and  Trademark  Office 
from  1992  to  2001  went  tof" 
independent  inventors,  less]  '* 
than  2%  of  these  make  a 
profit.  It  is  rare  that  aniitv 
independent  inventor  can  l 
afford  to  invest  the  money! a 
necessary  to  move  a  product  " 
out  of  the  garage  and  ontoj  » 
store  shelves.  Most  who  try 
will  fail  and  end  up  in  debt. 

So  once  a  month  they  get' B 
together  to  share  their  ideas, 
learn  from  each  other's  expe 
riences,  and  maybe  skim  off  a 
little  optimism.  For  many,1*' 
these  meetings  are  the  only: 
place  where  their  sacrifice 
and  creativity  are  acknowl- 
edged, much  less  rewarded. 
Yet  in  a  historical  sense,  these 
tinkerers — with  predecessors 
like  Benjamin  Franklin  and 
Thomas  Edison — embody 
the  American  spirit,  and  on 
a  good  day  even  stoke 
our  economy. 

Occasionally  the  NIA 
hosts  a  guest  speaker  to  offer 
advice  and  inspiration. 
Today's  circuit  preacher  is 
Lawrence  Udell,  executive 
director  of  Intellectual  Prop- 
erty International,  a  private 
consultancy  based  in  Castro 
Valley,  California.  Guests  are 
invited  for  their  expertise, 
of  course,  but  at  most  meet- 
ings, Berndt  says,  members 
gather  "for  the  kibitzing  and 
kaffeeklatsch,  to  tap  one 
another's  brains  for  our  own 
personal  benefit." 

The  NIA  has  a  storied 
past.  One  of  its  members  was 
the  late  Jerome  Lemelson, 
the  legendary,  prodigious 
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latent  seeker  who  made  bil- 
ion>  off  license  revenues 
rom  more  than  550  patents 
ield  in  his  name.  Nevada,  a 
tate  perhaps  best  known  tor 
vashed-up  silver  miners  and 
>redatory  cardsharps,  ranks 
eventh  in  the  nation  for 
lumber  of  patents  per  capita 
Rued  to  independent  patent 
lolders.  Every  member  of 
he  NIA  is  a  would-be  Lemel- 
on.  Many  are  experienced, 
ike  Don  Costar,  78,  whose 
lome-crafted  gardening  tool, 
i  Freddy  Krugeresque  metal 
glove"  called  the  Klam  Rake, 
vas  once  sold  on  QVC.  "I 
old  1,000  units  in  five  min- 
ites,"  Costar  says.  But,  like 
>t  small-time  inventors, 
ie  K  isi  money. 

"As  an  independent  m- 
rentor  you  don't  have  a 
snowball's  chance  in  hell 
't  making  it,"  says  Victor 
'atten,  58.  He  found  out  the 
iard  way.  A  40-year  veteran 
>t  Pacific  Gas  &.  Electric, 
?atten  says  his  invention,  an 
adapter  that  saves  energy  by 
lllowing  a  three-phase  power 
neter  to  be  read  like  a  single- 
shase  meter,  was  stolen  by 
another  businessman  after 
3atten  refused  the  man's  offer 
to  Ucense  his  patent.  "1  told 
him  I  wanted  to  capitalize  on 
it  myself.  He  said  'OK,  I'll  just 
steal  it.  Take  me  to  court.'  He 
knew  I  didn't  have  $100,000 
to  fight  a  lawsuit.  He  called 
my  bluff.  Now  I  see  you  can't 
do  it  alone." 

Don  Evans,  76,  is  one  of 
the  NIA's  glittering  excep- 
tions to  the  going-broke- 
while-going-for-broke  rule. 
A  specialist  in  plastics  mold- 
ing, Evans  holds  more  than 
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200  patents  for  an  array  of 
products  that  range  from  a 
pill  dispenser  for  the  elderly 
to  an  adjustable  trellis  system 
for  training  grapevines.  Evco, 
the  company  he  founded  in 
1964  to  market  his  inven- 
tions, now  employs  more 
than  700  people  at  12  facto- 
ries in  the  United  States, 


Janelle  Muldner,  with  a 
dermatology  patient  at 
a  San  Francisco  plastic 
surgeon's  office,  found  the 
engineer  who  built  her 
handheld  dermabrasion 
device  through  a  chance 
meeting  in  a  bar. 


Mexico,  and  China.  Evans 
won't  say  how  much  money 
he  makes  through  Evco,  but 
at  the  NIA  he  is  treated  with 
awe  and  reverence. 

"Some  say  Don  is  a 
billionaire,"  whispers  Len 
Schweitzer,  with  more  than  a 
hint  of  jealousy.  Schweitzer, 
65,  comes  to  these  meetings 
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hoping  that  someone  like 
Evans  or  Udell  will  help  him 
turn  his  idea  into  dollars,  too. 
A  ruddy-faced  building  con- 
tractor, Schweitzer  invented 
the  Rodmaster,  a  device  that 
looks  like  an  oversize  car 
jack,  which  is  used  to  bend 
steel  reba;  "There  is  hardly  a 
shape  you  ike!"  he 

says  breath  i  ,aon- 

strates  by  tv  i 
rebar  into  a  i 
pleted  figure 
says  he  has  made 
of  the  rough-l' 
which  he  sells  to  oth*. 
ing  contractors  for  ben 
$250and$280.Hefigun 
has  invested  $75,000  in  the 
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Rodmaster,  but  he  hasn't 
made  a  profit  yet  and  doesn't 
expect  to  anytime  soon. 

"I  don't  know  much  about 

marketing.  I've  always  worked 

with  my  hands,"  Schweitzer 

says.  He'd  like  to  license  one 

of  the  six  patents  he  holds  on 

the  Rodmaster  to  a  company 

like  Home  Depot,  but  so  far 

he  has  had  no  luck.  On  this 

day  he  gets  some  welcome 

encouragement.  "You  sell 

-  for  250  bucks?"  Udell 

i  >vks  incredulously.  "That's 

i  cheap.  1  know  some- 

'ectrolux.  You  know, 

lish  corporation? 

;13  billion  a  year. 

ivily  involved  in 


Bill  Torch  with  a  model  of 
his  Eye-Corn  sunglasses, 
which,  if  he  donned  them, 
would  tell  him  that  he's 
falling  asleep. 

construction.  The  door  could 
be  opened  for  a  contract  on 
this.  Talk  to  me  later." 

Udell,  a  spry  septuagenar- 
ian whose  raspy  voice  and 
western  attire  give  him  a  strik- 
ing resemblance  to  Yosemite 
Sam,  lobs  enthusiastic  advice 
at  nearly  every  NIA  pre- 
senter. Among  the  mostly 
querulous  crowd,  he's  a 
relentless  cheerleader. 

"Why  don't  you  have 
a  patent  on  that?"  Udell 


demands  of  the  next  speaker, 
NIA  member  Larry  Fowler. 
Fowler,  47,  has  just  finished 
demonstrating  his  invention, 
the  Cubic  Laser  2.  It's  a 
handheld  laser  gun  that  uses 
clever  software  algorithms  to 
instantly  measure  the  volume 
of  a  standing  stockpile,  such  as 
gravel  or  garbage.  Stockpiles 
are  typically  estimated  by  a 
yard  surveyor  using  a  tape 
measure.  In  three  years  Fowler 
sold  just  three  Cubic  Laser  2 
devices,  at  $2,400  each.  It 
barely  covered  his  costs.  "This 
is  as  far  as  I  go  in  the  laser 
business,"  says  Fowler  grudg- 
ingly. "Why  should  I  waste  my 
money  patenting  something 
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"We  told  KPMG  Consulting: 

Texans  should  do  government 

business  online,  not  in  line/' 


"KPMG  Consulting  and  the  State  of  Texas  have 
certainly  hit  a  home  run  with  the  people  of 
Texas.  In  90  days,  we  provided  our  citizens 
with  TexasOnline  ...  establishing  our  place  in 
the  market. 

"We've  lowered  the  transaction  cost  for  people 
to  do  their  government  business.  The  benefits 
are  endless,  and  we've  only  begun  to  scratch 
the  surface." 


www.TexasOnline.com 


"This  is  a  very  new  opportunity  in  government 
providing  services  on  the  Internet.  We  saw 
this  as  a  business  problem,  not  a  technology 
problem. 

"So  we  created  a  solution  where  we  not  only 
build  and  manage  the  technology,  but  we 
manage  the  accounting,  finance,  marketing, 
public  relations,  customer  service,  and 
translation  services. 

"We're  very  proud  to  have  just  had  our  5 
millionth  visit  to  TexasOnline." 


YOU   CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 


BUSINESS    SYSTEMS:      STRATEGY      IMPLEMENTATION      RESULTS 


2  KPMG  Consulting.  Irtc  All  rights  reserved   KPMG  Consulting.  Inc.  is  an  independent  consulting  company 


that  has  such  limited  demand? 
Besides,  my  friends  don't 
associate  my  name  with  intel- 
lectual property." 

Not  all  N1A  members  are 
this  cynical. 

"I  wouldn't  be  where  I  am 
today  if  it  weren't  for  this 
group,"  says  Janelle  Muldner. 
"They  listened  to  me." 

A  well-groomed  brunette, 
clad  in  form-fitting  red  pants 
and  a  low-cut  sweater  set, 
Muldner  looks  younger  than 
her  46  years.  The  aestheti- 
cian-turned-entrepreneur  was 
"laughed  out  of  banks"  when 
she  tried  to  get  funding  for 
the  Exalt  (short  for  "exfoliating 
alternatives"),  a  handheld 
dermabrasion  device  that  she 
hopes  women  will  one  day 
use  to  give  themselves  home 
facials.  The  folks  at  the  NIA 
came  to  her  rescue.  They 
directed  Muldner  to  a  lawyer 
who  drafted  a  patent  appli- 


cation for  her  gadget.  It's 
still  pending. 

Although  she  could  be 
the  most  unlikely  inventor 
in  the  room  (she  found  the 
Nebraska-based  engineer  who 
designed  the  prototype  of 
her  dermabrator  through  a 
chance  meeting  in  a  bar), 
things  are  falling  into  place 
fast  for  Muldner.  She  recently 
got  $300,000  in  funding  from 
an  ex-marketing  executive  of 
Silicon  Valley-based  Seagate 
Technology.  The  investor  also 
arranged  for  Muldner  to  travel 
to  Korea,  where  she  landed  a 
licensing  agreement  with  a 
third-party  manufacturer  of 
home  appliances.  Muldner 
already  has  a  purchase  order 
from  Fry's  Electronics  for 
5,000  units  of  her  micro- 
dermabrator. 

William  Torch's  invention 
isn't  quite  as  sexy  as  Muld- 
ner's,  but  it  has  promising 


applications  for  human  safety. 
Torch,  59,  is  a  neurologist 
who  specializes  in  sleep  disor- 
ders. He  invented  a  biosensor 
that  uses  infrared  light  to 
measure  the  frequency  and 
speed  of  a  human  eye  blink. 
Torch  believes  his  invention 
could  be  used  by  truckers  or 
pilots  to  warn  them  when 
they  are  getting  tired,  or  by 
law  enforcement  officers  to 
determine  if  someone  is  driv- 
ing under  the  influence  of 
alcohol.  Called  the  Eye-Corn, 
the  device  is  small  enough  to 
fit  on  the  inside  of  a  pair  of 
glasses.  A  typical  eye  blink 
lasts  about  one-fifth  of  a 
second.  When  the  wearer  o{ 
the  glasses,  in  this  case  Torch, 
begins  blinking  slower  than 
normal,  say  for  half-second 
intervals,  an  alarm  goes  off. 
"The  eyelid  reflects  infrared 
light  while  the  eyeball  absorbs 
or  deflects  it,"  Torch  explains, 


as  he  stumbles  about  the  room 
blinking  with  dramatic  exag- 
geration. Torch  has  three 
patents  and  one  pending  on 
the  Eye-Com,  and  he  recently 
won  a  $100,000  grant  from 
the  Centers  for  Disease 
Control  and  Prevention  to 
fund  clinical  tests  on  the 
device.  If  his  invention  works, 
Torch  could  get  another  CDC 
grant,  which  includes  an 
option  for  the  government  to 
license  his  gadget.  But  if  he's 
learned  anything  from  the 
NIA,  it  is  not  to  count  too 
much  on  a  single  customer  or 
government  funding  source. 
"I'm  already  talking  with  an 
aviation  company  in  South- 1 
ern  California,"  he  says. 

"Wonderful  invention — I 
tremendous  potential,"  Udell 
shouts. "Talk  to  me  later!"  c§3l 

Carleen  Hawn  is  a  member  of\ 
Forbes'  Silicon  Valley  Bureau. 


So  you  think  you've  invented  a  better 
mousetrap.  Now  what?  We  asked  veteran 
inventors  and  patent  lawyers  for  tips  on 
how  to  get  started  in  the  patent  process. 


USE  THE  DIGjTALTOOLS  AT  YOUR  FINGERTIPS. 
PatentCafe.com,  lnventNET.com,  and 
tnventorfraud.com  are  good  places  to  talk 
to  other  inventors,  learn  how  to  identify 
scams,  locate  local  inventor  groups,  and 
obtain  lawyer  contacts  and  legal  info. 

CHECK  YOUR  COMPETITION.  Before  you 
spend  thousands  in  legal  fees,  be  aware 
that  only  2%  of  patents  rt^ake  any  money. 
Experts  iHfemend  a  $200  professional 
marketaHJ  iluatiOn  by  the  World 


Innovation  Network  (www.wini2.com). 

MAKE  USE  OF  THE  PROVISIONAL  PATENT 
APPLICATION.  For  $80  you  receive  a  year  of 
"patent  pending"  status,  during  which  you 
can  further  test  the  waters.  Have  a  patent 
lawyer  look  at  your  invention  before  you 
start  trying  to  sell  it.  If  you're  not  a  good 
salesperson,  try  finding  reliable  marketing 
agents  at  www.inventorfraud.com/ 
helpers.htm. 


STAY  AWAY  FROM  INVENTION  _ 
ADVERTISED  ON  LATE-NIGHT  TV.  For  up  to 
$  1 3,000  they  give  you  a  design  patent  (a 
utility  patent  is  needed  to  protect  most 
inventions)  and  promise  its  "submission  to 
industry" — a  contractual  obligation  they 
can  fulfill  by  submitting  your  toothbrush 
design  to  Ford  Motor  Company. 


BE  AWARE  THAT  THE  USPTO  GIVES 
PRIORITY  TO  THOSE  WHO  CAN  PROVE 
THEY  THOUGHT  OF  AN  IDEA  FIRST  (as 
opposed  to  those  who  filed  for  a  patent 
first).  But  don't  mail  your  idea  to  yourself 
hoping  that  the  postmark  will  prove  the 
date  you  came  up  with  the  idea.  This 
oft-tried  strategy  is  filled  with  legal  holes. 
Instead,  file  a  $10  USPTO  disclosure 
document  (see  www.uspto.gov/web/ 
offices/pac/disdo.html). 

THINK  TWICE  BEFORE  STARTING  A  COM- 
PANY AROUND  YOUR  INVENTION.  The 
odds — and  the  corporate  giants — are 
stacked  against  you.  Most  experts  recom- 
mend a  licensing  model  for  first-timers.  If 
you  decide  to  venture,  don't  do  it  alone. 
Hire  a  consultant  or  seek  venture  capital, 
which  can  serve  as  another  good  mar- 
ketability test  (at  least  maybe  these  days). 

MICHAEL  BOLAND 
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Ironically,  the  fractional  jet  company 

that  makes  the  most  financial  sense 
sn't  the  one  run  by  the  financier. 

It's  the  one  run  by  the  pilot. 
Perhaps  that's  not  so  ironic. 


It  took  a  financier  to  make  fractional  jet  ownership  a  good  idea.  It  took  a  pilot  to  make  it  a  great 
one.  From  Flight  Options  CEO  Kenn  Ricci,  a  fully  licensed  pilot,  comes  this:  a  new,  no-load 
approach  to  the  fractional  ownership  of  a  new  jet.  We  call  it  Factory  Supported  Pricing.  You'll 
call  it  cost-effective.  New  jets  don't  cost  as  much  to  operate,  so  Flight  Options  passes  on  the 
savings  to  you.  The  financier  pockets  them.  What's  more,  you'll  always  fly  a  new  jet  with  the 
only  company  that  offers  dedicated  crewing,  just  like  the  military.  Exercise  your  options  by 
calling  1-877-703-2348.  Orvisitflightoptions.com. 
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ected  new  and  pre-owned  models  available:  Gulfstream  IV,  Challenger  601-3A,  Falcon  50,  Hawker  800XP,  Hawker  800A,  Citation  III,  Citation  V,  Beechjet  400A,  CitationJet  and  King  Air. 
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If  the  world  is  your  office,  consider  this  a  locked  door. 


Your  data  says  "do  not  disturb"  thanks  to  the  IBM  Embedded  Security  Subsystem.  It's  an  extra  layer 
of  confidence,  developed  by  IBM  and  built  right  into  select  ThinkPad®  notebooks.  It  can  help  protect  your 
most  valuable  files  and  e-mail,  so  you  can  focus  on  what  really  matters,  your  business.  The  Embedded  Security 
Chip,  available  on  select  ThinkPad'9  models,  is  placed  inside  your  computer  so  that  there  is  no  separate  device, 
like  a  smart  card,  to  be  lost  or  stolen.  When  the  chip  is  combined  with  IBM  Client  Security  Software  (available  for 
download),  it  means  that  you  have  an  enhanced  level  of  protection.  The  IBM  Security  Subsystem,  exclusive  to 
IBM,  is  just  another  benefit  that  makes  the  IBM  ThinkPad  notebook  a  better  computing  experience.  And  now  it's 
even  more  powerful  with  the  Mobile  Intel®  Pentium®  4  Processor  -  M.  Notebooks  like  this  one  open  the  doors 
of  opportunity  for  you,  wherever  you  go. 
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IBM  Embedded 
Security  Subsystem 


li 
* 


2 


i 


New!  Microsoft"  Windows'  XP' 

Take  advantage  of  the  most  powerful  Microsoft  PC  operating 
system  to  date.  It  can  bring  advanced  mobility,  enhanced  security, 
and  reliability  plus  greater  networking  options  to  your  IBM  systems. 
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|M  ThinkPad  R31 

ft  blend  of  portability  and  essential  features 
I  :ocessor  106GHz 

-  "FT  display  •  128MB-*  SDRAM 
iBJ  hard  drive  •  Uirrabay™  Plus  CD-ROM 

:el  Graphics 
jrated  Ethernet  and  modem 

Windows*  XP  Home  Edition 
s*  SmartSuite*  Millennium  license 
•  Adobe  Acrobat  Reader4 
■n*  Li-Ion  battery  •  53  lbs  travel  weight4 
limited  warranty' 


1,249    C 


NavCode 

265625U-M434 


isLease'  lor  Small  Business  S45  MO..'  36  MOS 


APPABLE  OPTIONS: 

*Pad  Nylon  Carrying  Case   #10K0207)  $49 

ikPad  R  Series  Li-Ion  Battery  (#02K6821)  $139 

vicePac'  Service  Upgrade: 

Depot  Repair  at  $179  (#30L9192) 


IBM  ThinkPad  X23 

Extra-light,  extra-small,  ultraportable 

Mobile  Intel''  Pentium"  III  Processor  866MHz  -  M 

Supports  Enhanced  Intel  SpeedStep™  Technology* 

121"  XGA  TFT  display  •  128MB"  SDRAM 

30GB  hard  drive 

8Mb  ATI  Mobility  Radeon  Graphics 

Integrated  Ethernet  and  modem 

Microsoft'  Windows"  2000  Professional 

Lotus  SmartSuite  Millennium  license 

PC  Doctor  •  Access  ThinkPad 

46-hr  Li-Ion  battery  •  35  lbs  travel  weight 

3-yr/1-yr  battery  limited  warranty 


2,349    D 


NavCode 

2662E5U-M434 


SuccessLease  for  Small  Business  $83  MO.,  36  MOS. 


SWAPPABLE  OPTIONS: 

Ultrabase  X2  Media  Slice  (#08N1180)  $199 

IBM  1GB  Microdrive™  (#07N5575)  $379 


ServicePac*  Service  Upgrade: 

3-yr  Onsite/9x5/Next  Business  Day  Response  at  $147  (#30L9197) 


W!  IBM  ThinkPad  T30 

1ect  balance  of  performance  and  portability 

ale  mter*  Pentium*  4  Processor  1 60GHz  -  M 
ports  Enhanced  Intel  SpeedStep'"  Technology' 
XGA  TFT  display  •  256MB  DDR  SDRAM 

i  drive  •  Ultrabay™  Plus  DVD-ROM 
IB  ATI  Mobility  Radeon  7500  Graphics 
grated  Ethernet  and  modem 
resort'  Windows*  2000  Professional 
is  Sma/tSuite  Millennium  license 
Doctor  •  InterVideo  WmDVD 
nium  Composite  Top  and  Bottom  Covers 
aNav  Dual  Pointing  System 
D  Shock  Absorber 
hr  b-lon  battery  •  49  lbs  travel  weight 

attery  limited  warranty 


2,499    C 


NavCode 

236621 U-M434 


ccessLease  for  Small  Business  $89  MO  ,  36  MOS. 


'APPABLE  OPTIONS: 

■  32MB  USB  Memory  Key  (#22P5296)  $79 

>MB  DDR  SDRAM  (K10K0030)   $189 


■vicePac*  Service  Upgrade:' 

r  Onsite/9x5/t\lext  Business  Day  Response  at  $147  (#30L9197) 


IBM  ThinkPad  A31 

High-performance  desktop  alternative  with 

exceptional  versatility 

NEW!  Mobile  Intel"  Pentium"  4  Processor  1.60GHz  -  M 

Supports  Enhanced  Intel  SpeedStep  Technology 

15"  SXGA+  TFT  display 

256MB  DDR  Memory  •  40GB  hard  drive 

Ultrabay'"  2000  DVD-ROM/CO-RW  Combo 

Integrated  Ethernet  and  modem 

32MB  ATI  Mobility  Radeon  7500 

i  t  i  802.11b  Wireless  Technology 
IBM  Embedded  Security  Subsystem 
Microsoft*  Windows'*  XP  Professional 
Lotus  SmartSuite  Millennium  license 
PC  Doctor  •  VERITAS  RecordNOW 
InterVideo  WmDVD 

23-hr  Li-Ion  battery  •  70  lbs  travel  weight 
1-yr  limited  warranty 


2,674    C 


NavCode 

2652D5U-M434 


SuccessLease  for  Small  Business  $95/MO.,  36  MOS. 


SWAPPABLE  OPTIONS: 

Ultrabay  Plus  Device  Carrier  (#27P5737)  $59 

ThinkPad  A  Series  Li-Ion  Battery  (#02K6878)  $165 


ServicePac"  Service  Upgrade: 

3-yr  Onsite/9x5/Next  Business  Day  Response  at  $299  (#30L9195) 


Computrace  Plus  PC  Tracking  and 
Loss  Control,  provided  by  Absolute 
Software,  Inc. 

Increase  the  manageability  of  your  company's 
system  assets  by  using  this  tracking  agent 
to  keep  up  with  it  all.  Help  protect  your 
company  from  expenses  incurred  to  replace 
a  stolen  system  by  letting  Computrace 
attempt  to  track  and  recover  your  stolen 
system  A  tracking  agent  located  on  your 
hard  drive  and  the  Computrace  Monitoring 
Center  do  all  the  work. 

Call  1  888  Shop-IBM  for  more  details. 

12-Month  Monitoring  Coverage    (#22P8035) 
$49.99 

36-Month  Monitoring  Coverage   (#22P8036) 

$119.95 

Looking  for  Microsoft®  Office  XP 
Small  Business  or  Office  XP 
Professional  with  your  IBM  system? 

Call  us  to  see  just  how  affordable 
a  system  preloaded  with  Microsoft 
Office  XP  can  be. 


Direct 
To  You 


Call  1  866  426-3076  or  click  www.ibm.com/shop/M434 

to  buy  direct,  locate  an  IBM  reseller  or  for  more  information. 


|j  NavCode™  Get  the  latest  pricing  and  information  fast  Use  NavCode  on  the  phone  or  on  the  Web 


i  Look  for  this  symbol  to  quickly  find  wireless-enabled  IBM  systems. 


IBM  PCs  use  genuine  Microsoft®  Windows® 
www.microsoft.com/piracy/howtotell 


rranty  Information:  For  a  copy  ot  applicable  product  warranties,  write  lo  Warranty  Information,  RO  Box  12195.  RTR  NC  27709,  Attn  Dept  JDJA/B203.  IBM  makes  no  representation  or  warranty  regarding  third-party  products  or  services  "Prices 
tot  include  tax  or  shipping  and  are  subiect  to  change  without  notice  Reseller  prices  may  vary  Certain  Microsoft"  software  product(s)  included  with  this  computer  may  use  technological  measures  lor  copy  protection  IN  SUCH  EVENT,  YOU  WILL  NOT 
HBLE  TO  USE  THE  PRODUCT  IF  YOU  DO  NOT  FULLY  COMPLY  WITH  THE  PRODUCT  ACTIVATION  PROCEDURES.  Product  activation  procedures  and  Microsoft's  privacy  policy  will  be  detailed  during  initial  launch  ol  the  product,  or  upon  certain 
stallations  ot  the  software  producl(s)  or  reconfigurations  ol  the  computer  and  may  be  completed  by  Internet  or  telephone  (loll  charges  may  apply).  'Memory  supports  both  system  and  video  Accessible  system  memory  may  be  up  to  32MB  less  than 
amount  stated,  depending  on  video  mode.  'GB  =  1,000,000,000  bytes  when  referring  to  storage  capacity;  accessible  capacity  is  less.  'Some  software  may  dilfer  Irom  its  retail  version  (il  available),  and  may  not  include  user  manuals  or  all  program 
totality.  Software  license  agreements  may  apply.  'These  model  numbers  achieved  at  eTesting  Labs,  Inc.'s  BalteryMark™  4.0.1  Battery  Rundown  Time  ol  the  times  shown  above.  This  lest  was  performed  without  independent  verification  by  eTesting 
s,  Inc;  eTesting  Labs,  Inc  makes  no  representations  or  warranties  as  to  these  lest  results.  BatteryMark  is  a  trademark  of  Ziff  Davis  Publishing  Holdings  Inc.,  an  affiliate  of  eTesting  Labs  Inc.,  in  the  US  and  other  countries  A  description  of  the 
ironment  under  which  the  test  was  performed  is  available  at  ibmcom/pc/ww/thml<pa(l/balleryliiehlml%c\u<les  battery  and  optional  travel  bezel  instead  ol  standard  optical  drive  in  Ultrabay  2000,  il  applicable,  weight  may  vary  due  lo  vendor 
iponents,  manufacturing  process  and  options.  Telephone  support  may  be  subiect  to  additional  charges.  For  onsile  labor,  IBM  will  attempt  to  diagnose  and  resolve  the  problem  remotely  before  sending  a  lechnician.  "SuccessLease  is  offered  by 
i-party  providers  of  business  linancing  approved  by  IBM  Global  Financing.  SuccessLease  terms  and  conditions  provided  by  the  third  parly  Featured  monthly  lease  payments  include  prespecified  purchase  option  at  end  of  lease,  lo  qualified 
iness  customers  only,  installing  in  the  US  Documentation  fee  and  lirst  month's  payment  due  at  lease  signing,  taxes  are  additional  Offer  may  be  withdrawn  or  changed  without  notice  Options  cannot  be  leased  separately  'With  Intel  SpeedStep. 
;essor  speed  may  be  reduced  to  conserve  battery  power  These  services  are  available  for  machines  normally  used  lor  business,  professional  or  trade  purposes,  rather  than  personal,  family  or  household  purposes.  Not  all  machine  types 
models  are  covered.  Service  period  begins  with  the  equipment  date  of  purchase  Service  must  be  purchased  during  the  original  limited  product  warranty  period.  Service  levels  are  response-time  objectives  and  are  not  guaranteed.  A  service 
inician  is  scheduled  to  arrive  at  your  location  within  two  or  lour  business  hours  or  Ihe  next  business  day  (depending  on  service)  after  remote  problem  determination  is  completed.  For  9x5x4-hour  service,  calls  dispatched  after  1 :00pm  local 
:,  you  can  expect  the  service  technician  lo  arrive  by  the  morning  of  the  following  business  day.  For  non-critical  service  requests,  a  service  technician  will  arrive  by  the  end  of  the  following  business  day  II  the  machine  problem  turns  out  to  be 
ustomer  Replaceable  Unit  (CRUi,  IBM  will  express  ship  the  part  to  you  lor  quick  replacement  Onsite  24x7x2-hour  service  is  nol  available  in  all  locations.  External  peripherals,  such  as  racks,  tape  drives,  and  channel  controllers,  require  their 
i.  separate  service  coverage;  they  are  not  covered  under  the  attached  Machine.  Service  activation  is  required  immediately  following  purchase.  For  ThinkPad  notebooks  requiring  LCD  or  other  component  replacement,  IBM  may  choose  lo 
orm  service  at  the  depot  repair  center  For  tailing  non-IBM  components,  customer  must  provide  replacement  part  unless  IBM  has  a  Technical  Support  Agreement  with  Ihe  manufacturer  Service  does  nol  cover  accessories,  supply  items  and 
ain.parts  such  as  batteries,  frames  and  covers  All  offers  subiect  to  availability.  IBM  reserves  the  right  to  alter  product  offerings  and  specifications  al  any  time,  without  notice.  IBM  cannot  be  responsible  lor  photographic  or  typographic  errors. 
cessLease  and  all  IBM  product  names  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  Lotus  and  SmartSuite  are  registered  trademarks  of  Lotus  Development  Corporation  and/or  IBM  Corporation.  Intel, 
I  Inside,  the  Intel  Inside  logo,  Pentium  and  Celeron  are  registered  trademarks  and  SpeedStep  is  a  trademark  of  Intel  Corporation  or  its  subsidiaries  in  the  United  Stales  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  ol 
tosoft  Corporation.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others  ©2002  IBM  Corp.  All  rights  reserved. 
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TWELVE  SCIENTISTS  LAY  ODDS  ON 
■  ,  THE  NEXT  GREAT  INVENTIONS 

EDITED  BY  IAMES  DALY  AND 
%.      MICHAEL  BOLAND 

^LUSTRATIONS  BY  a 

■     '  STEVE  BRODNER 


PAUL  B.  MacCREADY 

Aviation  pioneer  Paul  B.  MacCready  is  the 

founder  and  chairman  of  AeroVironment,  He 

designed  and  built  the  Gossamer  Condor,  the  first 

'  sustained  and  controlled  human-powered  plane,  in  1979. 

"Solving  the  energy  problem  is  key.  Right 
now,  we  could  cut  the  amount  of  power 
used  in  this  country  by  a  factor  of  two. 
You  can  get  that  power  from  renewable 
resources — wind  and  solar,  for  example'— 
rather  than  burning  fossil  fuel  and  putting 
contaminants  in  the  atmosphere.  Instead,  our 
government  likes  to  burn  oil  and  ignores  its 
many  negative  aspects.  We  need  to  focus  on 
the  betterment  of  society,  not  just  on  making 
money.  We  must  look  at  bigger  issues, 
like:  Is  the  world  going  to  survive?" 
COMPANIES  TO  WATCH:  McDonough  Braungart 
Design  Chemistry  (environmentally  friendly 
product  design); Toyota  and  Honda  (vehicles 
that  run  on  fuel  cells). 
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RUTH  ROGAN  BENERITO 

Ruth  Rogan  Beiierito  has  used  her  broad  scientific 

training  to  radically  change  the  cotton,  wood, 

and  paper  industries.The  most  noteworthy  benefit  for 

consumers  has  been  her  development  of  easy-care 

cottoi    mdv         ind-wear  fabrics. 

"One:  Innovative  procedures  for  the  use 

of  embryonic  stem  cells  that  will  be  used  to 

cure  debilitating  diseases  or  reconstruct 

nerve  cells  after  spinal  coed  injuries. 

Two:  Invention  ot     harmless  but  effective 

method  that  >        >ntrol  termite 

infestations  at  <  v/orld. 

^ Three:  Innovative  mass-ti     isil  systems; 

that  will  lower  energy  ■*   rind 

and  improve  the  environrnont.'V, 
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CARVER  MEAD 

Carver  Mead  made  many  pioneering 
contributions  to  solid-state  electronics  and 
microchip  design.  He  is  professor  emeritus  at  t 
California  Institute  ofTechnology  and  founded  Fo' 
a  manufacturer  of  digital  camera  technology  and  pi 

"Any  specific  prediction  we  make  abou  « 
upcoming  inventions  is  bound  to  be  wroj  «i 
even  if  we  are  talking  about  our  own  woi  In 
Our  predictions  are  really  just  our  aspira 
As  we  learn  more  and  follow  our  heart  am 
instincts,  our  aspirations  change.  Eventu 
our  work  leads  us  to  a  place  we  may  n< 
have  imagined.  But  it's  usually  complet 
different  from  anything  we  ever 
predicted.  And  much  better, 
always  much  better." 
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RAY  KURZWEIL 

Ray  Kurzweil  was  the  principal  developer  of  the  first  omnifont 
optical  character-recognition  technology,  the  first  print-to-speech 
reading  machine  for  the  blind,  and  the  first  music  synthesizer  capable 
of  re-creating  the  grand  piano  and  other  orchestral  instruments. 

"I  have  two  ideas,  although  their  full  impact  won't  be  felt  for  decades. 
The  first  is  a  three-dimensional  molecular  computer,  possibly  based 
on  nanotube  technology.  Molecular  computing  will  keep  the  exponential 
growth  of  computing  going  past  the  anticipated  life  span  of  Moore's  Law. 
The  next  idea  is  a  system  for  sending  microscopic  intelligent  robots  into 
the  human  bloodstream. These  robots  will  fight  pathogens,  rebuild  bodi 
provide  full-immersion  virtual  reality  from  inside  the  nervous  system 
and  establish  direct  mental  connections  to  the  Internet." 
COMPANIES  TO  WATCH:  Hewlett-Packard,  Lucent  Technologies 
Bell  Labs,  Matrix  Semiconductor. 


MOIRA  GUNN 

Moira  Gunn  is  the  host  of  National  Public 
Radio's  "Tech  Nation."  She  holds  a  Ph.D.  in  mechanicaP 
engineering  and  a  software  patent  in  human  nutrition. 

"Any  invention  that  doesn't  network  effectively  and 
address  human-centric  design  parameters  is  an  exercise 
in  burning  venture  capital. The  biggest  problem  with  new 
iventions  is  that  they're  running  smack  up  against  the  fact 
lat  we're  human.  We  can  build  a  little  phone,  but  it's  too 
iny  to  use.  We  can  build  a  thumbnail  screen,  but  no  one 
can  read  it.  If  an  invention  doesn't  work  for  Mobile  Me, 
then  it  might  as  well  not  exist.  So,  repeat  after  me: 
'I  am  the  center  of  my  techno-universe.  I  am 
tired  of  lugging  around  all  this  stuff, 
I  am  getting  pretty  grumpy.'" 


i 


DEAN  KAMEN 

Dean  Kamen  holds  more  than  1 50  patents.  His  inventions  include  a  portable 

dialysis  machine  and  the  Segway  Human  Transporter.  Kamen  is  also  the  founder 

of  FIRST,  an  organization  dedicated  to  motivating  students  to  understand, 

use,  and  enjoy  science  and  technology. 

"We  must  invent  delivery  systems  and  economic  models  that  allow 
us  to  share  our  incredible  technology  with  the  emerging  world. 
Two-thirds  of  the  world  sees  us  sitting  here  with  air  conditioning  in  the 
summer  and  heat  in  the  winter.  We  have  anesthesia  and  clean  drinking 
water.  We  have  a  bulldozer,  and  they  have  a  pickax.  Who's  going  to 
be  resentful?  We  must  help  the  rest  of  the  world  create  value  with 
the  technology.  Until  they  spend  their  time  writing  software  code 
instead  of  finding  clean  water  or  burying  their  babies, 
we're  going  to  be  in  a  race  with  catastrophe." 
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ROBERT  LANGER 

Robert  Langer  is  the  Germeshausen  Professor  of  Chemical  and 
Biomedical  Engineering  at  Massachusetts  Institute  ofTechnology. 

"A  few  possibilities  in  the  medical  area:  much  more 
rapid  approaches  for  sequencing  the  genome;  smart 
mplantable  drug-delivery  systems  that  sense  signals  at  the 
molecular  level  and  administer  the  correct  dose  of  drug 
i  response  to  those  signals;  new  ways  to  deliver  genes  during 
ene  therapy  research;  and  new  methods  of  imaging 
normal  and  diseased  states." 
COMPANIES  TO  WATCH:  U.S.  Genomics  (sequencing  the 
genome);  MicroCHIPS  (implantable  drug-delivery  systems); 
Insert  Therapeutics  and  Expression  Genetics  (new  ways 
to  deliver  genes);  Acusphere  (imaging  normal 
and  diseased  states). 


DANIEL  BRANAGAN 

Daniel  Branagan  is  a  scientist  at  the  Department  of  Energy's 
Idaho  National  Engineering  and  Environmental  Laboratory. 

"Today's  technologies  are  limited  not  by  imagination  but 

by  materials.  For  example,  the  strongest  steel  alloys  exhibit 

only  10%  of  the  strength  that  is  theoretically  possible.  In  the  next 

few  years,  we'll  see  alloys  that  use  a  nanotechnology  approach 

to  create  a  new  class  of  highly  wear-  and  corrosion-resistant  steel 

coatings  [dubbed  Super  Hard  Steel].  By  designing  specific  multiphase 

nanoscale  structures,  we  can  create  a  coating  that  exhibits  strength 

[and  hardness]  up  to  45%  of  what  is  theoretically  possible. 

These  new  coatings  will  have  an  important  industrial  impact, 

but  the  greatest  benefit  will  come  from  exploiting  these 

material  properties  in  thick  industrial  sheets." 

COMPANIES  TO  WATCH:  mining  equipment  manufacturers,  aircraft 

engine  developers,  and  knife  and  saw  blade  makers. 
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JAMES  FERGASON 

James  Fergason  holds  more  than 

125  U.S.  patents  in  liquid  crystal  technology, 

the  most  famous  being  for  the  first 

workable  liquid  crystal  display  (LCD). 

"Basic  PC  hardware  has  far  exceeded 
'the  capacity  that  current  applications  need  to 
make  use  of  it. The  next  step  is  real-time 
automation  that  makes  full  use  of  the  PC's 
database  and  computing  speed.  This  allows 
real-time  images  to  be  created,  even  though 
the  image  construction  involves  data  that 
must  be  sampled  from  several  disparate 
sources  and  combined.  We  can  expect  this 
to  be  applied  in  ways  that  revolutionize 
medical  diagnostics,  surgery,  and 
entertainment." 
COMPANIES  TO  WATCH: 
IBM,  Hewlett-Packard. 


NOLAN  BUSHNELL 

Nolan  Bushnell  has  launched  more  than  20  companies 

but  is  perhaps  best  known  as  the  founder  of  Atari. 

He  is  now  CEO  of  uWink.com,  which  provides  games  via 

a  global  network  of  touch-screen  terminals. 

'No  vision  of  the  future  is  complete  without  mechanical 
systems  moving  about  in  the  home,  taking  care  of  mundan 
and  tedious  chores.  So  I  believe  the  next  major  breakthroug 
will  be  in  the  area  of  mobile  robotics.  We're  getting  to  a  poin 
where  we're  able  to  build  machines  that  will  be  beneficial  an 
laborsaving  in  a  broad  range  of  businesses,  as  well  as  in 
consumer  appliances.  Progress  in  inexpensive  hardware  and 
.intelligent  software  systems  will  provide  the  underpinnings 
for  a  successful  mobile-robotics  company  within 
the  next  five  years." 
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ANDREW  HEARTZ 

Andrew  Heafitz  is  the  2002  winner  of  the 
l.emelson-MIT  Student  Prize  for  inventiveness.  His  first 
patent  was  for  a  high-speed  shutter  for  a  balsa  wood  camera 
that  he  designed  while  in  high  school. 

"One  invention  that  will  have  a  huge  impact  is  thV 
'  hybrid  gasoline-electric  automobile,  which  gets  twice 
f  the  mileage  of  existing  models  and  is  fun  to  drive.This 
kind  of  mileage  improvement  addresses  many  of  the 

world's  major  problems,  including  reliance  on  oil 
imported  from  the  Middle  East,  global  warming,  and 
^urban  air  quality.  Japanese  auto  manufacturers 

have  already  identified  this  potential  revolution 
and  have  started  selling  such  cars,  which  I  see 
every  day  around  Boston." 
COMPANIES  TO  WATCH:  Honda  (produces  the  Insight 
and  Civic  hybrid  cars);  Toyota  (sells  the  Prius  hybrid); 
Ford  (will  introduce  the  Escape  hybri  i  SUV  in  2003); 
Solectria  (hybrid  buses  and  trucks). 
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AL  SHUGART 

Al  Shugart  cofounded  Seagate  Technology,  the  world's 
largest  independent  hard-drive  manufacturer.  He  has  more  than 
45  years  of  experience  in  the  technology  industry  and  is  now 
chairman,  president,  and  CEO  of  Al  Shugart  International,  a  venture  capital 
and  public  relations  firm. 

"I  see  the  development  of  new  cures  or  preventive  measures  for 
diseases.  One  such  idea  is  colloidal  silver,  which  works  but  isn't  patentable 
for  human  consumption  because  it  isn't  FDA-approved.  Colloidal  silver  is  a 
solution  of  submicroscopic  particles  of  pure  silver  suspended  in  water  by  an 
electric  charge  on  each  particle.  It  can  be  taken  orally  or  applied  to  the  skin. 
When  it  comes  in  contact  with  single-celled  pathogens,  such  as  viruses  or 
t  parasites  or  bacteria,  it  disables  the  pathogens'  metabolic  enzymes,  causing 
the  pathogen  to  suffocate  and  die.  Perhaps  someday  colloidal  silver  will 
be  widely  accepted  along  with  other  nontraditional  methods  of  treatment 
once  considered  quackery,  such  as  acupuncture." 
COMPANIES  TO  WATCH:  Robey,  FutureMart,  NutriVera  Naturals. 
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DIVIDE  AND 
CONQUER 

FORGET  ABOUT  THE  FAT  AND 
STOLID  RESEARCH  LAB  OF  YORE. 
NEW  PROBLEMS  REQUIRE  A  NIMBLE, 
DECENTRALIZED  APPROACH. 

BY  J.C.  HERZ 

ILLUSTRATION  BY  WILSON  McLEAN 


When  graybeards  recall  the 
salad  days  of  20th  century 
research,  they  often  employ 
the  elegiac  cadences  reserved 
for  Discovery  Channel  spe- 
I  cials  about  dinosaurs.  You 
I  know,  the  ones  that  begin, 
"Millions  of  years  ago,  levia- 
I  thans  roamed  the  earth.  The 
I  terrible  T-rex.  The  great 
I  pterodactyls.  We  shall  not  see 
I  their  kind  again." 

The  old-timers  wistfully  conjure  up  images  of  Bell  Labs, 
Xerox  PARC,  Los  Alamos,  Pentagon-funded  particle  accel- 
erators, and  the  space  race.  Like  all  nostalgic  mythologies, 
the  age  of  Big  Science  harks  back  to  a  simpler  time,  making 
the  current  era  of  smaller  and  more  diversified  research  facil- 
ities seem  petty  by  comparison. 

But  complex  multidisciplinary  problems,  such  as  advanced 
nanotechnology  research,  require  new  approaches  and  a  new 
culture  of  inquiry.  A  community  of  smaller  and  more  widely 
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dispersed  labs  may  not  produce  historic  group  photos,  but 
ultimately  these  modular  think  tanks  may  out-innovate  the 
storied  behemoths. 


SCHOOL'S  IN 


Despite  the  move  away  from  the  monolithic 
lab — the  closing  of  England's  AT&T  Labo- 
ratories, Europe's  leading  communications 
research  laboratory,  in  April  was  the  latest 
example — centralized  research  facilities  still 
exist.  IBM,  for  instance,  has  turned  its  3,200-member 
research  division  into  a  patent  factory,  minting  more  than 
$1  billion  a  year  in  licensing  revenues.  Microsoft  runs  its 
$4  billion  R&D  operation  like  the  older,  centralized  indus- 
trial labs  as  well.  But  the  chances  of  a  corporation  in  the  21st 
century  putting  thousands  of  scientists  and  engineers  in  a 
stand-alone  research  facility  are  slim  to  nil. 

Why  are  the  industrial-geek  compounds  disintegrating? 
One  reason:  Powerful  computers  and  high-bandwidth  Inter- 
net access  are  widespread,  allowing  research  efforts  to  be 
geographically  dispersed.  Even  if  a  lab  has  hardware  that  is 
rare  and  fancy — a  space  telescope,  for  instance — broadband 
networks  make  it  easy  for  those  resources  to  be  shared  by  a 
far-flung  research  community. 

The  result  is  that  scientists  have  more  choices  about 
where  they  can  go  and  churn  out  ideas.  Sometimes  it's  eas- 
ier to  relocate  a  particle  accelerator  than  a  dual-career  cou- 
ple. "There  are  many  situations  where  the  best  people  don't 
want  to  move,"  says  Mahadev  Satyanarayanan,  a  Carnegie 
Mellon  University  computer  science  professor  who  directs 
an  Intel  research  facility  across  the  street  from  the  university 
in  Pittsburgh.  "They're  not  interested  in  moving  to  Yorktown 
Heights,  New  York — or  Redmond,  Washington,  or  Santa 
Clara,  California,  where  Intel  has  its  main  offices.  They're 
perfectly  happy  in  Iowa  or  Pittsburgh." 

Ironically,  the  communications  technology  that  makes 
decentralized  research  possible  also  ends  up  boosting  the   I 


ideas.  A  faculty  member  with  half  an  hour  to  spare  mfg 
stop  by.  A  lab  researcher  who  wants  to  attend  a  talk  bein; 
given  at  the  university  can  just  walk  across  the  street." 

Such  interaction  continues  a  rich  tradition  of  academid 
and  corporate  cross-fertilization.  Xerox  PARC  was  birthed  in 
the  shadow  of  Stanford,  while  the  Massachusetts  Institute  ol 
Technology  helped  grow  a  semicircle  of  companies  aroum 
Boston,  and  Research  Triangle  Park  was  nourished  by  tb 
students  and  faculty  of  nearby  Duke  University  and  the  Un: 
versity  of  North  Carolina. 

Satyanarayanan  notes  that  the  serendipity  these  enviro: 
ments  allow  is  one  of  their  greatest  assets.  "If  your  goal  is 
produce  the  next  car  or  the  next  chip  and  it's  more  of 
engineering  problem,  then  the  very  scripted,  planned  envl 
ronment  is  the  best  environment,"  he  says.  "But  in  creative 
thinking,  it  is  the  unplanned,  unrehearsed,  that's  critical." 
Some  of  the  greatest  ideas,  he  adds,  "happen  in  all  kinds  of 
odd  places,  when  you  meet  someone  at  the  corner — or  eat 
ing  doughnuts  before  the  distinguished  lecture." 


- 


PLAYGROUND 
OF  IDEAS 


Of  course,  this  is  true.  And  it's  lovely  rhetorid 
as  well:  the  vision  of  the  university  as  a  kin^ 
of  research  estuary  for  established  and  emerg-{ 
ing  talent,  open  collaboration,  and  proprn 
etary  research,  where  the  confluence  of  minds 
brings  great  ideas  to  life  over  junk  food.  In  Intel's  case,  tha 
majority  of  the  research  at  its  university  facilities  is  nonpropri- 
etary— but  then,  if  you  own  80%  of  the  CPU  market,  you  can) 
afford  to  be  magnanimous  about  research  that  pushes  micropro- 
cessors. (Having  a  $4  billion  R&D  budget  doesn't  hurt,  either.); 
For  everyone  else,  the  intellectual-property  (IP)  issues  surj 
rounding  this  kind  of  corporate/academic  symbiosis  are  trickier. 
"Almost  everybody  handles  IP  wrong — they  try  too  hard 
to  own  it  at  the  wrong  time,"  says  Neil  Gershenfeld,  directoi 
of  the  Massachusetts  Institute  of  Technology  research  labj 
the  Center  for  Bits  and  Atoms  (CBA).  "You  don't  wrestle 


value  of  universities.  These  advanced  educational  institutes      I      with  the  lawyers  on  the  precompetitive  IP.  You  make  that 


have  become  the  switching  centers  for  ideas,  not  just 
because  they  have  a  steady  supply  of  emerging  smarts  but 
because  the  collision  of  faculty,  graduate  students,  interns, 
and  visiting  profe:  sors  creates  an  atmosphere  of  freewheel- 
ing creativity  that  industrial  research  labs  can't  replicate. 

Which  is  why  it  makes  sense  I.  >r  Intel  to  set  up  a  research 
lab  across  the  street  from  <  ie  Mellon,  the  University 

of  California  at  Berkeley,  and  the  1  rsit}  of  Washington, 

rather  than  just  try  to  plug  those  riot-  ors  into  offices  at 
Intel  HQ.  "By  being  close  to  a  university,  i  ir  researchers  in 
the  lab  are  a  nstanth.  mingling  with  fresh  graduate  students, 
who  are  working  on  their  theses,"  says  Satyanarayanan. 
"They're  part  of  the  big  cauldron  of  bubbling,  fermenting 


as  accessible  as  possible,  and  you  realize  that  the  business 
value  comes  in  the  scaling  task." 

The  CBA,  which  was  spurred  on  by  a  $13.75  million 

grant  from  the  National  Science  Foundation  (NSF),  is 

designed  to  explore  how  the  content  of  information  relates 

to  its  physical  representation,  from  atomic  nuclei  to  global 

networks.  Like  the  Media  Lab,  its  parent  institution,  the 

CBA  gives  its  sponsors  royalty-free  access  to  all  of  its  IP 

This  essentially  converts  it  into  a  research  clubhouse  with  an 

all-you-can-eat  buffet — the  antithesis  of  traditional  direct  c\ 

research.  As  in  many  clubs,  the  members  get  their  money' 

worth  not  only  from  what  they  can  do  inside  (and  wit 

whom)  hut  also  from  the  ability  to  keep  nonmembers  out 
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you  think  you  know 
Silicon  Valley  think  again . . . 


THE  VALLEY  OF 
MART'S  DELIGHT 

4  Silicon  Valley  Notebook  1963-2001 


"I  can't  think  of  a  more  acute 
observer  of  the  wild  Silicon  Valley 
saga  than  Mike  Malone.  He  has 
seen  it  all  from  up  close." 


A  Man  in  Full 
f  the  Vanities 


"Mike  Malone  is  to  Silicon  Valley 
what  George  Orwell  was  to  the 
Spanish  Civil  War." 


got,  Editorial  Page  Editor 
The  Wall  Street  Journal 


"One  hundred  years  from  now,  when 
people  talk  about  Silicon  Valley,  they 
will  be  using  Mike  Malone's  words." 


"In  an  area  that  has  had  too  much 
hype,  Mike  Malone  consistently 
provides  the  provocative, 
penetrating  analyses  and  insights 
that  brilliantly  withstand  the  test 
of  time.  He  is  an  impeccable 
source  of  enlightenment." 


Forbes  Inc. 


"An  absolutely  fascinating  insight  into  life  in  Silicon  Valley.  It's  a  beautiful  combination 
of  history,  gossip,  insight,  and  anecdote.  It  reads  like  a  modern  John  Aubrey." 


®  WILEY 


ikers 
will  J 


TOP  10  U.S.  UNIVERSITIES  HOLDING  UTILITY  PATENTS 


SOURCE:  USPTO  (A  utility  patent  protects  the  way  something  works,  i.e..  electronics  and  business  methods) 

The  CBA  licenses  its  IP  to  nonsponsots  for  substantial  roy- 
alties. But  a  sponsor  can  lock  out  a  competitor — essentially      that  the  complexity  of  the  problem  confounds  scientific 


The  NSF  plans  to  spend  $221  million  on  nanotechnolo'g^ 
research  next  year,  and  that  money  has  to  go  somewhere.  In 
other  instances,  the  problems  are  a  priori  hideously  com 
plex,  and  new  ways  of  organizing  research  are  a  response  t< 
that  complexity. 

AIDS  research,  'for  instance,  requires  so  many  levels  of 
description  that  even  well-funded  institutions  are  amalga- 
mating their  capabilities  in  an  effort  to  bring  some  coherence 
to  the  problem  solving.  "No  one  can  shoulder  it  alone  from  an  | 
intellectual-capital  standpoint,"  says  John  D.  Evans,  an  erst- 
while cable  executive  whose  foundation,  the  Waterford  Proj- 
ect, has  lashed  together  some  of  the  world's  preeminent  AIDS 
research  centers  to  work  on  a  vaccine  via  the  Internet2,  a 
high-speed  global  network  created  by  hundreds  of  interlinked 
universities,  federal  agencies,  and  industry  partners.  "We  all  1 
agreed  that  we  needed  a  Manhattan  Project-style  [structure]," 
he  says.  "But  that's  not  possible.  In  today's  society,  you  can't  f 
find  all  the  world's  top  scientists  and  lock  them  all  up  in  Lost 
Alamos  for  years,  because  they're  all  now  with  institutions, 
and  we're  not  structured  that  way  anymore." 

Part  of  the  problem  with  AIDS  research,  notes  Evans,  i 


an  opportunity  cost  to  buy  protection  in  a  particular  field 
of  use.  Inside  the  clubhouse  anything  goes  with  regard  to 
collaboration  among  researchers,  cross-fertilization  among 


projects,  between  basic  and  applied  research,  or  among      =      denly  find  that  you  need  to  go  to  M,  but  your  grant  hasn't 


disciplines.  The  playground  is  open,  literally  and  figura- 
tively; all  the  machine  shops  and  rapid  prototyping  spaces 
and  instrumentation  labs  are  arrayed  in  a  large,  shared 
environment — a  departure  from  the  long,  august  hallways 
of  postwar  science. 

This  mode  of  organization  becomes  particularly  impor- 
tant when  the  research  itself  bridges  disciplines,  as  an 
increasing  number  of  problems  do.  For  instance,  when  turn- 
ing a  living  cell  into  a  factory  for  nanomachines.  "You  can't 
understand  that  as  just  a  biological  system  or  a  computing 
system,"  says  Gershenfeld.  "Both  are  happening  in  the  same 
place  at  the  same  time.  And  for  both  sides,  the  computing 
side  and  the  bii  (logical  side,  this  promises  to  be  one  of  the 
biggest  things  that's  ever  happened  to  them.  So  being  inter- 
disciplinary isn't  a  nicety.  It's  the  only  way  to  tackle  what 
look  like  enormously  important  problems  in  these  areas." 


EVERYTHING 
OLD  IS  NEW 
AGAIN 


t  of  a  chicken-egg  question 
plexity  of  today's  problems 
•  of  the  institutions  that 
hem.  Multidisci- 
plinai  omplex  questions.  In 

the  case  ol  nanotei  hn  '.  argue  that  the 

chicken  (and  the  egg)  a«  n  sponse  to  funding. 


funding  mechanisms.  "Most  research  has  been  funded  in  a 
linear  way:  You  go  from  A  to  B  to  C  to  D,  and  that's  how 
the  grants  get  written.  And  if  you  go  from  A  and  then  sud- 


been  written  that  way,  you  have  to  stop  and  write  a  new 
grant.  Rather  than  make  this  linear,  we're  going  to  put  a 
feedback  loop  in.  We're  going  to  get  the  top  scientists  to 
review  on  a  weekly  or  monthly  basis  what  various  labs  are 
=  doing  and  say,  'Let's  switch  gears.'  We  need  all  the  human 
capital,  the  human  will,  and  the  ability  to  organize  th 
processes  to  solve  the  problems.  We  must  get  the  institu- 
tional egos  aligned — and  frankly,  the  human  egos  aligned." 

The  irony  here  is  that  by  doing  an  end  run  around  scle- 
rotic federal  funding  mechanisms  and  by  engineering  this 
ultimate  next-generation  distributed  research  initiative, 
Evans  and  company  have  loosely  approximated  the  man 
agement  strategy  pioneered  by  the  old  Defense  Advanced 
Research  Projects  Agency,  when  it  was  funding  computer 
science  in  the  1960s:  Assemble  the  relevant  research  com-j 
munity,  forge  a  consensus,  and  drive  multiple  competitive] 
teams  toward  a  particular  agenda,  hybridizing  results  along 
the  way.  "Coopetition,"  before  it  was  cool. 

Lest  we  forget,  some  of  the  dinosaurs  did  evolve! 
into  birds 


i 
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SPECIAL       ADVERTISING       SECTION 


reating  New  Competitive  Advantages 

The  gap  between  competitors  is  widening.  Companies  pursuing  increased  market  share  must 
be  highly  efficient  and  innovative,  lower  costs  and  provide  exemplary  customer  service. 
Marketplace  realities  also  necessitate  a  substantial  overhaul  of  processes  and  a  tremendous 
investment  in  resources.  The  way  a  company  approaches  this  dilemma  says  a  great  deal 
about  its  chances  for  success. 

Leading  organizations  know  outsourcing 
can  be  a  compelling  solution,  and  they're 
no  longer  using  it  just  to  jettison  non-core 
processes.  Sophisticated  companies  are 
integrating  outsourcing  directly  into  their 
competitive  strategies,  which  marks  a 
departure  from  the  historic  focus  on  cost 
reduction. 

As  its  role  has  matured  over  the  years, 
outsourcing  has  become  an  effective 
means  of  leveraging  a  service  provider's 
resources  to  gain  competitive  advantages.* 
Without  outsourcing,  companies  face  inter- 
nal constraints  and  are  limited  to  a  narrow 
scope  of  achievement. 

Companies  need  appropriate  technology, 
processes  and  expertise  to  design  effective 
solutions.  The  service  provider  does  not 
face  the  internal  constraints  of  its  cus- 
tomers. Attracting,  training  and  retaining  tal- 
ented employees;  investment  capital  to 
improve  capacity  and  capabilities;  expertise 
in  launching  new  solutions  and  in  effecting 
change  management  plans;  and  strategies 
to  ensure  continuous  improvement  are  a 
service  provider's  strengths  — --and  a 
buyer's  weaknesses.  The  service  provider 
assumes  a  large  part  of  the  risk  and,  by 

Introduction  by  Peter  Bendor-Samuel  •  Produced  and  written  by  Jerry  Bowles  •  Illustrations  by  Eric  Mueller 


ADVERTISEMENT      2 


The  world's  most  prominent  companies  -  and  even  entire  indus  w 
as  the  framework  of  their  overall  strategy  to  exploit  strengths  fe 


capitalizing  on  provider  strengths,  the  buyer  accom-  ership  position  in  the  advanced  life  market  is  an  exc 

plishes  its  competitive  goals  faster.  Outsourcing  also  lent  example  of  using  outsourcing  to  enable  entry  \\\>m 

ensures  accountability  for  performance.  a  desired  niche  market  and  to  facilitate  excellence  '/' 

To  perform  at  a  competitive  level,  a  company  must  be  services  to  accompany  the  new  products.  (See  c?1^ 

consistent  in  quality  of  services  and  products.  It  can't  be  study  on  page  25.)  By  outsourcing  its  wealth  mana< 

vulnerable  to  slumps  or  distracted  by  new  pressures.  A  ment  services,  it  was  able  to  bring  new  products 


strategic  outsourcing  service  provider  understands  how 
to  deal  with  the  "what  if s, "  recognizes  potential  barriers 
and  knows  what  to  let  go  of  or  build  up  in  order  to  be  con- 
sistently successful.  Whether  the  strategic  initiative  is 
going  to  market  with  a  new  product  or  strengthening  and 
diversifying  services,  the  manner  in  which  the  company 
achieves  its  goals  makes  the  competitive  difference. 
State  Farm  Life  Company's  strategy  to  capture  a  lead- 


market  faster,  more  cost  effectively  and  with  the  as 
ance  of  high-quality  performance. 

Today,  outsourcing  is  a  strategic  solution  that  c!!>! 
remake  entire  industries.  In  recent  years  the  health  c< 5IC 
industry,  for  example,  has  been  impacted  by  a  numl 
of  market  trends,  including  increased  consumerism  i  ® 
impact  of  patient  satisfaction;  increased  poweri;ou 
payers  (insurance  companies);  reduced  cash  flow  a  e 

:e< 


I  Ifir 
A  CPOE  solution  can  have  the  following  measurable  impacts  on  a  hospital's  competitive  advanta 

'OE 


Results 


Reduced  medication  errors 


Improved  quality  of  patient  care 


Impact  on  Competitive  Advantage 


•  Increased  quality  of  patient  care 

•  Reduced  lawsuits  over  medical  errors 


Reduced  length  of  stay 

Best  practices  perspective  on  marketing  materials  - 


tie 
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Electronic  access  to  patient  records 


•  Patient  satisfaction 


Enhanced  physician  satisfaction 


. 


Faster  turnaround  in  lab  and  radiology  reports     •  Timely  availability  of  data  for  decision  making  am  :«; 


Reduc 


ve  costs 


physician  diagnosis 


Capital  created  to  invest  in  new  competitive  initia 
tives,  bringing  new  physicians  on  board  to  provi 
services  to  increased  volume  of  new  patients 


Improved  tracking  and  turnaround  of  services       •  Patient  satisfaction 


SOURCE:  OUTSOURCING  CENTER 
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n  shrewdly  use  outsourcing 
3  up  weaknesses. 


volume  in  accounts  receivable  from  difficulties  in 
ining  reimbursements  from  payers;  increased  visi- 
i  from  market/government  studies  and  pow- 
I  initiatives  from  consumer  organizations 
1  as  the  Leapfrog  Group  regarding  the  high 
Jence  of  doctor  errors;  new  and  complex 
ilatory  requirements,  such  as  HIPAA  (Health  Insur- 
}  Portability  and  Accountability  Act  of  1996);  and  a 
j  to  enhance  relationships  between  hospitals  and 
>icians. 

I  of  these  factors  represent  opportunities  to 
jase  competitive  advantage,  best  achieved  through 
ourcing.  Hospitals,  for  example,  are  outsourcing  a 
=  variety  of  strategic  initiatives  and  business 
:esses  to  achieve  broad  clinical  transformation, 
lementing  a  Computer  Physician  Order  Entry 
DE)  system  often  is  the  centerpiece  of  a  clinical 
;formation  strategy  that  enables  physicians  to  prac- 
better  medicine  while  lowering  costs  by  millions  of 
irs. 

jspitals  are  outsourcing  their  information  technolo- 
ot  only  to  achieve  efficiencies,  but  also  to  facilitate 
Jtion  of  CPOE.  In  doing  so,  they  are  achieving  dra- 
c  competitive  advantages  and  bringing  tremendous 
ibilities  to  the  marketplace  (See  chart  on  page  2). 

deliver  enterprise-wide  value  and  real  competitive 
intage,  a  holistic  approach  involving  integrated 
esses,  people  and  technology  must  be  adopted,  as 
t  solutions  historically  have  proved  ineffective  in 

nmg  competitive  goals.  Outsourcing  is  the  most 
stive  enabler  of  integration,  process  reengineering, 
stment  in  resources  and  leveraging  strengths  to 
mize  risks. 

rategic  outsourcing  shapes  a  solution  that  impacts 
Duyers'  goals  on  an  enterprise-wide  basis.  Insurance 


companies  aim  to  improve  their  underwriting  capabili- 
ties, and  by  outsourcing  IT  and  underwriting  functions, 
they  dramatically  reduce  the  time  necessary  to  assess 
an  individual's  health  risk.  Insurers  that  have  adopted 
this  strategy  have  gained  significant  market  share. 

The  stakes  are  raised  when  outsourcing  is  used  to 
transform  a  company  into  a  more  dynamic  organization 
that  leads  its  market.  The  service  provider  takes  on  even 
more  risk  and  makes  broader  investments  to  achieve 
the  buyer's  goals,  and  there  are  incentives  to  motivate 
that  alignment  of  interests  over  the  long  term. 

Past  business  models  have  changed,  and  companies 
that  still  cobble  together  a  piecemeal  approach  to 
address  business  needs  are  being  overtaken  in  the 
volatile  marketplace.  The  world's  most  prominent  com- 
panies —  and  even  entire  industries  —  now  shrewdly 
use  outsourcing  as  the  framework  of  their  overall  strat- 
egy to  exploit  strengths  and  shore  up  weaknesses.  More 
than  any  other  business  solution,  outsourcing  holistical- 
ly  and  strategically  moves  companies  in  the  direction 
they  want  to  go.  It  has  morphed  into  the  most  critical 
component  for  enabling  genuine  competitive  advantages. 

Peter  Bendor-Samuel  is  chief  executive  officer  and 
founder  of  the  Everest  Group,  a  leading  advisory  service 
for  business  strategies  and  solutions.  He  is  also  the  pub- 
lisher of Outsourcing  Journal;  founder  of  the  Outsourcing 
Center  and  author  of Turning  Lead  into  Gold:  The  Demys- 
tification  of  Outsourcing. 
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21st-century  Services 

From  the 

Original  Outsourcer 

When  it  comes  to  out- 
sourcing, ADP  is  the  orig- 
inal. In  1949,  22-year-old 
Henry  Taub  started  Auto- 
matic Payrolls,  a  manual  payroll  preparation  service 
in  Paterson,  N.J.  Taub's  eight  accounts  created  gross 
revenue  of  around  $2,000  that  year.  From  that 
modest  beginning  comes  today's  ADP,  one  of  the 
largest  independent  computing  services  firms  in  the 
world  with  approximately  $7  billion  in  annual  rev- 
enue, and  the  number-one  HR  service  provider  (IDC, 
October  2001). 

"The  outsourcing  industry  has  been  growing  rapidly 
for  a  number  of  years,  and  the  trend  is  to  outsource 
not  just  payroll  but  also  a  wide  range  of  non-core  func- 
tions," says  Russ  Fradin,  president  of  ADP  Employer 
Services-North  America.  The  organization  provides  pay- 
roll, tax  regulatory  management,  HRMS,  benefits  admin- 
istration, time  and  labor  management,  retirement  plan 
services,  PEO  (Professional  Employer  Organization,  for- 
merly known  as  "employee  leasing")  services  and 
employment  screening  and  selection  services.  "Until 
recently,  the  key  reasons  companies  outsource  have 
remained  the  same,"  says  Fradin. 

ii  Frsdin  points  out,  there  is  the  desire  to  increase 
the  focus  on  core  business  areas.  "Most  companies 
choose  to  outsource  functions  that  are  not  strategic  to 
thy  success  of  their  business,  and  by  outsourcing  them 
they  can  ti  ate  on  those  things  that  are, "  he  says. 

A  second  reason  is  that  outsourcing  gives  them  access 
to  best  prac  c  is  "  instead  of  having  to  keep  up  with  the 
latest  techniq  i  tegulations  compliance,  the  compa- 


"Outsourcers  often  have  much 
more  sophisticated  backup 
systems  than  companies  tha 
do  things  themselves." 

Russ  Fradin,  President,  ADP  Employer 
Services-North  America 


ny  can  turn  those  responsibilities  over  to  somebc 
whose  business  it  is  to  keep  up  with  such  things,"  Fra 
says.  "We  do  a  lot  of  payroll,  so  we  know  everyth 
there  is  to  know  about  payroll  and  tax  compliance.  In  1 
one  of  the  biggest  benefits  we  provide  is  complian 
especially  in  areas  where  there  is  a  lot  of  regulation." 

The  third  benefit  is  reduced  costs,  which  can  comi 
a  variety  of  forms.  "It  can  actually  cost  less  on  a  p 
transaction  basis,  but  there  are  other  costs  that  a 
need  to  be  considered,  such  as  opportunity  costs  i 
the  costs  of  maintaining  or  replacing  systems,"  he  se 

In  today's  uncertain  times,  companies  have  beco 
aware  of  a  fourth  compelling  reason  for  outsourcing 
business  continuity,  or  the  ability  to  maintain  core  of 
ations  in  the  event  of  a  disaster. 

"Outsourcers  often  have  much  more  sophistica 
backup  systems  than  companies  that  do  things  the 
selves,"  Fradin  says.  "In  our  case,  we  have  multi 
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Last  Q4  you  had  to  let 
most  of  your  recruiters  go. 

You've  just  been  given  the 
hiring  projections  for  Q4  2002 


/ 


You're  not  alone.  Now  that  many  companies  are 
anticipating  Q4  growth,  they're  scrambling  to  revamp 
their  recruitment  intrastructure.  You  need  access 
to  the  strategic  staffing  "war  room"  envisioned  in 
Bruce  Tulgan's  book,  "Winning  the  Talent  Wars," 
and  you  need  it  FAST.  As  top  management  advisor 
Tulgan  discovered,  this  "war  room"  already  exists  at 
Recruitment  Enhancement  Services. 

A  leader  in  the  field  of  recruitment  outsourcing  since 
1984,  Forbes  500  organizations  like  Kellogg  Company, 
Comerica  Bank,  Marathon  Oil,  and  other  companies 
turn  to  us  for  their  staffing  solutions. 

When  you  need  help  with  any  aspect  of  staffing, 
recruitment  marketing,  hiring  process  re-engineering, 
or  staffing  technology — find  it  all  under  one  roof. 
Visit  the  home  of  total  outsourced  talent  solutions  at 

www.resjobs.com/forbes  or  call  1-800-RES-091 1 
People  •  Process  •  Creativity  •  Technology 


Recruitment  Enhancement  Services 


an  Omnicom  Group  inc.  Company 
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facilities  with  redundant  systems.  We  are  much 
better  able  than  individual  companies  to  contin- 
ue to  deliver  paychecks  and  other  services  in  the 
event  of  a  wide  range  of  unexpected  events, 
from  mundane  problems  like  power  outages  to 
more  extreme  situations  like  the  grounding  of  the 
airline  system.  When  the  airline  system  was 
grounded  last  September,  we  were  able  to 
divert  check  processing  and  distribution  to  local 

facilities  around  the  ~%*.i^jz»m-Lm 

country  and  continue 

serving  our  clients. 

Fortunately,  we  rarely 

need  these  kinds  of 

backup  systems,  but 

it  is  a  big  benefit  to 

our  clients  that  we 

have  them." 

ADP's  traditional 
and  Internet-based 
integrated 
HR,  payroll 
and  benefits 
administra- 
tion outsourcing  solutions  help  some  500,000  employ- 
vvorldwide  to  staff,  manage,  pay  and  retain  their 
'oyees.  Among  its  employer  services  solutions, 
ADP  pays  more  than  30  million  people  worldwide  each 
payday  and  issues  over  43  million  year-end  tax  state- 
ments in  North  America. 

While  about  60%  of  revenues  come  from  employer 
services,  \DP  ?rage  services  business  provides 

securities  transaci  on  processing  and  investor  commu- 
nications services  foi  financial  services  providers  and 
corporations  worldwide,  its  dealer  services  business 


"Over  time,  outsourced  customei 
care  providers  have  proven  that 
they  could  raise  the  level  of 
service  while  saving  companies 
millions  of  dollars." 

Wes  O'Brien,  Chief  Executive  Officer, 
Precision  Response  Corporation 


offers  inventory  and  otll 
computing  and  data  si 
vices  to  more  than  16,(1 
auto  and  truck  dealers  i\ 
its  claims  services  businrl 
offers  auto  collision  eJ 
mating  and  other  syste-j 
for  insurers. 

PRC  Builds  Loyalty  Throt 
Superior  Customer  Cart 

Many  large  companies 
drowning    in   a   flood 
demand  for  customer  service  throtl 
multiple  channels  —  telephone,  e-n 
fax,  Web  messaging  —  and  are  c| 
bailing  water  as  they  cope  with  the  deluge.  Most 
expanding  their  customer  care  operations  in  ways  tl 
never  imagined.  Maintaining  long-term  relationships  v 
a  company's  most  valued  customers  requires  inves 
in  the  often  time-consuming  and  expensive  proces: 
winning  their  loyalty,  every  day,  at  every  opportunity, 
how  do  you  build  a  customer  care  operation  from  sere  I 
and  grow  it  to  meet  the  needs  of  your  business?  How  j 
you  avoid  making  the  wrong  investments?  How  can 
provide  world-class  customer  service  without  breal| 
the  bank? 
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Just  another  uneventful  day 
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TRANSPORTING  DANGEROUS  CHEMICALS. 


Cendians 

Chemical  Logistics 


Because  Cendian  is  the  leading  company  that  specializes  in  chemical  logistics,  we  have  the 
experience  to  customize  solutions  to  fit  your  specific  needs  and  challenges.  Leveraging  over 
$1  billion  in  purchasing  power  and  state-of-the-art  technology,  our  clients  can  ship  anywhere 
around  the  world.  Our  solution  requires  no  upfront  capital  investment,  and  delivers 
immediate  bottom  line  results.  After  all,  in  the  chemical  business  the  last  thing  anyone  needs 
is  surprises.  If  this  is  your  philosophy,  call  1. 800. Cendian  orvisitus  at  www.cendian.com. 


©  2002  Cendian  Corporation.  All  rights  reserved. 
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For  an  increasing  number  of  enterprises,  the  answer 
is  outsourcing  —  turning  over  some  or  all  of  their  cus- 
tomer care  to  companies  that  specialize  in  handling 
inbound  (customer  support)  and  outbound  (proactive 
selling)  calls.  As  a  result,  the  customer  care  industry  is 
booming.  Frost  &  Sullivan  says  there  are  currently  more 
than  100,000  contact  centers  worldwide  that  employ 
more  than  9  million  people.  Thirteen  percent  of  compa- 
nies in  the  U.S.  now  contract  with  outside  organizations 
to  handle  this  essential  part  of  their  business. 

"Not  too  many  years  ago,  the  idea  of  outsourcing  cus- 
tomer service  seemed  fairly  radical,"  says  Wes  O'Brien, 
chief  executive  officer  at  Precision  Response  Corporation 
(PRO,  one  of  the  largest  and  most  successful  customer 
care  firms.  "There  were  concerns  that  customers  would 
notice  a  difference  in  quality  or  worries  about  logistical 
issues,  such  as  systems  integration  and  call  allocation. 
Over  time,  outsourced  customer  care  providers  have 
proven  that  they  could  raise  the  level  of  service  while 
saving  companies  millions  of  dollars.  Today,  customer 
care  outsourcing  is  the  norm  in  most  industries." 

For  PRC,  a  division  of  USA  Interactive,  which  man- 
ages customer  relationships  for  some  of  the  world's 
leading  corporations,  the  growing  acceptance  of  cus- 
tomer care  outsourcing  has  led  to  two  decades  of  sus- 

n  d  growth.  Founded  in  1982,  PRC  has  developed  a 
1 ie,  proprietary  CRM  technology  to  handle  customer 
cessing  millions  of  calls  each  year  on 
nts  Its  client  base  includes  top  brands 
suci  oress,  AT&T,  HSN,  British  Airways, 

DIRECT  I  com.  From  technical  support  to 

basic  custoi  m  teleservices  to  e-mail  man- 

agement, PRC  provicl  seamless,  multichannel  con- 
sumer-care options  to  meet  its  clients'  customer  ser- 
vice needs. 


"PRC's  technology  allows  our  customer  care  prof 
sionals  to  interact  on  a  real-time  basis  with  our  clieri 
customers  through  voice  or  written  transmissions  — 
conventional  telephone,  over  the  Internet,  facsimr; 
e-mail  or  'text  chat'  sessions,"  O'Brien  says.  "In  fa 
we  were  the  first  service  to  provide  real-time  live  ci 
tomer  support  over  the  Internet  via  the  'click-to-tae 
'click-to-e-mail'  and  'click-to-chat'  functions.  No  mat 
what  channel  customers  want  to  use,  we  are  able- 
meet  their  needs." 

In  addition  to  PRC's  consumer  care  operations,  t 
company  has  three  domestic  subsidiaries  that  provk 
complementary  services  on  PRC's  behalf.  Outbou- 
business-to-consumer  sales  are  handled  throu 
Access  Direct,  business-to-business  lead-generati' 
and  appointment-setting  services  are  performed; 
Hancock  Information  Group  and  eLeaming  services  < 
delivered  by  Avaltus.  Overseas,  PRC  operates  multijc 
voice-  and  Web-enabled  centers  in  both  India  and  1 
Philippines. 

O'Brien  adds  that  PRC  does  far  more  than  sim 
answer  calls  and  respond  to  basic  support  questions 
also  provides  a  full  array  of  powerful  information  m 
agement  tools  to  help  clients  strengthen  their  custon 
relationships,  identify  their  customers'  needs,  establ 
a  customer's  lifetime  value  and  increase  sales.  Some 
these  tools  include  general  database  analysis,  d 
mining,  database  enhancement,  statistical  analysis,  s 
mentation  and  predictive  modeling. 

"Our  goal  is  to  help  our  clients  build  lasting  relati' 
ships  with  their  customers,"  O'Brien  says.  "By  pro\ 
ing  tools  that  capture  and  analyze  customer  data,  P 
helps  its  clients  build  stronger,  longer-lasting  custon 
relationships,  while  adding  value  and  cross-sell 
opportunities  to  their  operations." 
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iver  50%  of  outsourcing  deals  fail. 

Improving  your  odds  may  be  as  simple  as  reading  this  book. 


sourcing  is  supposed  to  solve  your  problems.  Save 
ley.  Improve  competitiveness.  Take  the  load  off.  So 
i  do  more  than  half  of  all  outsourcing  deals  fail  to 
3t  the  desired  results?  And  why,  for  so  many 
anizations,  is  this  important  business  strategy 
furthest  thing  from  strategic?  We  can  tell  you. 


We  wrote  the  book  on  strategic  sourcing.  Concise, 
clearheaded,  and  insightful,  it  holds  the  distilled  wisdom 
of  a  thousand  outsourcing  deals.  And  it's  yours,  free.  Just 
call  +1  203  316  1111  or  go  to  gartner.com/sourcing1 . 

(It  could  save  your  butt.) 


Gartner 
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ICG  Commerce 
Provides  Immediate 
Procurement 
Capabilities  and  Cost 
Savings  for  QualxServ 
When  a  group  of  senior 
managers  and  Wall  Street 
investors  teamed  up  to 
buy  Alliance  Managed 
Services,  a  U.S. -based 
services  business  unit  of 
a  global  information  tech- 
nology solutions  provider, 
the   unit   was   seeing 
shrinking  operating  mar- 
gins and,  as  a  result,  had 
become  unprofitable.  The  new  owners 
knew  they  had  to  reverse  the  decline  and 
lead  the  company  to  profitability. 

"We  were  facing  tight  deadlines  and 
knew  we  had  to  quickly  identify  the  con- 
tracts that  were  unprofitable  and  fix  the  operating  prob- 
lems without  alienating  our  customers,"  says  Michael 
Tracy,  chief  financial  officer  at  the  new  company,  which 
is  now  called  QualxServ.  Headquartered  in  Tewksbury, 

ass.,  QualxServ  is  a  privately  held  IT  services/solutions 
any  with  approximately  1 ,200  people  throughout 

'hat  a  key  area  for  reducing  expenses 
of  subcontractors  and  procurement  of 
that  at  the  time  were  being  pro- 
cured  acy.  "We  needed  to  lower  the 

cost  ci  ve  bought,  but  did  not  have 

aprofes  -nt  staff  to  make  this  happen  — 

and  invei  tter  sourcmg  ar  1  procurement  tools 


"Instead  of  just  performing  the  routii 
procurement  function,  ICG  Commer 
added  a  factor  that  most  compani 
don't  -  a  lot  of  financial  analytics." 

Michael  Tracy,  Chief  Financial  Officer,  QualxSer 


was  out  of  the  question.  We  looked  for  a  company 
could  step  in  and  act  as  a  surrogate  procurement  te 
to  help  lower  our  costs.  We  liked  ICG  Commerc 
approach  because  they  brought  people  who  really  un> 
stand  both  purchasing  and  sourcing  as  well  as  our  bu\ 
categories.  And  we  got  the  benefits  of  their  tools  to  n| 
imize  results  without  making  huge  software  invi 
ments.  We  initially  saw  them  as  a  cost-effective  all 
native  to  building  an  in-house  procurement  organizatic 
But,  as  Tracy  quickly  discovered,  ICG  Comme 
offers  a  lot  more  than  cost-effective  resources.  "Inst 
of  just  performing  the  routine  procurement  functi 
ICG  Commerce  added  a  factor  that  most  compar 
don't  —  a  lot  of  financial  analytics.  They  did  far  m 
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Client  loss  report 

Declining  productivity  analysis 

Salesforce  turnover  report  — 


Rising  labor  cost  summary 


Request  to  update  and  expand 
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than  we  expected  and  it  certainly  made  it  easier 
to  get  management  buy-in  on  the  choice  of  ven- 
dors. ICG  Commerce  did  all  the  upfront  analysis 
to  help  us  choose  the  best  supplier. 

"Because  of  ICG  Commerce's  deep  sourcing 
expertise  and  knowledge  of  the  various  vendors, 
they  were  able  to  immediately  recommend  to  us 
more  competitive  suppliers  that,  frankly,  we  could 
not  have  found  on  our  own  with  the  resources 
we  had  in-house,"  Tracy 
says.  "They  do  much 
more  than  provide  pro- 
curement services  —  they 
help  you  make  better  busi- 
ness decisions." 


A  Comprehensive 
Approach  to  Outsourcing 
Procurement 


"The  transformation  from  outstanding 
customer  care  to  exceptional  customer 
development  can  open  the  door  to  long-ten! 
sustainable  performance  improvements." 

Peter  Bourke,  President,  Spherion"  Outsourcing  Group 
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ICG  Commerce  is  a  procurement  services  provider  with 
the  sourcing  and  category  expertise  as  well  as  the  tools 
and  technology  to  help  companies  find,  negotiate  and 
implement  savings  and  efficiencies.  ICG  Commerce 
deploys  a  team  of  procurement  experts  to  assess  a  cus- 
tomer's current  purchasing  situation  and  create  a  sav- 
strategy  that  generates  the  greatest  ROI  for  the 
er.  Once  opportunities  are  identified,  ICG  Com- 
lops  year-over-year  savings  targets  and  puts 
led  plan  to  implement  those  savings, 
•icludes  strategic  sourcing  work  to 
ig  and  service.  ICG  Commerce  has 
ovei  |    its  who  leverage  eSourcing  tools 

to  nego;  ,qs.  The  next  step  is  most  criti- 

cal —  ci  nnd  suppliers  to  ensure  sav- 

ings are  reali  nerce  does  this  through  a 


hosted  eProcurement  and  a  proven  change-man 
ment  program.  Post-implementation,  ICG  Comm 
ensures  its  customers  are  achieving  year-over- 
improvements  by  monitoring  supplier  market  dynai 
and  supplier  performance. 

Customers  who  leverage  ICG  Commerce's  Proc 
ment  Outsourcing  services  not  only  achieve  price 
ings  and  transaction  efficiencies,  but  also  lower  the 
to  operate  their  procurement  function.  ICG  Comm 
manages  the  seamless  transitioning  of  resources  tc 
Commerce.  Or  for  companies  that  lack  a  procurer 
staff,  as  was  the  case  for  QualxServ,  ICG  Comm 
dedicates  procurement  professionals  on  the  grour 
manage  the  daily  sourcing  and  purchasing  tasks  fo 
company. 

"ICG  Commerce  met  and  exceeded  our  expecta 
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Going  Outside  to  Save  More  Inside 

ICG  Commerce  helps  extend  procurement 
capabilities  while  lowering  costs 

Procurement:  the  next  opportunity  for  outsourcing. 

With  continued  softness  in  the  economy  and  increased  competition,  companies  are  under 
enormous  pressure  to  achieve  stronger  financial  results.  Given  that  most  companies  spend 
between  50%  and  80%  of  their  revenues  on  the  purchase  of  goods  and  services,  it's  no 
secret  that  procurement  provides  tremendous  savings  opportunities.  However,  maximizing 
cost  savings  requires  a  broad  range  of  expertise  and  advanced  technologies  that  many 
companies  don't  have.  That's  why  many  companies  are  turning  to  Procurement  Service 
Providers  to  help  them  lower  costs  while  freeing  up  resources  and  capital. 


;ther  outsourcing  the  management  of 
set  buying  categories  or  the  entire 
urement  function,  companies  benefit  by: 
ngaging  focused  experts  to  help  lower 
le  total  costs  of  goods  and  services 
hile  improving  supplier  performance 
educing  and  variablizing  procurement- 
lated  operating  costs 
apidly  acquiring  additional  expertise, 
3St  practices  and  technology  without 
(panding  staff  or  making  hefty  IT 
vestments 

aining  the  ability  to  focus  on  core 
jmpetencies  and  other  critical 
itiatives  to  improve  the  bottom-line 

e  the  benefits  of  outsourcing  are 
saling,  achieving  immediate  value 
e  minimizing  risk  and  disruption 
jires  the  right  partner  and  a 
prehensive  approach. 

Commerce  delivers  an  unmatched 
ibination  for  measurable  results. 

a  leading  Procurement  Services 
ider,  ICG  Commerce  has  a  proven 
record  of  delivering  measurable 
ngs  and  true  purchasing  efficiencies 
/er-160  companies.  With  an  exclusive 
s  on  procurement,  ICG  Commerce 
ides  a  unique  combination  that  delivers 
ificant  value  to  leading  organizations 
Jgh: 

ep  Expertise:  ICG  Commerce  has 
re  than  300  seasoned  professionals 
h  decades  of  sourcing,  procurement 
j  category  expertise. 
werful  Tools:  Experts  leverage 
/anced    technologies    to    facilitate 

nd    analysis,    strategic    sourcing 
!FI,  eRFP,  e-auctions  and  optimiza- 
i)  and  transaction  management  for 
ximized  results. 
st  Access  to  Savings:  By  aggregating 

demand  of  its  global  customer  base 
I  Commerce  has  negotiated  optimal 


pricing  and  service  with  leading  suppliers 
in  all  major  indirect  categories. 
Seamless  Transition:  For  companies 
looking  to  transition  resources,  ICG 
Commerce  leads  a  proven  process  to 
ensure  a  smooth  migration  and  limited 
disruption. 

Outsourcing  Experience:  ICG  Commerce 
knows  how  to  manage  outsourcing  rela- 
tionships from  establishing  governance 
and  operating  agreements  to  providing 
detailed  communications  and  reporting. 

A  proven  comprehensive  approach. 

ICG  Commerce  implements  a  rigorous 
process  which  includes: 

1.  An  in-depth  assessment  to  identify 
savings  opportunities  and  process 
efficiencies. 

2.  Development  of  multiyear  savings 
targets  and  specific  service  level 
agreements. 

3.  Expert-led  strategic  sourcing  to  negotiate 
optimal  supplier  agreements. 

4.  Buyer  and  supplier  integration  via 
eProcurement  and  change  manage- 
ment to  ensure  savings  realization. 

5.  Continuous  management  of  supplier 
performance. 

6.  And  a  proven  transition  process  that 
ensures  an  effective  migration  of 
resources. 

The  only  total  solution 
delivering  measurable  results. 

ICG  Commerce  is  a  leading  Procurement 
Services  Provider  offering  a  comprehen- 
sive suite  of  procurement  services 
including  Enabled  Sourcing,  Managed 
eProcurement  and  Procurement  Outsourcing. 


iCG  :ommerce 


877.935. ICGC 

www.icgcommerce.com 


Learn  the  critical  success 
factors  for  outsourcing 
procurement. 

Sign  up  now  for  a  free  Webinar 
and  learn  more  about  effective 
procurement  outsourcing. 

Date:  Thursday,  August  8,  2002 

Time:  4:00pm  edt 

To  reserve  your  seat 
today,  please  go  to 
http://www.icgcommerce.com/ 
outsourcing  and  fill  out  the 
quick  registration  form. 


Real  Results: 

A  leading  management  and 
technology  services  firm  saved 
$74  million  and  lowered 
operational  costs  in  12  months 
by  outsourcing  procurement  to 
ICG  Commerce. 

•  Strategically  sourced  categories, 
negotiating  5-15%  savings. 

•  Provided  fast  access  to  pre- 
negotiated  contracts  with 
leading  suppliers  in  several 
indirect  categories. 

•  Migrated  60  procurement 
professionals  worldwide  to 
ICG  Commerce,  further  reducing 
operating  costs. 

In  just  the  first  year  the  firm 
exceeded  its  original  savings 
goal  of  $60  million  by  20%. 
And,  the  seamless  transition 
of  resources  was  successfully 
completed  within  three  months, 
providing  the  company  the  ability 
to  focus  on  core  competencies 
and  growth  opportunities. 
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As  the  workforce  continues  to  shrink  and  skilled  employees  cfi 
time  core  workforce  from  the  hardships  of  downturn  actions  - 1 L 


in  terms  of  money  saved,  but  they've  gone  far  beyond 
that,"  Tracy  says.  "We  believe  using  ICG  Commerce  is 
saving  us  roughly  a  little  more  than  a  half  percent  of  rev- 
enues. That  is  a  significant  contribution  to  our  success." 

Will  an  Economic  Upturn 

Be  Your  Employment  Downfall? 

How  to  Manage  the  Workforce  with  Greater 
Flexibility  in  Any  Economy  —  Boom  or  Bust 

The  "talent  wars"  of  the  '90s  and  the  more  recent  wave 
of  layoffs  generated  tremendous  challenges  for  employ- 
ers. Both  statistics  and  experts  point  to  even  greater 
challenges  ahead. 

According  to  the  Bureau  of  Labor  Statistics,  the  Amer- 
ican workforce  is  shrinking:  6.5  million  baby  boomers 
are  now  eligible  for  early  retirement.  This  trend  will  con- 
tinue as  more  and  more  boomers  retire  and  are  replaced 
by  a  significantly  smaller  and  shrinking  pool  of  35-  to  44- 
year-olds.  Add  to  that  some  startling  figures  on  reten- 
tion: More  than  one-third  of  all  administrative  support 
staff  voluntarily  leave  their  jobs  before  their  first-year 
anniversary,  reports  SaratogaSM  Institute.  Turnover 
among  customer  service  and  sales  agents  jumped  from 
61  %  to  94%  in  the  last  year,  according  to  Mercer  Human 
turce  Consulting's   Call  Center  Compensation 
I    With  the  cost  to  replace  a  departing  worker 
I  one  to  two  times  salary,  most  companies  can 
arp  increases  in  talent  spending  in  the  near 
s  they  can  discover  a  smarter  way  to  find 
eat  employees. 

irs  will  seem  like  petty  skirmishes 
■  ahead  in  the  emerging  recruitment 
lanies  lacking  smart  workforce  plan- 
ning ,ent  strategies  will  suffer  the 
most,  u  r                     .  in  a  constantly  churning  talent  pool 
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with  less  than  satisfactory  return  on  their  investme^i 

How  can  employers  better  manage  employm 
costs  and  retain  valuable  employees? 

As  a  first  step,  when  industry  outlooks  improve 
spending  increases,  smart  employers  will  avoid  the  ii 
nation  to  ramp  up  quickly.  The  advice  from  Spherifi 
Corporation,  an  expert  in  workforce  management,  i: 
follows: 

•  Act  conservatively  and  delay  hiring  decision; 
ensure  you  don't  have  to  rescind  job  offers  if-; 
rebound  temporarily  reverses  itself. 

•  Maximize  the  performance  of  your  existing  w  1 
force  through  continuous  coaching,  developmjc 
and  skill-building  programs. 

•  Use  overtime  or  productivity-based  incentive 
grams  to  avoid  rushing  new  hiring  decisions. 

•  Realign  teams  to  give  current  employees  gre  , 
responsibility. 

•  Augment  your  core  workforce  with  flexible  emr. 
ees,  managed  staffing  or  outsourcing. 

As  the  workforce  continues  to  shrink  and  skiftC 
employees  grow  scarcer,  a  more  flexible  workfc no; 
structure  can  protect  the  full-time  core  workforce  f  fe 
the  hardships  of  downturn  actions  —  from  se 
freezes  and  cuts  to  downsizing  and  realignmfi 
Employers  that  cling  to  a  more  traditional,  rigid  struc 
will  likely  see  employee  commitment  suffer,  refer 
plummet  and  turnover  costs  soar. 

When  flexible  workers,  managed  staff  or  outsour 
accounts  for  a  higher  percentage  of  an  overall  w 
force,  a  business  can: 

•  Increase  predictability  of  earnings  by  shifting  f 
costs  to  variable 

•  Improve    performance    by    redirecting    inte 
resources  to  more  strategic  activities 
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per,  a  more  flexible  workforce  structure  can  protect  the  full- 
/  freezes  and  cuts  to  downsizing  and  realignment. 


nhance  productivity  by  more  closely  matching 
vorkforce  to  workload 

trengthen  employee  commitment  by  protecting  the 
ore  workforce  from  the  consequences  of  econom- 
:  downturns  and  shifting  supply/demand  cycles 

uild  profitability  by  sharing  employment  costs  and 
isks  with  an  outside  expert. 

always,  there  will  be  businesses  that  jump  head- 
nto  an  economic  recovery.  Those  that  choose  not 
anage  their  workforce  more  strategically  will  find 
an  economic  upturn  could  be  their  downfall  when 

times  turn  bad  again  or  when  the  inevitable  talent 
:h  pushes  traditional  full-time  employment  costs 

igh. 

integrating  flexibility  throughout  the  employment 
ture,  an  employer  can  build  a  workforce  that  can 

y  adjust  to  economic  and  industry  fluctuations  — 
ig  growth  at  all  times. 

ronics  Giant  Transforms  Call  Center  Into 
t  Center 

lost  companies  in  the  global  electronics  industry, 
e  competition  is  tight  and  margins  are  slim,  70% 

customer  contact  takes  place  in  a  call  center. 
n  a  company's  products  are 
strictly  through  retail  outlets, 
takes  are  considerably  higher, 
call  center  becomes  the  only 
:  customer  channel  available  to 

t  customer  satisfaction,  loy- 
nd  retention.  With  the  average 
to  acquire  a  new  customer 
1  7  to  10  times  greater  than 
Dst  to  retain  a  current  one,  and 

increase  in  customer  reten- 


tion translating  to  an  8%  increase  in  profitability,  the  cus- 
tomer contact  center  has  a  significant  role  in  generating 
long-term  revenue  and  profitability. 

Optimizing  Customer  Interactions 

"For  one  of  the  world's  largest  suppliers  of  consumer 
electronics,  exceptional  customer  care  was  a  given,  but 
it  wasn't  enough.  Its  call  center  could  not  simply  field 
questions  about  parts,  warranties  and  other  post-sales 
issues;  it  needed  to  build  relationships  with  customers 
and  foster  loyalty,  sales  and  healthy  profit  margins.  That's 
the  real  challenge  in  customer  care,"  says  Peter  Bourke, 
president  of  the  Spherion®  Outsourcing  Group,  a  com- 
pany that  optimizes  customer  interactions  to  maximize 
business  performance  and  enhance  shareholder  value. 
"This  consumer  electronics  giant  needed  to  better 
understand  its  customers  —  performance  problems 

(continued  on  page  18) 
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An  Interview  With  Robert  E.  Grant,  President  and  C:i 


Robert  E.  Grant  is  president  and 
CEO  of  Alliente,  Inc.,  a  leading  pro- 
curement services  provider  of 
comprehensive  procure-to-pay 
solutions.  Previously,  he  served  as 
president  and  chief  executive  offi- 
cer of  Ligos  Corporation.  His  back- 
ground includes  nearly  20  years  as 
a  senior  executive  with  telecom 
and  high-tech  companies. 

Q:  You  describe  Alliente  as  a 
procurement  service  provider  of 
procure-to-pay  solutions.  Could  you  explain  what 
that  entails? 

Grant:  Alliente  is  the  next  logical  wave  in  business 
process  outsourcing  —  indirect  procurement.  In  contrast 
to  direct  procurement,  where  the  costs  of  materials  go 
directly  into  goods  and  services  sold,  indirect  supplies 
are  non-strategic  and  non-core  yet  hold  an  opportunity 
to  improve  bottom-line  performance.  The  categories  of 
indirect  spending  range  from  simple  office  supplies  to 
complex  services  such  as  advertising  and  printing. 

Q:  Why  are  companies  moving  to  outsource  indirect 
procurement? 

Grant:  As  with  most  functions  that  are  outsourced, 
companies  benefit  by  transitioning  fixed  expenses  to  vari- 
able and  leveraging  both  expertise  and  technology.  In  the 
case  of  indirect  procurement,  companies  gain  additional 
benefits  from  the  leveraged  supplier  relationships,  aggre- 
gated spending  across  a  wide  base  of  companies  and  a 
ler  whose  strategic  function  is  to  continuously  invest 
all  elements  of  sourcing  and  procurement. 

Q:  Who       c  the  unique  ways  in  which  Alliente  helps 
its  custo       's  create  value? 

Grant:  '  urement  is  one  of  the  few  corpo- 


rate areas  where  every  dollar  saved  flows  directly  to>  [ 
bottom  line.  Alliente  creates  value  through  a  focu; 
the  Total  Cost  Management  of  indirect  spending, 
it's  more  than  just  the  unit  cost  of  goods  or  servii 
We  bring  deep  domain  expertise  in  this  area. 
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Q:  What  more  can  you  share  about  Total  0 
Management? 

Grant:  Total  Cost  Management  gains  extend 
beyond  the  purchase  price  of  indirect  goods  or  servii  5 
They  include  opportunities  in  the  acquisition  cos  n 
goods  and  services,  the  infrastructure  (staff  and  syste 
required  to  execute  the  sourcing  and  procurement  fi| 
tion,  the  use  of  actionable  information  to  control  how*  ice 
why  spending  occurs  and  improved  cash  manager^  an 
in  areas  such  as  a  reduction  in  inventory.  This  apprc  351 
yields  a  maximum  benefit  in  Total  Cost  Management;* 

|  ITS 

Q:  How  do  you  contrast  Alliente  with  other  cor  < 
panies  that  compete  in  the  e-procurement  and-  ;e 
outsourcing  markets?  « 

Grant:  We  believe  that  we  deliver  the  most  corr  ige 
hensive  service  offering  for  indirect  procurement  3; 
therefore  deliver  a  greater  and  continuous  benefit  tc  x- 
clients.  We  source,  procure  and  manage  indirect  g< 
and  services.  Our  services  offering  can  address  e(  ow 
thing  from  simple  commodity  buys  to  complex  con  int 
negotiations.  Our  solutions  scale  to  meet  the  dem  ,0 
of  our  clients  while  providing  the  flexibility  to  be  tail  kj 
to  their  specific  needs. 


Q:  What  is  the  range  of  alternatives? 

Grant:  Solutions  in  this  space  fall  into  one  of  thre< 
egones:  consultants,  e-platform  providers  and  full-se 
outsourcers.  Consultants  analyze  and  recomn 
changes  for  which  the  client  owns  the  implement? 
As  this  is  typically  a  one-time  engagement,  it's  diffici 
a  company  to  maintain  its  focus  on  continuous  imp 
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utive  Officer,  Alliente,  Inc 


t.  In  the  case  of  e-platform  providers,  industry  stud- 
ave  shown  that  less  than  20%  of  a  company's  mdi- 
jpending  flows  through  a  typical  e-procurement  plat- 
.  Lastly,  most  of  the  "full-service  outsourcers"  fall 
:  in  the  depth  of  their  offering  or  have  indirect  pro- 
nent  as  a  secondary  business. 
:ontrast,  at  Alliente  indirect  procurement  is  the  sole 
)se  of  our  business.  We  address  the  whole  problem, 
rate  with  our  clients'  systems  and  busi- 
processes  and  work  on  continuous 
jvement. 


travel,  energy,  capital  leasing  and  software  licensing.  It 
blends  the  best  of  e-procurement  with  a  seasoned  pro- 
curement team  to  address  60%  to  70%  of  indirect 
spending. 

The  Total  Managed  Solution  is  the  ultimate  in  busi- 
ness process  outsourcing  for  indirect  procurement.  It 
includes  strategic  planning,  sourcing,  catalog  develop- 
ment, hosted  transaction  execution,  purchase  reconcil- 


'hat  are  your  main  products  and 
ices? 

ant:  Our  offering  consists  of  three 
aged  solutions  designed  and  tailored  to 
:  the  specific  needs  of  our  clients.  All  ■■■■■ 
r  solutions  include  a  hosted  e-procure- 
solution  and  are  built  on  a  platform  of  supply  chain 
ces  encompassing  catalog  enablement,  supplier 
igement,  sourcing  management  and  information 
igement.  Our  value  is  secured  through  our  imple- 
ation  services,  customer  care  team,  change  man- 
lent  programs  and  end-user  training. 

>w  are  these  services  structured? 

)nt:  Our  Rapid  Procurement  Solution  addresses 
volume,  low-unit  cost  commodity  spending.  It's  a 
jd  e-procurement  offering  complemented  by  a 
j  of  Alliente-sourced  catalogs.  This  solution  sup- 
about  30%  of  a  typical  client's  indirect  spending 
akes  on  the  heavy-lifting  tasks  of  catalog  enable- 
,  sourcing  and  supplier  management.  The  pro- 
nent  of  non-catalog  commodities  is  also  support- 
'ough  an  Assisted  Procurement  capability. 
:  Alliente  Enhanced  Procurement  Solution  couples 
;d,  hosted  e-procurement  with  procurement  assis- 
and  services  for  complex  purchases,  such  as 


"Indirect  procurement  is  one  of  the  few 
corporate  areas  where  every  dollar 
saved  flows  directly  to  the  bottom  line." 

Robert  E.  Grant,  President  &  Chief  Executive  Officer, 
Alliente,  Inc 


iation  and  spending  information  reporting.  With  this 
solution,  a  company  can  outsource  up  to  100%  of  its 
indirect  spending.  It  also  yields  a  maximum  benefit  in 
"Total  Cost  Management. 

We  align  these  solutions  with  the  scope  and  timing 
of  a  client's  need  and  the  evolution  of  their  outsourcing 
initiatives. 

Q:  What  changes  do  you  expect  in  this  market  over 
the  next  couple  of  years  that  will  either  help  or  hurt 
Alliente's  business? 

Grant:  The  pressure  on  capital  management,  share- 
holder demands  to  improve  the  bottom  line  and  com- 
petitive forces  driven  by  global  markets  will  all  con- 
tribute to  creating  a  business  process  outsourcing 
imperative  in  corporate  strategy.  I  believe  that  in  the  not- 
too-distant  future,  business  process  outsourcing  for  indi- 
rect procurement  will  be  as  commonplace  as  IT  out- 
sourcing and  HR  outsourcing  services  today.  ■ 

For  more  information,  visit  www.alliente.com. 
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(continued  from  page  15) 

they  had,  complementary  items  they  wanted  and  pre- 
mium products  they  were  likely  to  purchase,"  says 
Bourke.  "More  than  that,  they  needed  to  act  on  that 
knowledge.  It  wasn't  enough  to  just  serve  customers; 
they  needed  to  interact,  build  a  knowledge  base  and 
both  develop  and  deepen  customer  loyalty." 

To  help  build  a  foundation  that  would  allow  the  com- 
pany to  maximize  the  potential  for  generating  loyalty  and 
retention,  Spherion  started  by  addressing  some  basic 
operational  challenges,  reducing  a  high  rate  of  aban- 
doned calls  and  half  a  million  missed  customer  oppor- 
tunities annually.  Initially,  Spherion  consolidated  all  cus- 
tomer care  processes  into  one  centralized  operation, 
applying  process  excellence  standards  across  the  board 
—  a  move  that  led  to  annualized  productivity  gains  of 
$425,000. 

Spherion  then  revamped  the  company's  workforce 
management  practices.  It  placed  and  managed  highly 
skilled,  well-trained  and  motivated  agents,  reducing  attri- 
tion by  28%.  It  redesigned  the  training  process  and  sup- 
ported it  with  an  up-to-date,  electronic  knowledge  base 
to  provide  easily  accessible,  comprehensive  information 
about  the  company's  many  products.  Time-to-proficien- 
cy improved  20%,  representing  almost  half  a  million  dol- 
lars in  annual  cost  savings.  Spherion  instituted  its  own 
best-practice  resource  management  model,  delivering 
forecasts  with  95%  accuracy  and  30-minute  scheduling 
capability.  This  allowed  the  company  to  manage 
000  more  calls  with  existing  resources,  a  38% 
movement. 

Transformation  to  a  Customer  Development  Center 

"Wit!  ional  structure  firmly  in  place,  our  client 

was  able  to  ive  greater  ,mpact  from  its  higher-per- 
forming rce,"  Bourke  says.  "Authorizing  call 


center  agents  to  provide  concessions  during  the': 
call,  for  example,  not  only  reduced  concession  cost 
44%  but  also  improved  customer  satisfaction.  The: 
tomer  insight  documentation  process  we  ere 
allowed  agents  to  more  effectively  capture  custc 
information  to  handle  logical  product  up-sells  and  c; 
sells.  The  result:  a  revenue  increase  of  $2.5  millic 
with  zero  impact  on  cost.  More  than  that,  gross  m. 
on  products  sold  direct  was  15  points  higher 
through  retailers.  Far  exceeding  expectations,  the  t 
formation  from  outstanding  customer  care  to  ex 
tional  customer  development  can  open  the  door  to 
term,  sustainable  performance  improvements." 


Gartner's  Guide  to  Success 
In  a  Multisourced  Environment 

When  enterprises  begin  to  look  for  new  ways  to  ( 
er  goods  and  services,  most  of  them  come  to  re 
that  it  is  impossible  to  employ  all  of  the  resources 
essary  to  achieve  their  business  objectives  in-housi 
one  service  provider  —  whether  internal  or  exterr 
can  deliver  all  of  an  enterprise's  IT  requirements.  I 
a  best-of-breed  approach  enables  an  enterprise  to  J 
the  right  provider  for  a  particular  set  of  requirem 
but  there  has  been  a  lack  of  focus  on  how  to  ge 
best  from  the  resulting  multisourced  environmen- 
"Many  enterprises  have  failed  to  build  a  skill  ba 
meet  the  new  challenge  of  managing  their  multiso< 
environment  and  are  therefore  vulnerable  to  low  reti 
service  value,"  says  Chris  Campbell,  managing  vice 
dent  at  Gartner,  Inc.,  the  world's  largest  research  anc 
sory  firm.  "A  lot  of  companies  back  into  outsoi 
arrangements  one  contract  at  a  time,  and  when  the' 
ize  just  how  complex  their  array  of  service  providei 
become,  they  panic.  There  are  many  service  provide  I 


in 

i«« 


ftiir  ■ 


There  is  a  certain  amount  of  confidence 
in  knowing  your  customers  are  taken  care  of. 
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n  PRC  handles  your  customer  care,  you  can  rest  assured  that  your  consumers  are  being  cared 
i  a  way  that  reflects  your  company  at  its  finest.  With  over  20  years  of  experience  caring  for  the 
jmers  of  some  of  the  world's  largest  companies,  we  truly  are  the  "experts"  in  customer  care. 

'our  consumers  in  the  best  hands  in  the  business  and  give  yourself  more  time  to  enjoy  the 
things  in  life...  call  PRC  today! 

more  information,  call  888-Call-PRC  or  visit  www.prcnet.com 

ision  Response  Corporation,  2002.  PRC  is  a  division  of  USA  Networks,  Inc.'s  Interactive  Group. 


Precision  Response  Corporation 

Your  trusted  experts  in  customer  care. 
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there  offering  a  wide  range  of  essen- 
tial services,  and  the  complexity  of 
managing  the  relationships  among  all 
the  parties  involved  in  keeping  the 
business  running  threatens  to  para- 
lyze some  enterprises." 

Gartner  says  that  by  2005,  80%  ■■■■■■■■■■■ 
of  leading  enterprises  will  adopt  strategic  sourcing  as  a 
core  discipline.  However,  few  of  these  enterprises  will 
have  formal  plans  for  managing  the  long-term  relation- 
ships with  their  external  service  providers  (ESPs). 

"The  difficulty  of  managing  a  multisourced  environ- 
ment has  been  terribly  underestimated,  even  though  it 
has  become  a  necessary  enterprise  competency," 
Campbell  says.  "Unless  companies  begin  to  develop  a 
strategic  sourcing  strategy  that  includes  best  practices 
for  managing  in  a  multisourced  environment,  there  is 
going  to  be  a  lot  of  finger-pointing  and  recriminations." 

Gartner  research  shows  that  three  broad  types  of 
strategic  sourcing  relationships  exist  between  ESPs  and 
buyers  of  outsourcing  services.  Utility  relationships 
focus  primarily  on  cost  reduction,  with  the  goal  of  main- 
taining consistency  in  the  delivery  of  services.  Enhance- 
ment relationships  focus  on  productivity,  and  a  trans- 
formational relationship  is  characterized  by  a 
wship  focused  on  innovation  and  new  business, 
changing  the  very  nature  of  how  an  enterprise  competes. 

"Understanding  and  choosing  which  relationship  best 
fits  an  enterprise's  business  strategy,  and  the  value  it 
om  the  deal,  lays  the  groundwork  for  all  subse- 
Dns  on  how  the  deal  is  managed,"  says  Linda 
Cofu  i  iging  vice  president  at  Gartner.  "Enterprises 

musi  id  in  determining  the  sort  of  outsourcing 

relation'-!   ,  best  meets  their  business  needs  and 

how  to  a;  i  xess  of  that  relationship. " 


"A  lot  of  companies  back  into  outsourci 
arrangements  one  contract  at  a  time, 
and  when  they  realize  just  how  comple 
their  array  of  service  providers  has 
become,  they  panic." 

Chris  Campbell,  Managing  Vice  President, 
Gartner,  Inc. 


Gartner  recommends  a  sourcing  governance  st 
ture  that  is  composed  of  a  sourcing  office,  which  is 
ported  formally  by  committees  and  informally  by  c 
munities.  The  sourcing  office  leverages  the  success: 
much  of  the  foundation  of  the  project  managerr 
office,  with  broadened  responsibilities  to  includ 
internal  and  external  resources. 

Gartner's  Sourcing  Practice,  which  works  with  cli 
to  provide  governance  models  and  help  broker  be 
deals,  outlines  a  four-phase  life-cycle  approach  to  IT 
sourcing.  Phase  I,  Sourcing  Strategy,  begins  with 
questions  of  business  strategy  and  goals.  One  thir 
chief  information  officers  agree  on  is  the  challenc 
aligning  IT  and  business  strategy.  Gartner  believes 
this  is  a  good  place  to  start  on  the  path  to  reinventing 
management  of  a  multisourced  environment.  Phase 
the  life  cycle,  Evaluation  and  Selection,  provides  a 
sion  framework  for  evaluating  vendors.  Based  on  a  s 
of  170  enterprises,  Gartner  sets  forth  evaluation  cri 
that  reveal  new  process  efficiencies,  the  fundamei 
of  the  request  for  proposal  (RFP)  process  and  upgn 
vendor  selection  criteria.  Research  from  Phase  III,  ( 
tract  Development,  helps  users  construct  the  right 
tract  and  negotiate  the  right  deals.  Phase  IV  of  Gart 
Sourcing  Practice,  Sourcing  Management,  lays  ou 
orous  measurement  and  management  methodology 
help  users  and  vendors  define  and  realize  bottorr 
business  benefits  from  their  outsourcing  investmer 
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No?  So  why  would  you  do  HR  Administration  in-house? 

Performing  tasks  that  don't  generate  profits  can  get  you  bent  out  of  shape.  So  talk  to  ADR 
Because  ADP  frees  your  HR  staff  from  endless,  repetitive  administrative  work.  Saves 
you  money  by  eliminating  costly  technology  upgrades.  And  gives  you  peace  of  mind 
with  superior  protection  from  compliance  pitfalls,  data  loss  and  security  breaches.  All  thanks  to 
comprehensive  and  integrated  HR/Benef its/Payroll  services  precisely  configured  for  your  business. 
Phone  800-CALL  ADP  Or  visit  www.adp.com  to  learn  more.  (And  if  you  do  make  paper  clips,  we're 
still  well  worth  a  visit.) 

HR  Information  Management  |  Benefits  Administration  |  Retirement  Plan  Services  |  Payroll  Services 
Tax  &  Compliance  Management  |  Time  &  Labor  Management  |  Professional  Employer  Organization 


We're  the  Business  Behind  Business® 
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'The  chemical  industry  is  a  high-volume,  low-margin  busines 
is  immediate  cost  savings  without  their  having  to  make  any  up' 


"The  most  important  factor  for  success  is  alignment," 
Cohen  says.  "The  relationship  should  be  structured  so 
that  the  service  provider  and  service  receiver  are  aligned 
to  deliver  an  enhanced  capability  with  seamless  execu- 
tion. In  most  cases  where  we  are  brought  in  to  help 
save  or  restructure  a  deal,  there  was  never  a  formal 
process  in  place  to  ensure  alignment." 

Gartner,  Inc.  is  a  research  and  advisory  firm  that  helps 
more  than  11,000  clients  understand  technology 
and  drive  business  growth.  For  more  information,  visit 
www.gartner.com/sourcing. 

Cendian  Solves  Chemical  Industry's  Logistical 
Challenges 

The  chemical  industry  presents  a  number  of  unique 
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logistical  challenges.  Transporting  raw  or  hazan 
materials  from  one  place  to  another  requires  sp^ 
containers  and  special  handling,  and  that,  in  turn,  t 
lates  into  higher  costs  for  manufacturers. 

"Most  industries  don't  need  a  vertical  logistics  sol 
—  if  your  product  comes  in  a  standard  cardboard  | 
age  or  on  a  pallet,  any  of  the  major  shippers  can  h<i H 
it,"  says  Mark  A.  Kaiser,  chief  executive  officer  of  C ;ei 
an  Corporation,  the  premier  lead  logistics  pro'.4 
focused  exclusively  on  the  chemical  industry.  "Bu:j 
very  difficult  for  any  of  the  generic  shippers  to  deal; ,:i 
chemicals  and  plastics.  You  have  to  worry  about  t\i m 
like  containers  —  whether  the  lining  is  stainless  stl ar 
glass,  what  are  the  reactive  properties,  what  othei 
of  chemicals  have  been  in  that  particular  container  -f* 
you  also  have  to  worry  about  routing.  You  can  t 
truckload  of  tennis  shoes  through  downtown  Atlantif51 
you  can't  take  a  truckload  of  certain  kinds  of  chen 
through  metropolitan  areas.  There  are  a  lot  of  nuc 
that  you  don't  have  in  other  industries." 

Two  years  ago,  Cendian  was  fornruf" 

address  the  opportunity  head-on  by  off 

outsourcing  solutions  focused  solely  o^l 

logistics  needs  of  the  chemical  industry.  E  *> 

in  Atlanta,  Cendian  now  employs  somi1*: 

people  in  worldwide  operating  local  ^c 

works  with  a  network  of  over  300  pref  ^o 

logistics  service  providers  anc  ^e 

more  than  $1  billion  in  contract."  to 

rently  in  place.  The  company's  ability  to  ship  acre 

modes  of  transportation  (bulk  truck,  dry  van,  marir 

and  air)  into  and  out  of  more  than  80  coui 

makes  Cendian  the  most  comprehensive  logistic 

sourcing  resource  for  the  chemical  industry. 

"The  chemical  industry  is  typically  a  high-volume 
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f  the  most  attractive  things  our  outsourcing  model  offers 

ll  investment."  Mark  A.  Kaiser,  Chief  Executive  Officer,  Cendian  Corporation 


n  business,  so  one  of  the  most  attractive  things  our 
jrcing  model  offers  clients  is  immediate  cost  savings 
ut  their  having  to  make  any  upfront  capital  invest- 
Kaiser  says.  "We  give  them  the  ROI  without  the 
i  that  is  very  important  in  today's  economic  climate." 
ndian's  service  offerings  provide  chemical  manu- 
ers  and  distributors  with  an  outsourcing  solution 
e  most  critical  logistics  functions:  transportation 
ng  and  execution,  customer  service,  commercial 
ment  and  performance  management, 
ond  simple  cost  savings,  Kaiser  cites  a  number  of 
Dnal  benefits  of  outsourcing  logistics  functions  to 
an.  Among  tnem  are  the  following: 

mical  Industry  Expertise 

an's  professionals  have  decades  of  chemical  and 
s  logistics  experience  that  are  put  to  work  for  clients 
day.  The  Cendian  team  leverages  the  latest  devel- 
nts  and  innovations  in  logistics  software,  supply 
practices  and  regulatory  compliance  requirements 
ure  their  solutions  are  continuously  up-to-date. 

>al  Reach 

tra'tegically  located  worldwide  operation  centers, 
an  offers  logistics  support  into  and  out  of  more 
:0  countries.  By  managing  contracts  with  a  select 
>rk  of  over  300  preferred  service  providers,  Cen- 
iso  enables  effortless  expansion  into  new  markets 
the  opportunity  arises. 

Power  of  Scale 

>ver  $1  billion  of  chemical  logistics  services  under 
ict,  Cendian  leverages  its  purchasing  power  to 
lients  lower  their  costs  while  maintaining  superi- 
tomer  service  and  operational  excellence. 


•  Customer  Service  Improvements 

Cendian's  Customer  Service  team  utilizes  real-time  ship- 
ment visibility  to  ensure  its  clients'  shipments  are  where 
they  should  be  when  they  should  be.  Further,  Cendian 
allows  better  customer  focus  by  acting  as  the  single 
source  for  all  mission-critical  logistics  functions. 

•  Optimization  of  Shipments,  Assets,  Business 
Processes  and  the  Logistics  Network 

A  strategic  partnership  with  Cendian  provides  added  vis- 
ibility to  critical  business  information.  By  implementing 
Cendian's  solution,  clients  are  able  to  streamline  their 
transportation  operations  and  greatly  improve  supply 
chain  efficiencies. 

•  Bottom-Line  Impact 

Cendian  delivers  immediate  cost  savings  with  no  capi- 
tal investment. 

"There  is  a  tremendous  movement  toward  globaliza- 
tion in  all  industries,  especially  chemicals,"  Kaiser  says. 
"In  addition,  there  is  a  general  trend  toward  outsourc- 
ing in  the  chemical  industry.  At  the  same  time,  compa- 
nies are  reluctant  to  make  big  investments  in  IT  infra- 
structure. All  of  these  factors,  we  believe,  support  our 
aspiration  to  be  the  largest  shipper  of  chemicals  in  the 
world.  Ultimately,  this  "power  of  scale"  helps  our 
clients  compete  in  today's  economy  by  reducing  their 
costs,  optimizing  their  supply  chain,  improving  client  ser- 
vice and  avoiding  costly  technology  development." 

RES  Delivers  Total  Outsourced  Recruiting  for  the 
Kellogg  Company 

In  1998,  the  Kellogg  Company  executives  decided  they 
could  improve  the  way  the  giant  cereal  and  convenience 
foods  manufacturer  attracted  and  hired  employees  — 
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"One  of  the  big  advantages  of  outsourcing  is  the  agility  to  respcj 
with  the  best  recruitment  services,  and  we  wanted  to  get  it  uL 


by  building  a  strong  vendor  relationship  with  a  recruit- 
ment specialist  and  outsourcing  all  of  the  company's 
recruiting  functions.  This  was  breakthrough  thinking  for 
that  time;  very  few  companies  had  yet  taken  such  a  dra- 
matic step,  and  there  weren't  many  suppliers  around 
with  demonstrated  competency  in  providing  a  broad 
scope  of  outsourced  recruitment  services. 

"We  weren't  looking  for  an  add-on.  We  were  looking 
to  replace  an  entire  internal  recruiting  function  with  a 
supplier  solution,"  says  Cyd  Kilduff,  director  of  Staffing 
at  the  Kellogg  Company.  "We  were  blazing  a  new  trail 
in  looking  for  a  total  outsourcing  solution,  not  just  an 
enhancement." 

The  company  began  searching  for  an  outsourcing  part- 
ner with  the  resources  to  meet  its  main  goals:  to  provide 
recruiting  specialists  with  specific  areas  of  expertise;  to 
improve  factors  such  as  timeliness,  quality,  diversity, 
reporting  capabilities  and  the  management  of  fluctuations 
in  hiring  volume;  to  introduce  technology  for  improve- 
ment of  operating  efficiency;  and  to  reduce  overall  recruit- 
ing costs.  While  outsourcing  presented  an  avenue  to 
reduce  head  count,  cost  savings  was  not  the  primary 
issue  in  the  decision  to  outsource,  Kilduff  says.  "One  of 
the  big  advantages  of  outsourcing  is  the  flexibility,  the 
agility  to  respond  to  an  organization's  variable  hiring 
needs,"  she  says.  "We  wanted  the  benefits  of  quality 
improvement  with  the  best  recruitment  services  possi- 
ble, and  we  wanted  to  get  it  up  and  running  quickly." 

The  Kellogg  Company  found  an  ideal  partner  in  RES  — 
Recruitment  Enhancement  Services  —  an  Omnicom 
Group  !'ic.  Company.  RES  offered  numerous  advantages 
in  dt  a  more  holistic  approach  to  managing  the 

staffn  ion.  RES  now  coordinates  the  Kellogg  Com- 

paq ly's  en i  luring  process,  from  requisition  to  bringing 
new  ird.  RES  implemented  a  customized  req- 


uisition and  applicant-management  tracking  sys  y 
hired  a  dedicated  staff  to  seek  out  and  maintain 
tionships  with  candidates  as  well  as  manage  the  I 
process,  and  set  up  communication  with  all  int 
hiring  managers  on  the  procedures.  RES  coordi^ 
with  Bernard  Hodes  Group,  its  sister  company  sp 
izing  in  recruitment  communications  and  staffing) 
tions,  to  deliver  recruitment  marketing  strategies  | 
would  drive  the  most  talented  candidates  to  a  ra 
developed  and  expanded  Kellogg  Company  career^ 
site,  and  then  screened  applicants  accordingly.  RE' 
initiated  and  implemented  a  Web-based  Interne^ 
Transfer  program  for  employees  and  a  vendor  ma 
ment  program  to  manage  the  Kellogg  Company's  ni4^ 
ous  external  search  firms.  Finally,   RES  devel 
custom  reporting  that  includes  fill  ratio,  time-to-" 
interview-to-hire  ratio  and  customer  satisfaction 

Clearly,  selecting  RES  as  an  outsourcing  provide  fa 
proved  successful.  By  October  2001,  95%  of  the 
available  at  the  Kellogg  Company  were  being  fill|, 
RES,  versus  only  10%  at  the  start  of  the  implerr 
tion  in  2000.  Time-to-hire  had  gone  from  67  days  t 
39  days.  And  perhaps  most  impressively,  cost  pe  j>- 
was  reduced  by  more  than  60%. 

Metrics  are  tracked  through  a  series  of  reports  C 
ferent  reports  are  available  online,  in  real  time),  a  ,0Is 
regular  customer  satisfaction  surveys  conductec 
hiring  managers.  Satisfaction  is  measured  on  the  prl|; 
and  the  RES  staff,  the  level  of  service  provided  ai  |er) 
quality  of  candidates  submitted.  The  range  is  1  to  E 
5  being  the  highest  mark.  Results  are  based  on  eac 
uisition,  so  individual  recruiters  are  reviewed  as  we 
runs  these  reports  on  each  recruiter  to  see  whe 
levels  of  service  lie  with  each  individual.  Satisfac 
high,  with  scores  typically  in  the  4.25  to  4.75  rang 
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janization's  variable  hiring  needs.  We  wanted  quality  improvement 

lg  quickly."  Cyd  Kilduff,  Director  of  Staffing,  The  Kellogg  Company 


uff  says  the  biggest  benefits  of  outsourcing  for 
jllogg  Company  have  been  maximizing  the  ability 
experienced  vendor  to  bring  in  new  technology 
y;  bringing  more  resources  to  bear  on  a  variety  of 
jnt  issues;  and  having  those  capabilities  connect- 
each  other  through  the  outsourcing  vendor. 
DSt  importantly,"  she  says,  "we  need  agility  to 
nd  quickly,  effectively  and  nimbly  to  shifting 
Every  part  of  our  business  must  be  able  to 
id  quickly  to  change.  RES,  as  an  outsourcing  part- 
js  truly  given  us  the  agility  to  address  a  huge  vari- 
hiring  needs." 

ach  to  Establishing  Targeted  Market  Leadership 

ter  Bendor-Samuel 

top  of  most  chief  executives'  agendas  is  the  mul- 
ed challenge  of  attaining  competitive  advantage. 
lese  executives  understand  that  getting  that 
tage  involves  more  than  identifying  a  new  niche 
t  and  then  developing  trendy  products.  They 
stand  that  business  opportunities  are  also  com- 
s  threats. 

lout  strategies  and  resources  to  build  capabilities 
italfze  on  opportunities,  a  company  can't  bring  a 
roduct  to  market  successfully.  Its  competitors 
•orld-class  capabilities  will  get  products  to  market 
more  cost-effectively  and  with  higher-quality  out- 

I  Launching  a  competitive  strategy  is  a  problem- 
^dertaking,  as  is  sustaining  that  strategy  while 
g  the  sales  pipeline  full. 

use  of  outsourcing  as  the  catalyst  to  accomplish 
igh  demands  of  competitive  initiatives  is  skyrock- 
\mong  the  companies  taking  this  approach,  State 
i  ife  Company  has  achieved  notable  success. 

II  accounts,  State  Farm  already  was  a  market 


leader  when  it  realized  its  need  to  outsource  to  achieve 
competitive  goals.  Its  parent,  State  Farm  Mutual  Auto- 
mobile Insurance  Company,  is  the  number-one  insurer 
of  autos  and  homes  in  the  U.S.,  and  State  Farm  Life 
Insurance  Company  by  most  measures  is  one  of  the 
largest  life  insurance  companies  in  the  country.  But  the 
company  was  achieving  only  part  of  its  mission.  Because 
State  Farm  lacked  niche  products  for  a  large  component 
of  its  existing  customer  base,  its  competitors  had  cap- 
tured a  hefty  portion  of  the  potential  business. 

State  Farm's  mission  is  to  help  people  manage  the 
risk  of  everyday  life,  recover  from  the  unexpected  and 
realize  their  dreams.  The  dreams  of  the  "advanced  life 
market"  (customers  with  a  net  worth  of  $1  million, 
excluding  their  primary  residence)  were  not  being  met 
by  State  Farm,  whose  portfolio  did  not  include  estate 
and  retirement  planning,  charitable  giving  and  business 
insurance  products. 

Terry  Huff,  vice  president  at  State  Farm,  says  before 
its  decision  in  2000  to  establish  an  outsourcing  rela- 
tionship for  wealth  management  services,  the  compa- 
ny had  considered  for  several  years  how  best  to  meet 
the  needs  of  upper-income  customers  in  accumulating, 
preserving  and  transferring  their  wealth. 

"We  don't  have  expertise  in  this  field,"  states  Huff. 
"By  outsourcing,  we  were  able  to  get  to  market  much 
faster  and  without  the  large  up-front  costs  that  would 
have  been  incurred  had  we  tried  to  develop  these  prod- 
ucts and  services  ourselves." 

In  addition  to  improving  services  and  customer 
options,  State  Farm's  outsourcing  strategy  also  enabled 
the  company  to  control  existing  support  costs,  provide 
a  consistently  high  level  of  service  and  overcome  regu- 
latory challenges  in  each  state. 

Through  this  strategy,  State  Farm  also  improved  pro- 
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"By  outsourcing,  we  were  able 
to  get  to  market  much  faster 
and  without  the  large  up-front 
costs  that  would  have  been 
incurred  had  we  tried  to 
develop  these  products  and 
services  ourselves." 

Terry  Huff,  Vice  President,  State  Farm 


ductivity  and  enhanced  its  relationship  with  its  16,000 
agents,  who  now  receive  training  in  the  advanced  life 
market,  as  well  as  sales  and  marketing  support 
resources.  Phoenix  Life  Insurance  Company,  the  out- 
sourcing service  provider,  assumes  the  underwriting 
risk,  prequalifies  customers,  guarantees  policyholder  pri- 
vacy and  provides  advanced  life  products  experts  to 
counsel  potential  customers.  The  arrangement  includes 
an  incentive  whereby  Phoenix  Life  Insurance  Company 
is  compensated  on  the  results  it  achieves  for  State 
Farm's  objectives. 

Outsourcing  also  allowed  State  Farm  to  minimize  risk 
by  rolling  out  the  new  products  and  services  in  a  pilot 
program  aimed  at  rigorously  testing  the  performance 
and  quality  of  the  solution.  It  was  then  phased  in,  region 
by  region,  to  ensure  customer  service  would  remain  at 
a  high  level  while  the  volume  of  customers  grew. 

State  Farm  used  outsourcing  to  enhance  its  ability  to 
lond  to  client  and  agent  needs  while  untying  knotty 
nal  constraints  in  the  process.  By  outsourcing  its 
tensive  suite  of  wealth  management  services 
with  tools,  processes  and  people  to  handle 
■  irowth  in  the  advanced  life  market,  State 
Fa  its  position  on  the  cutting  edge  of  serv- 

ing ;  3  with  excellence,  both  now  and  in 

the  ha  ■ 


Outsourcing  Web  Directory 


ADP  www.adp.com 
Alliente,  Inc.  www.alliente.com 
Cendian  www.cendian.com 
Gartner  www.gartner.com/sourcing 

ICG  Commerce 

www.icgcommerce.com 

Precision  Response  Corporation 

www.prcnet.com 

Recruitment  Enhancement  Service 
(An  Omnicom  Company) 

www.resjobs.com 

Spherion  Corporation 

www.spherion.com 

Outsourcing  Center 

www.outsourcing-center.com 
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Focus  on  what  you  do  best. 

Get  the  most  value  from  the  rest. 

Separate  yourself  from  the  competition  with  outsourcing  -  a  proven  strategy  to  focus  attention 
and  resources  on  making  your  company  an  industry  leader.  Everest  Group  has  successfully  advised 
companies  around  the  world  for  10  years  and  has  handled  more  deals  in  the  Business  Process 
Outsourcing  space  than  any  other  outsourcing  advisory  firm. 

At  Everest,  we'll  help  you  navigate  the  outsourcing  process  and  steer  clear  of  risks.  Our  consultants 
possess  the  know-how  and  techniques  to  ensure  a  high-quality,  successful  relationship,  and 
our  proven  methodology  reduces  transaction  cycle  time  and  maximizes  value. 


EVEREST 


STRATEGIC  SOLUTION  ADVISORS" 


Call  us  at:  972-980-0013 
or  see  us  at:  www.everestgrp.com 


©2001  Everesl  Group,  Inc  All  Righls  Reserved. 


"Nike  has  a  history  of 
putting  artifacts  on 
the  table  before  any- 
one even  knows  what 
they  are."  This  is  the 
way  John  Hoke  III, 
Nike's  global  creative 
director  of  footwear 
design,  describes  the 
inventive  drive  at 

the  Beaverton,  Oregon-based  athletic 
apparel  giant — a  drive  made  necessary 
by  the  demand  the  company  has  cre- 
ated with  immensely  successful  market- 
ing. Nike  has  turned  athletic  shoes  from 
utilitarian  necessities  into  glamorous 
accessories,  cultural  icons  by  which  their 
wearers  identify  themselves.  And  once 
you're  in  the  business  of  selling  icons, 
you'd  better  keep  those  icons  coming. 

Hoke  sits  surrounded  by  his  own  col- 
lection of  evocative  artifacts  in  a  small 
office  in  the  Mia  Hamm  building,  the 
largest  of  a  dozen  similar  structures  that 
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form  a  campus  set  amid  bucolic  streams, 
glens,  and  soccer  fields.  Each  of  the 
buildings  bears  the  name  of  an  athlete 
whose  image-building  power  Nike  has 
so  successfully  tapped. 

Ego-affirming  footwear  like  Air 
Jordans,  Air  Rift,  and  Shox  helped  make 
sneaker  one-upmanship  an  established 
part  of  life  for  American 
youth.  No  longer  does  Nike's 
ideal  customer  buy  shoes  and 
wear  them  until  they  fall 
apart  (as  did  buyers  of  classic 
Converse  All  Stars  a  couple 
of  generations  ago).  Now 
those  customers  amass  shoe 
wardrobes  and  scour  cavern- 
ous Niketown  stores,  snap- 
ping up  new  editions  of  N  ikes 
like  book  and  music  lovers 
patrolling  the  shelves  and  dis- 
plays at  Barnes  &  Noble  or 
Virgin.  Nike's  culture  of  ob- 
sessive creativity  has  cer- 
tainly paid  off.  The  company's 
swoosh  may  be,  along  with 
Coca-Cola's  cursive  script 
logo,  the  best-known  corpo- 
rate symbol  in  the  world. 

But  past  results  are  just 
that — past.  Design  lightning 
has  to  strike  constantly,  so 
Hoke  and  his  staff  of  75  designers  spend 
their  days  trying  to  commune  with  Air 
Muse  to  create  what  is,  in  essence, 
streetwear  named  desire. 

Creativity  is  a  critical  commodity  at 
Nike,  now  more  than  ever.  Between 
1998  and  2000  the  company  seemed  to 
be  losing  the  mar- 
keting brilliance 
that  had  made  it 
i  a  corporate 
p h e noraenon. 
i  decade 
.  which 
revenues 
1.7  bil- 
Sl)  to 
'lion   in 


1998,  with  shoes  contributing  nearly 
two-thirds  of  the  bottom  line,  revenue 
declined  the  following  year  to  $8.8  bil- 
lion. In  1999  and  2000  Nike  suffered  a 
series  of  setbacks,  including  a  rougher- 
than-expected  acquisition  of  high-end 
shoe  company  Cole  Haan,  an  inventory 
management  software  system  that  failed 
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Company:  Nike 
Revenue: 

$9.5  billion  (2001) 
Challenge: 

Maintaining  reputai 
as  market  innovator 
Solution:  Finding 
design  inspiration  in 
various  sources,  from  auto 
design  to  origami 


r,c 


to  live  up  to  ex-      AUTO  DIDACTS 
pectations,  as  well      Shoe  designers  in 
as  accusations  by      Beaverton  draw 
human  rights  and      inspiration  from 
labor  groups  that      (among  other 
Nike  was  exploit-      sources)  the  new 
ing  workers  in      models  and  con- 
Asian  factories.  cept  cars  they 

At   the   same      see  at  Detroit 
time,  Nike's  domi-      auto  shows. 
nation  of  the  foot- 
wear market  weakened.  Concurrent 
with  the  retirement  of  Michael  Jordan, 
N  ike's  advertising  superstar,  competitors 
began  to  cut  into  the  company's  market 
share,  dropping  it  from  44%  in  1999 
to  41%  in  2001. 

Worse,  word  on  the  street  (if  not 


The  Street)  was  that  the  precious 
indefinable  quality  of  "cool"  seemed  r1  j 
longer  Nike's  exclusive  terrain.  Tr 
spring  2002  release  of  Air  Jordan  XVl|i! 
complete  with  carrying  case,  prom<| 
tional  CD,  and  $200  price  tag,  was  ml " 
with  less  than  a  "just  gotta  have  i 
reception.  A  new  generation  of  sneak- 
freaks  seemed  to  be  gravita 
ing  to  brands  like  Skeche|' 
and  New  Balance. 

"Companies   like   Nef'1 
Balance  caught  Nike  of 
balance,"  says  Robert  To 
mey,  a  Seattle-based  anah, 
for  investment  house  RB 
Dain  Rauscher.  "There  w  ia 
some  erosion  in  market  shai 
but  Nike  has  reacted  ar 
shown  strong  momentum 
the  past  two  quarters.  Due   ' 
Nike's  focus  on  the  new  linr1 ,: 
like  Shox  and  other  mil11 
price  shoes,  the  company  ss  *' 
a  7%  increase  in  sales  of  ad 
letic  shoes  in  the  Unit 
States  in  Q3."  Toomey  b  ™ 
lieves  the  company  "h  * 
righted  the  ship."  Now  it 
counting  on  innovative  n< 
shoe  lines  such  as  Shox,  / 
Rift,  and  Air  Presto  to  re 
nite  the  growth  curve  of  the  1990s.  O 
factor  above  all  others  will  make  t 
difference.  "Creativity  has  been,  a 
always  will  be,  a  critical  part  of  Nik 
business,"  says  Toomey. 

It  is  John  Hoke's  job  to  keep  puttif11 
the  swoosh  on  shoes  that  satisfy  t 
souls  of  a  restless,  quick-hit  generati 
(afflicted,  some  contend,  with  a  kindf?1 
mass  attention-deficit  disorder).  It's 
amorphous  group  made  up  of  subc 
tures — like  skateboarders — who  oft 
have  a  contrary  loyalty  to  shoes  such 
the  studiously  unhip  Vans  slip-o 
Thus,  the  designers  in  Beaverton  ; 
projecting  their  inventive  minds  f 
ward  to  discover  the  psychic  territi 
that  lies  somewhere  beyond  Jordan. 
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The  37-year-old  Hoke  is  celebrated 
i  the  Nike  campus  both  for  his  finely 
ned  cultural  antennae  and  for  his 
stinctive  knack  for  designing  shoes 
at  telegraph  an  underlying  technology 
d  purpose.  "John  knows  how  to  make 
(hoe  look  strong  or  make  it  look  fast," 
^s  one  admiring  Nike  colleague. 
In  his  office,  Hoke  pulls 
t  some  of  his  own  favorite 
■ns,"  including  a  Japanese 
adrest  made  of  bamboo,  a 
ne  made  from  what  looks 
e  medieval  chain  mail,  and 
•hoe  made  from  the  cheap 
astic  mesh  that  protects 
;ian  pears  in  supermarkets. 
Hoke,  who  is  large  yet 
ie,  picks  up  the  glove  from 
Mle  of  things  on  his  desk. 
>o  you  know  what  this  is 
•?"  he  asks,  then  explains 
it  the  glove  is  designed  to 
ield  oyster  shuckers  from  ra- 
r-edged  shells.  "We  looked 
iseries  of  products  that  pro- 
led  superior  protection  as  a 
sign  exercise  to  create  safer 
5es.  For  me,  this  chain-mail 
ne  is  an  elegant  solution, 
ne  the  geometry  of  it." 
Hoke's  association  with  the 
mpany  goes  back  more  than  two 
:ades.  As  a  high  school  runner  (and  a 
ilexic  who  spent  his  time  in  class  doo- 
ng),  he  was  fascinated  by  shoes  made 
specific  purposes.  After  wearing  out  a 
r  of  Nike  Waffles,  he  cut  them  up  to  see 
w  they  worked,  then  began  sketching 
)es  that  didn't  yet  exist.  After  sending  a 
Igestion  to  Nike  CEO  Phil  Knight  for 
-injected  shoes  (a  revolutionary  con- 
)t  the  company  was  at  that  moment 
.  /eloping),  Hoke  was  rewarded  with  a 
hirt,  a  pair  of  running  shoes — and  a 
irning  to  work  for  the  company. 
After  earning  a  graduate  degree  in 

hitecture  from  the  University  of 
insylvania,  Hoke  began  working  for 

renowned  postmodernist  architect 


Michael  Graves.  But  he  stayed  in  contact 
with  Nike  and  in  1992  joined  the  com- 
pany as  an  architect.  He  worked  on  the 
futuristic  interiors  of  both  the  Niketown 
and  Nikegoddess  stores  but  also  drew 
shoe  designs  that  attracted  notice  in  the 
company.  "I  am  a  blend  of  sports  nut  and 
design  lover,"  he  says  of  his  shift  from 


architecture  to 
shoe  design.  "The 
difference,"  notes 
Hoke,  "is  that  in 
shoe  design,  the 
building  site  is  the 
human  foot." 

Still  a  compul- 
sive doodler,  Hoke 
fills  up  sketch- 


BIG  SHOD 
Tinker  Hatfield 
heads  the  Inno- 
vation Kitchen, 
which  makes 
high-performance 
shoes  for  Nike's 
roster  of  NBA 
stars  and  other 
top  jocks. 


books  with  shoe 

designs.  "At  meetings,"  he  says,  "I  write  a 
couple  of  notes  and  spend  the  rest  of  the 
time  drawing  shoes."  Even  before  he  be- 
came .global  creative  director  of  footwear 
design  this  year,  Hoke  began  looking  for 
new  ways  for  his  designers  to  connect 
with  their  target  audience.  "In  order  to 


solve  consumers'  problems  or  add  to  their 
lives,"  says  Amanda  Briggs,  a  designer  and 
"trend  profiler"  whose  job  is  now  prima- 
rily to  act  as  in-house  cultural  anthropol- 
ogist, "you  have  to  know  their  day-to-day 
lives,  daily  struggles,  and  issues." 

Of  course,  Nike  isn't  unique  in  trying 
to  put  customers  on  the  analyst's  couch. 
But  what  has  resulted  from 
the  company's  determination 
to  track  fast-changing  con- 
sumer desire  is  an  intriguing 
series  of  intensive  immersions 
into  disparate  subcultural  en- 
virons that  might  trigger  new 
designs.  The  purpose  of  these 
cultural  field  trips  (which 
came  to  be  known  as  "Deep 
Dives")  is,  according  to  Hoke, 
"to  interpret,  translate,  and 
try  to  make  new  connections." 
Deep  Dives  have  examined 
American  car  culture,  Palm 
Springs  mid-20th-century 
design,  and  inner-city  hip- 
hop  music. 

When  the  hip-hop  Deep 
Dive  resurfaced,  an  exhibition 
was  held  in  Nike's  library.  A 
poster  was  prepared  that 
charted,  in  the  manner  of  a 
map  of  the  London  Under- 
ground, the  history  and  connections  of 
inner-city  American  music.  Although 
the  object  of  the  exercise  wasn't  necessar- 
ily to  forge  direct  connections  between 
cool  shoes  and  LL  Cool  J,  the  map  and  its 
information  were  intended  to  shape  the 
thinking  of  the  men  and  women  who 
were  shaping  America's  shoes. 


PAPER 
CHASE 


Hoke  has  assigned  de- 
signers to  a  new  Deep 
Dive  to  delve  into  ori- 
gami, the  Japanese  art 
of  paper  folding.  The 
idea  is  neither  as  whimsical  nor  as 
random  as  it  might  first  seem:  Hoke  fig- 
ures that  studying  the  endless  inventive- 
ness of  turning  the  two  dimensions  of 
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paper  into  the  three  dimensions  of  folded 
shapes  will  refresh  designers'  thinking 
about  such  notions  as  portability  and 
collapsibility.  And  if  they  end  up  with 
strange  shoes  that  look  like  paper  cranes, 
Hoke  figures  the  new  aesthetic  can  be 
applied  in  diverse  areas  such  as  clothing, 
backpacks,  and  store  display. 

For  all  the  state-of-the-art,  com- 
puter-aided design  to  be  found  in  mod- 
ern manufacturing  companies,  Nike's 
design  department  seems  determinedly 
low  tech.  The  pencil  and  sketch  pad 
rule,  followed  by  hands-on  sample  mak- 
ing. Some  of  the  work,  like  the  origami 
project,  has  the  look  of  a  grade  school 
art  class  filled  with  gifted  students.  In  a 
conference  room  adjoining  the  Nike  de- 
sign library,  three  young  designers  sit 
around  a  table  piled  with  books  about 
origami.  They  are  appraising  objects 
they've  made,  including  a  fairly  com- 
plex ship  that's  been  folded  from  a  single 
sheet  of  paper.  As  if  to  justify  this  pleas- 
urable way  of  spending  a  workday,  one 
of  them  points  out  that  if  they  can  learn 
how  to  fold  products  into  useful  shapes, 
they  won't  have  to  punch  out  and 
assemble  as  many  separate  pieces.  "Plus," 
he  says,  "this  project  can  provide  a  really 
rich  source  of  aesthetic  directions." 

A  number  of  Deep  Dives  have  in- 
volved car  design,  a  subject  constantly 
on  Hoke's  mind.  He  and  other  design- 
ers regularly  attend  the  large  auto 
shows  in  Detroit.  "I  go  every  opportu- 
nity I  get,"  he  says,  "to  take  my  pick  of 
details  and  body  carving."  Hoke 
believes  that  autos  and  shoes  have 
much  in  common,  from  the  similarity 
of  their  shapes  to  the  requirements  of 
structural  stren  s  that  auto 

designers  tend  to  l<  i  apparel 

makers,  an  attitude  I  ■■  chance  to 

address  with  toj    uifc  i  speech 

he  gave  at  the  i  Inter- 

national Auto  Show   i  ii  ry  in 

Detroit.  1  le  su  was 

a  lot  Ins  audi.  i    rom 

Nike  and  similar  coi  pay 
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attention  to  you,"  he  said,  "and  you 
should  pay  attention  to  us."  Cloth- 
ing design,  Hoke 


THE  ART 


COOKING 


contended  —  and 
particularly  shoe 
design — provide 
"an  aesthetic  pri- 
mer for  your  future 
customers." 

If  Hoke  tries 
at  times  to  think 
like  a  car  designer, 
he's  still  an  archi- 


FINAL  STEPS 
In  a  climate- 
controlled  lab, 
athlete  testers — 
their  vital  signs 
monitored  by 
electrodes — 
put  prototype 
running  shoes  to 
the  treadmill  test. 


Four  floors  beneal 
Hoke's  new  studio,  c 
the  ground  floor  of  Mi  ^ 
Hamm,  are  the  tv  J 
labs  that  are  the  fun 
tional  heart  of  Nike  innovation,  as  tl 
design  group  is  its  soul.  The  sign  ovAj 
the  door  of  the  first  reads  "Innovatid 
Kitchen."  Inside,  a  large,  open  workroq  k 
holds  a  half-dozen  casually  dressed  mil  m 
and  women  hunched  over  work  tabbl  ( 
Many  of  them  are  working  on  shoes.  G  J; 
the  wall  at  the  far  end  of  the  room  hari 


tect.  To  keep  his  people  creative, 
he's  planning  to  move  them  out  of 
their  cubicles  on  the  third  floor  at 
Mia  Hamm.  The  isolation  of  cubicles, 
he  says,  is  "the  antidote  to  creativity." 
One  flight  up,  on  the  top  floor,  is 
the  new  design  space,  an  airy  8,500- 
square-foot  loft  naturally  lit  by  a  huge 
skylight.  The  sounds  of  construction 
echo  through  the  open  space  as  carpen- 
ters transform  the  vast  room  into  an 
atelier  meant  to  free  designers  from 
cube-think. 

"I'm  hoping  all  hell  breaks  loose  up 
here,"  Hoke  says,  envisioning  (among 
other  things)  "loud  music,  late  nights, 
i  boxes,  and  creativity." 
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a  life-size  orange-tinted  photo  of  N 
founder  Bill  Bowerman,  the  no-nonsei 
University  of  Oregon  track  coach  tun 
track  shoe  innovator.  The  place  sm< 
faintly  of  sweat,  like  a  locker  room 
a  workout  club. 

Tinker  Hatfield,  the  50-year-old  N 
veteran  who  runs  the  Innovation  Y 
chen,  excuses  the  disorganized  look 
the  place.  "We  like  it  that  way,"  he  s;  ^ 
adding  with  a  laugh  that  "the  proces:  I 
creating  products  is  kind  of  messy,  t( 
Like  Hoke,  Hatfield  studied  architect 
and  brings  a  design  sensibility  to  his  j 
which  is  to  create  the  one-of-a-k 
shoes  used  by  the  top  athletes  sponsc 
by  Nike.  The  Innovation  Kitchen,  F 


Ai 


ivid, 


Id  explains,  is  an  island  apart  from  the 
y-to-day  grind  of  production,  market- 
l,  and  selling.  "We're  not  so  much 
d  into  the  sales  or  shoes.  We're  here 
improve  athletic  performance." 
Hatfield,  who  pole-vaulted  tor  Bower- 
in  at  Oregon  in  the  1960s,  is  regarded 
keeper  oi  the  founder's  legacy  of 
lovation.  As  such,  he  takes  excep- 
n  to  the  "snobs  in  the  design  world 
10  consider  footwear  a  lesser  item" 
J  suggests  that  Nike  is  simply  Giorgio 
rruni  with  spikes. 


In  the  company's  extensive  textile 
library,  he  found  several  stretchable  fab- 
rics that  met  all  of  these  requirements. 

Wearing  their  specially  designed 
Nike  shoes,  two 
members  of  the      A  FINE  MESS 
U.S.    team   won      in  his  antic  office, 
surprising  golds      Director  of  Cor- 
in    the    revived      porate  Education 
event  (although      Nelson  Farris  puts 
the  folks  in  the      his  Nikes  through 
Innovation  Kit-      the  spinning 
chen  concede  that      chair  test. 


ADVANCING 
THE  ART 
ONE  FOOT 

AT  A  TIME 


"What  makes  us  different  is  our 
sign  for  performance'  authenticity," 
tfield  says.  "Here  at  the  company,"  he 
s,  "style  Sows  from  process." 
To  illustrate  the  supremacy  of  func- 
1  over  form,  Hatfield  talks  about  the 
v  Air  Presto  line  of  shoes  Nike  is  in- 
ducing in  the  United  States  in  July. 
I  tfield  s  brother,  Tobie,  who  also  works 
I  he  Innovation  Kitchen,  adapted  Air 
s  sto  technology  while  working  with 
American  skeleton  sledders  prior  to 
i  Winter  Olympics  in  Salt  Lake  City. 
»  goal  was  to  come  up  with  a  shoe  that 
aerodynamic  and  light,  yet  able  to 
1  vide  warmth  and  withstand  pro- 
i  ged  high-speed  contact  with  the  ice. 


the  athletes  and  sleds  may  have  played 
some  small  part  in  the  victories).  Shoes 
made  out  of  the  fabrics  proved  so  com- 
fortable that  Nike  testers  didn't  want  to 
give  them  back.  In  a  welcome  if  unex- 
pected result  of  the  Kitchen's  innova- 
tive work,  the  shoes  conform  to  people's 
feet  so  well  that  traditional  shoe  sizes 
were  scrapped.  Instead,  the  Presto  line 
will  come  in  T-shirt  sizes.  The  new  line 
represents  a  marketing  innovation,  too: 
Presto  won't  be  represented  by  profes- 
sional athletes  but  rather  by  a  more 
democratic  idea:  that  everyone  who 
faces  the  daily  grind  is  a  kind  of  athlete 
and  needs  shoes  that  are  up  to  the  rigors 
of  life  as  sport. 


Down  a  hallway  from 
the  Innovation  Kitchen, 
Mario  Lafortune,  direc- 
tor of  the  Nike  Sport 
Research  Lab,  rum- 
mages in  a  box  and  pulls  out  plaster 
casts  of  feet,  one  belonging  to  NBA  star 
Charles  Oakley.  The  foot  is  enormous, 
and  not  a  pretty  sight,  with  a  spaghetti 
tangle  of  overlapping  toes.  "His  shoes 
need  some  extra  support  and  a  custom 
shape,"  Lafortune  says,  with  the  sympa- 
thetic sound  of  a  podiatrist  who  knows 
too  well  the  frailties  of  the  human  foot. 
Lafortune  shows  off  some  of  the 
advanced  equipment  at  what  is  probably 
the  largest  nonmilitary  footwear  lab  in 
the  country.  There  is  a  foot  scanner  that 
produces  a  digital  representation  of  feet 
and  has  made  plaster  casts  almost  obso- 
lete. There  is  also  a  mobile  traction 
tester,  a  remote  control  electric  cart 
steered  by  a  computer-game  joystick, 
with  an  artificial  leg  and  foot  set  into  a 
hole  in  the  middle  that  allows  Nike 
researchers  to  conduct  shoe  trials  with- 
out sending  scores  of  human  testers  out 
over  rough  terrain. 

The  lab  includes  a  half-size  basketball 
court  and  a  70-meter  track,  where 
sprinters  Maurice  Greene,  Cathy  Free- 
man, and  Marion  Jones  have  helped 
Nike  test  its  products.  And  then  there's  a 
sealed  environmental  chamber  in  which 
temperatures  and  humidity  levels  can  be 
controlled.  At  this  moment,  the  cham- 
ber reads  78  degrees  with  95%  humidity; 
inside,  it  feels  a  lot  like  a  muggy  spring 
day  at  the  University  of  Tennessee  track. 
A  runner  wearing  a  pair  of  experi- 
mental Nike  shoes  grinds  away  on  a 
treadmill  while  a  gaggle  of  sensors  mon- 
itors such  vital  signs  as  respiration,  skin 
temperature,  and  core  temperature.  The 
latter  readout,  Lafortune  notes  with  an 
expression  somewhere  between  a  smile 
and  a  wince,  requires  a  rectal  ther- 
mometer. "It's  OK  for  running,"  he  says, 
"but  it's  pretty  uncomfortable  when  our 
testers  try  it  on  a  stationary  bike." 


FORBES  •  ASAP  June  24,  2002    I     119 


> 


A 


/ 


Reach  CEOs 


Where  They  Live 


Here's  Their  Home  Address: 
www.forbes.com 

New  research  from  Research.net  proves  that  C-level  executives 
live  on  the  Web.  In  fact,  they  spend  more  time  on  the  Web  than 
they  do  with  any  other  medium— an  astonishing  16  hours  per 
week.  That's  more  than  5  times  the  average  time  spent  online 
by  the  general  population. 

Media  consumption  in  hours  per  week: 


Newspapers 


Magazines 


Radio 


TV 


Online 


Population  avg. 
C-level  Executives 


31.83 


Sources  Research.net  February  2002. 
Veronis  &  Suhler  2002 


"i*0*"      . 


And  while  these  busy  top  executives  visit  an  average  of  over  1 0  sites  per 
month,  their  favorite  Web  site  for  business  and  financial  information  is 
Forbes.com.  C-level  executives  visit  Forbes.com  at  more  than  twice  the 
rate  of  any  other  Web  site  in  the  category. 

Moreover,  these  C-level  executives  also  find  that  Forbes.com  features 
advertising  they  trust  and  believe  the  most. 


Reach  C-level  executives  where  they 
live.  In  an  environment  they  know  and 
trust.  On  Forbes.com.  The  Home  Page 
For  The  World's  Business  Leaders.™ 


Forbes 

■■■■■■■icom 
CAPITALISM  IN  REAL  TIME 


FREE  White  Paper 

"Online  Advertising  Update: 

A  Review  of  Research  Data  Measuring 

The  Growth  and  Effectiveness 

of  Online  Advertising" 


eMarketer 


Get  your  free  copy  of  the  Online  Advertising  Update.  Published  by  eMarketer,  it  pro- 
vides an  objective,  information-rich  overview  of  the  online  ad  market,  including  its 
growth  and  effectiveness,  as  well  as  CEO  research  data  from  Research.net.  Go  to 
www.f  orbes .  com/research . 


The  8th  Annual  Forbes  CEO  Forum 


October  9-1! 


Special  Presentations  by: 


Gordon  Bethune 

Chairman  and  CEO, 
Continental  Airlines 


Denis  Nayden 

Chairman  and  CEO, 
GE  Capital 


Dr.  Helmut  Panke 

Chairman, 
Board  of  Management,  BMW 


Additional  speakers  include: 

Ramani  Ayer 

Chairman  and  CEO,  The  Hartford 

Daniel  A.  Carp 
Chairman  and  CEO, 
Eastman  Kodak  Company 

Michael  Cherkasky 
President  and  CEO,  Kroll 

David  Daberko 

Chairman  and  CEO,  National  City 

.Josep; 

Preside. ii.  CEO  and  Director, 
Neweil  Rubbermaid 

Chairn 

National  Sen 

Dean 

President,  Di . 
&  Development  ( 

Chairman  and  Chit 
Shui  On  Group 

masSiebel 

Chairman  and  CEO,  Si 

ran  and  CEO,  Dynegy 
Chain. 


Where  do  CEOs  turn 

to  get  really  good  advio 

(hint:  it's  not  to  consultants,  neighbors  or  motivational  spe; 

To  other  successful  CEC 
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The  8th  Annual  Forbes  CEO  Forum 

October  9-11,  2002 

The  Ritz-Carlton  Battery  Park 

New  York  City 


Sponsored  by: 

|Tfe  Diners  Club 

^^U  International* 

G  (ORG  I  A 

ii  ial  Automotive  Sponsor: 


Nothing  breeds  success  like  success.  And  there's  no  better 
for  good  advice  than  someone  else  who  "is  there"  and  "doin 
from  the  corner  office.  That's  why  we've  assembled  many  of 
most  successful  CEOs  at  the  Forbes  CEO  Forum.  To  talk  abi 
tough  topics.  And  to  you. 

If  you're  a  CEO,  we  invite  you  to  register  now 
The  8th  Annual  Forbes  CEO  Forum 

CEOs  of  the  Forbes  500  are  pre-registered. 
To  confirm  your  registration  please  call 
Amanda  Feszchur  at  212  367-3521 

A  Conference  of  Peers...  without  equal. 
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Advertisement 


Forbes 


Instant  Advertiser  Information  to  receive /^information 

from  Forbes  advertisers  visit  their  web  sites  or  call  the  listed  phone  numbers 


Kutomotive 

Acura 

B00-TO-ACTRA 
vv.  acura.com 
Lexus 

OO-USA-LEXUS 
w. lexus.com 

Toyota  Motor  Sales  USA 
00-GO-TOYOTA 
w. uuota.com 

Computer/Technology 

i2  Technologies,  Inc. 

w.  i2.com 

KM  Lotus 

w.  lotus. com 

Maxell 

00-533-2836 

fw.maxell.cora 

Nokia 

W.  nokia.com 

Sharp  Electronics  Corp. 

w.sharp-usa.com 

ViewSonic  Corp. 

w.  viewsonic.com 

Xerox  Network  Printers 

77-362-6567 

w  \ero\.com/officeprinting 

onsumer  Products/Services 

Hallmark 
DO-Hallmark 

vv.Hallmark.com 


kl  Dental  Care 

t  American  Dental 
Association 

1-800-232-7698  ext  144 

www.ada.org/DRy  1 44 

[^Financial  Senices 

JB  Oxford  &  Company 
1-800-JB-OXFORD 
www.jboxford.com 


tUliusiness  Classified 

Academic  Resource  Center 

1-800-951-1203 
wvsw.arrc.org 

Brana  Fine  Arts 
1-800-275-DALI 

Capital  Asset  Management 
1-800-710-0002 
www.assetprotection.com 

Christenson-Elms  Auction 
Company 
1-800-749-2228 
www.christenson-elms.com 

Commemorative  Coin 
1-631-465-2008 
www.coin2commemorate.com 
^  Delaware  Business  Inc. 
1-800-423-2993 
www.e-incorporate.com 

Fridgedoor.com 
1-800-501-3953 
www.fridgedoor.comybiz.html 

Hoiel  Reservations 
Network 

1-800-310-0699    . 
www.hoteldiscountlcom 


^  HUD  Multifamily 
Investment  Properties 

www.hud.gov/officesyhsg/mfhy 
pd/multifam.cfm 
?  InfoUSA 
1-800-555-5335 

Law  Offices  of  Daniel 
Greenberg,  LLC 

1-203-459-8900 
www.offshorelaw.com 

Limited  Risk  Investor 
1-888-710-7100x224 
www.limitedriskinvestor.com 
"H  Majestic  Mountains 
1-865-984-1111 
www.majesticmountains.info 

Modern  Postcard 
1-800-959-8365 
www.modernpostcard.com 

Nationwide 
1-800-995-0049  ext  7675 

New  Shore 
1-888-NUSHORE 
www.new-shore.comyinfo 
n  Phillips  PR.  Review 
1-818-681-9264 
www.phillipsPR.com 
°  Publishers  Group 
1-800-675-6144 
•^  Rarity  Bay 
1-888-RARITYBAY 
www.RarityBay.com 
"fj  Relocatable  Business 
1-858-487-1011 
www.relocatable.com 
*fj  Steven  Sears 
CPAIAttorney 
1-714-544-0622 
www.searsatty.com 
^  Sonesta  Mutiny  Park 
www.mutinypark.com 


"fj  Toner  PluslRamora 

1-800-383-5564 

www.ramaraU.com 

''B  Valef  Yachts  Ltd. 

1-800-223-3845 

www.valefyachts.com 

ElQaittas 

Qantas  Airways 

(800)  227-4500 
qantas. conVus 

^Outsourcing 

ADP 

www.adp.com 

^i  Alliente,  Inc. 

www.alliente.com 

^  Cendian 

www.cendian.com 

^  Gartner 

www.gartner.comysourcing 

'fj  ICG  Commerce 
www.icgcommerce.com 

t  Precision  Response 
Corporation 
www.prcnet.com 
^  Recruitment  Enhancement 
Services  (An  Omnicom 
Company) 
www.resjobs.com 
"fj  Spherion  Corporation 
www.  spherion.com 
•^i  Outsourcing  Center 
www.outsourcing-center.com 
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=Web  visit  phone  call  only 
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Forbes  DisplayClassified 


Advertise 


Legal  Services 


Asset  Protection 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 
•Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

714-544-0622  •  www.searsatty.com 


Real  Estate 


miamiluxurypenthouses.com 

Visit  our  website 

or  call 
1.800.983.7060 


Education 


Printing 


Investment  Properties 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's. 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Legal  Services 


ASSET  PROTECTION  & 
ESTATE  PLANNING 


US  &  Offshore  Plans,  Trusts, 
Companies  by  Licensed  US  Attorneys 

Law  Offices  of  Daniel  Greenberg,  LLC 

(203) 459-8900 

www.offshorelaw.com 


INVESTMENT    PROPERTIES 

The  U.S.  Department  of  Housing  and  Urban  Developmer 
offers  multifamily  properties  to  be  sold  competitively,  a 
cash,  no  financing  or  mortgage  insurance  provided. 


Property 


Location         Units  Price  Sale  date  i 


Western  Village  Apts.         Mollis.  OK  48         Unstated  Minimum      06/26/02 

Cypress  Point  Apts.  Owensboro,  KY        120         Unstated  Minimum      06/27/02 

Kentucky  Towers  Apts.       Louisville,  KY  275         Unstaled  Minimum      07/11/02 


Go  to  our  web  site  at 
www.hud.gov/offices/hsg/mfh/pd/multifam.cfm 

for  more  listings,  photos,  and  how  to  subscribe  to  our  electronic  mailing 


I 
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U.S.  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT 

www.hud.gov 


ni 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1-800-442-6441 

Forbes  Business  Classified 


Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
Tor  extremely  competitive  advertising  rates 

jgaf  versatile  media  packages:  Call  Media  Options  1-800-442-644 


Forbes  Subscriber  Service...to  order,  change  address  or  other  customer  service,  call  1-800-888-989) 


Ian 


I 


OrbeS  DisplayClassified 


Advertisement 


No-Risk/Half-Price  Trial 

mLUE  LINE 


For  71  years  the  most  trusted  name  in  investment  research! 


Make  more  money  faster,  with  a  lot  less  risk, 
using  the  professional's  stock-ranking  system! 

Now,  for  the  do-it-yourself  investor  -  weekly  updates 
and  buy/sell  recommendations  for  3  portfolios. 

Since  its  inception  in  1995,  our  Aggressive  Portfolio  of 
#1 -ranked  stocks  has  out-performed  the  DOW  by  more  than 
25%  with  an  annualized  gain  of  16.9%  compared  to  13.5% 
for  the  DOW.  That's  Huge! 

No  matter  what  kind  of  an  investor  you  may  be,  Value 
Line  makes  it  easier  than  ever  to  put  our  trusted  research 
and  realistic  valuations  to  work.  As  a  subscriber,  you'll  be 
able  to  follow  3  distinct  20  stock  model  portfolios: 

•  Aggressive  -  where  you'll  find  20  of  our  top  stocks 
for  year  ahead  appreciation. 

•  Income  and  appreciation  -  our  most  conservative 
portfolio  is  for  investors  who  want  to  avoid  volatility. 

•  Long-term  growth  -  maximum  profits  for  the 
investment  dollars  you  won't  need  for  3  to  5  years. 

Of  course  you  can  use  our  proprietary  on-line  stock 
screening  system  to  create  your  own  profitable  portfolio. 

Save  56%  and  put  Value  Line  to  work 
on  your  portfolio  with  a  no-risk  trial! 

Call  the  toll-free  number  below  and  get  the  next  13  weeks 
for  just  $65,  including  - 

•  Summary  &  Index  containing  the  l-to-5  rankings 
for  all  1,700  of  the  stocks  Value  Line  follows; 

•  Selection  &  Opinion  containing  our  3  model 
portfolios;  plus  constantly  updated 

•  Ratings  Reports,  containing  about  135  new  full 
page  reports  each  week. 

*  At  just  $5  a  week,  you  save  $84  (more  than  half)  off 
the  regular  cost  of  $149.   (Sorry-  trial  offer  limited  to  once 
every  three  years  per  household.  Foreign  rates  upon 
request.)   If  you  are  not  delighted,  return  all  materials 
within  30  days  to  cancel  for  a  full  and  prompt  refund  or 
credit.  At  just  $65  for  13  weeks,  you  can't  loose!   So  don't 
delay.   Get  your  list  of  "100  Best  Stocks  to  Own  Now"  by 
calling  toll  free: 

1-800-276-5655  NOW! 

Bonus  Code  71 6NKZB24 
www.valuelineinc/forbes 


The  record  says  it  all: 

One  Year 
(ending  03/28/02) 

Cumulative 

(4/28/95  -  3/28/02) 

DOW                        +5.3% 
NASDAQ                     +0.3% 
S&P  500                   +0.2% 

VALUE  LINE  Portfolios 

+141% 
+118% 
+155% 

Aggressive 

Growth 

Income 

+12% 

+26% 
+27% 

+184% 
+186% 
+188% 

or  71  years,  Value  Line  has  been  the  trusted  standard 
inbiased,  accurate  and  meaningful  evaluations, 
ving  the  realistic  true  value  of  a  stock  has  saved 
y  Value  Line  subscribers  from  big  losses  in  the  recent 
?ction  while  at  the  same  time  providing  the  courage 
ofit  by  going  against  the  crowd. 

ong  the  single-most-trusted  resource  of  the  institutional 
tor,  now  Value  Line  is  easier  than  ever  for  the 
yoarself  investor  to  use: 

ach  month  Value  Line  ranks  approximately  1,700  stocks 
l-to-5  basis  for: 

6-12  month  profit  performance  or  Timeliness  - 

the  end  result  of  a  complex  and  proprietary  program 

that  has  proven  extremely  accurate  over  the  years. 

Safety  (important  in  this  volatile  market) 

Technical  status  (proprietary  analysis  that 
predicts  short-term  movement  relative  to  other 
stocks  we  follow.) 

|t  any  one  time  there  are  only  100  stocks  ranked  #1  for 
lliness.  These  are  likely  to  be  the  biggest  money  makers 
the  next  6  to  12  months  and  the  easiest  way  to  cash 
to  follow  our  Aggressive  Portfolio.  For  the  12  months 
fig  3/28/02,  if  you  had  followed  this  portfolio  of 
ked  stocks  you  would  have  been  ahead  by  12.3%. 
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Montana  Real  Estate  Auction 


ABSOLUTE  AUCTION 

MONTANA  ~  BIG  SKY  COUNTRY 


Saturday  •  July  13  •  12 


53  MAGNIFICENT  HOME  &  RANCH  SITES 

1  HAND-CARVED  LOG  HOME 

3  LARGE  UNDEVELOPED  TRACTS 


IS  Homesites  to  Sell  Regardless  of  Price! 

•  Private  1-10  acre  home  &  equestrian  ranch  sites,  many 
bordering  the  million-acre  Helena  National  Forest  or 
49-acre  old  growth  tree  preserve  &  wildlife  corridor 

•  Breathtaking,  expansive  views  of  3  majestic  mountain 
ranges  &  27-mile  long,  pristine  Canyon  Ferry  Lake 

•  Sensitively  designed,  covenant  enhanced  community 
with  underground  utilities  &  hard-surfaced  roads 

•  Adjacent  full  service  marina  &  abundant  year-round 
recreation 

Another  Distinctive  Property  Offered  By  Od\f\     f\i\    t        j|A   jlP 

Cto&Son&nr      800.994.4945 

auction  c3S«Sy75c.  www.canyonferrycrossmg.com 

Properties  Available  for  Purchase  Prior  to  Auction  •  Financing  Available 

10%  Buyer's  Premium.  This  listing  may  be  withdrawn,  modified  or  canceled  without  notice.  AUUC  02-5652 
This  is  not  a  solicitation  or  offering  to  residents  of  any  stale  where  this  offering  is  prohibited  bv  law. 


FERRY 


CROSSING 


LOCATED  ON 
CANYON  KERRY  LAKE 

20  M1N.  EAST  OF  HELENA 


Advertiserrj  I 


Dali  Prints 


RARE  DALI  PRINTS 

If  you  own,  or  arc  considering  the  purchase 

of  a  Salvador  Dali  print... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  by  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  (SI 5  per  issue) 


l-(800)  275-3254 

ask  for  Dcpt.  FM 

hit|i://www  J.iIio.iIU'ia  earn  •  TAX  510-454-2090 
Bma Fhe An •  15332 Antioch St. #  108, Pacific  PbflsadK  CA  'it:?: 


Promotional  Product 


Mailing  Lists 


St 
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! 
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CUSTOM  MAGNETS  |  |  Sales  Leads  &  Mailing  [1 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   A{1& 

www.fridgedoor.com/biz.html    ■    ■*'" 

1-800-501-3953 


12' 


14  Million  Businesses  •  Select  by  geography,  sales  vol 


business  type,  contact  name,  credit  rating,  and  more. 
250  Million  Consumers  •  Select  by  age,  income,  norm  4 


buying  behavior,  geography,  and  more. 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  yw  I 
customers  &  find  prospects  that  match.  Free  analysis  &  ] 
prospects  at  infoUSA.com 

infMS^  1  -800-555-5335 


Newsletter 


MAKE  MONEY  IN  A 
BEAR  MARKET 

In  the  middle  of  a  bear  market,  the  last 
12  stock  picks  from  the  experts  at  the 
Forbes  Special  Situation  Survey  have 
gained  an  average  of  17.2%.  We  evaluate 
5,000  stocks  and  each  month  pick  the  one 
we  believe  is  most  likely  to  move  up. 
We  tell  you  when  to  sell  too.  Call  today  for 
a  FREE  trial  issue.  1-888-647-7302.  Be 
sure  to  give  the  operator  promotion  code 
JSM610FRB  when  p.  icing  your  order. 


Health/Back  Pain 


EHaZEZa 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW, guaranteed 
seat  and  back  supports 

,>\designed  by  a  leading 
M  back  pain  specialist. 

Posture  Education 

15  Parkway,  Katonah,  NY  10536 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 

1-800-442-6441 

Forbes  Business  Classified 


Investments 


Your  Future  Is  Now 

Ink  Jet  Recycling  Industry.  80%  Ma| 
Home/Mobile/Storefront.  Low  Risk. 
Fast  Cash  Flow.  Certified  Training 
and  Equipment. 
Easy  Financing  Plus 
Lifetime  Support! 
1-512-339-8213x118 
www.RamoraU.com 


Mint 


Charge  your  < ; 


For  information  and  rates  on  advertising  in  the  next  Forbes  Business 
Classified  Section %pct:  Media  Options  (1-800-442-6441  for  ad  rates 
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Forbes  Subscriber  Service.,  i    order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


brbeS  DisplayClassified 


Advertisement 


Great  Smoky  Mountains 


Luxury  Yachting 


dible  Panoramic  Views  of  the  Great  Smoky  Mountains 

iding  mountain  views  from  even'  corner  of  this  new  development. 
1  with  natural  bounty  and  abundant  beautiful  views  of  the  Great  Smoky 
ains.  a  series  of  new  home  sites  has  been  unveiled...  Majestic  Mountains. 
i  less  than  25  miles  from  Knoxville  s  McGhee  Tyson  Airport  and  convenient 
i  shopping,  and  modern  health  facilities. 


I  to  $79,900 

wjesticmountams.  mfo 


pn/dbUtd 


l"l      I  ibb  a 


Free  1-877-983-4473 


nn  i- 


135  U.  L 


Jer  Parkway.  Maryville.  Tennessee  37801 


discount  Hotels 


Business  Opportunities 


RELOCATABLE  BUSINESS 


Manufacturing,  Mail  Order, 

Publishing,  Other  Bus.  For  Sale. 

Free  Report  on  Businesses 

You  Can  Move 

1  (800)927-1310 

www.relocatable.com 


Exceptional  Waterfront  Golf  Living 

interesting  choice:  the  coast  of  southern 
or  a  home  on  the  shores  of  Rarity  Bay.  a  scenic 
re  peninsula  with  a  championship  golf  course, 
jestrian  center,  country  club,  and  homes  in 
Country  architecture.  Grand  Estate  homesites 
ou  Chateau  elegance  and  waterfront  vistas 
le  ambiance  of  Provence  in  the  foothills  of 
autiful  Great  Smoky  Mountains.  Call  soon. 

rityBay  •  Vonore,  Tennessee  •  Toll  Free  1-888- RARITYBAY 
e-mail:  infota  raritybay.com  •  www.rarltybay.com 


Homes  starting  in 
the  $20O,0OOs 


void  when 
ptohtbiivd 


o 


•r  information  and 
tes  on  advertising 
in  the  next  Forbes 
Display  Classified  Secti« 
Call  Media  Options 
1  -800-442-6441 

Charge  your  ad 


Rent  A  Greek 
Cruising  Palace 


And  sail 

among  the 

000  Greek 

islands 


mid  In  1969 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 

its  Rill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

You  can  plan  your  own  itinerary  with  your  own  captain 
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Insofar  as  this  column 

has  an  editorial  mission,  it  is 
to  comfort  the  technology- 
afflicted  while  afflicting  the 
technology  pushers.  Once 
in  a  while,  however,  I  just 
have  to  dash  off  a 
love  note  to  the  dig- 
ital dreamworks. 
Because  once  in  a 
while  a  tech  devel- 
opment gives  us  something 
entirely  new  that  actually 
restores  the  lost  pleasures  of 
an  earlier  age. 

Bear  with  me  while  I  go 
back  to  a  tin.e  when  I  was  liv- 
ing on  a  small  Greek  island 
not  far  from  the  coast  of 
Turkey  in  the  days  before  the 
accessories  of  modern  life 
had  come  to  the  hinterlands. 
There  were  no  televisions, 
few  cars,  and  no  private  tele- 
phones. In  the  village  where  I 
lived,  if  you  wanted  to  invite 
a  friend  to  dinner  you  wrote  a 
note,  gave  it  to  one  of  the  lit- 
tle boys  who  seemed  always 
to  be  kicking  a  worn-out  soc- 
cer ball  around  the  streets, 
and  for  a  few  drachmas  he'd 
deliver  it  and  wait  for  an 
answer.  It  was  a  method 
not  much  different  from 
what  Voltaire  or  Dickens 
must  have.  used.  Because  the 
mediun  writing, 

the  interaction  had  a  particu- 
lar kind  Mat  van- 
ished when  telej  :ame 
to  the  island 


The  Boys 

in  the 
Bandwidth 


simply  one  of  those  things 
irretrievably  lost  when 
something  else  (in  this  %t 
case,  the  convenience  of   ' 
a  phone  call)  is  gained. 

Wonderfully  enough, 
I  was  wrong.  I'm  not 
sending  notes  across 
town  in  the  grubby 
hands  of  little  boys, 
of  course.  Instead, 
I'm  sending  notes  around  the 
world  via  email.  In  effect, 
sending  a  superboy  wearing 
Mercury's  winged  sandals  to 
one  person  or  lots  of  people 
at  the  same  time.  Email — 
which  I  actively  resisted  until 
there  was  simply  no  way  to  do 
my  work  without  it — has  a 
quality  similar  to  those  old 
hand-delivered  notes.  Plenty 
of  other  enthusiastic  con- 
verts have  applauded  email, 
but  usually  for  its  efficiency, 
flexibility,  and  sheer  gee- 
wizardry.  What  appeals  to 
me,  however,  is  its  curiously 
anachronistic  charm.  That's 
right,  charm. 

Back  in  the  days  when  I 
thought  of  email  as  an  intru- 
sive gimmick,  I  scoffed  when 
Whole  Earth  founder  Stew- 
art Brand  told  me  he  consid- 
ered it  the  most  intimate 
communication  yet  devel- 
oped. Since  then,  I've  become 
deeply  dependent  on  the 


medium,  both 
professionally 
and  emotion- 
■ally.  I  now 
believe  that 
email  is  the 
greatest  com- 
9  munication  me- 
dium invented  since 
grunts  became  gerunds. 
People  complain  that 
email  has  added 
an  hour  to  the 
workday,  and 
I'll  admit  to  sit- 
ting down  at  my  computer 
earlier  in  the  morning  than  I 
used  to.  But  I  don't  mind. 
About  all  I'm  missing  is  read- 
ing some  New  York  Times  spe- 
cial section  on  parking.  Or 
checking  to  see  if  Katie 
Couric  is  having  a  bad  hair 
day.  Sipping  my  coffee  while 
reading  email  is  actually 
comforting  in  an  old-fash- 
ioned sort  of  way.  And  by  giv- 
ing up  a  few  nonessential 
things,  I  get  the  chance  to 
stay  in  touch  with  scores  of 
old  and  new  friends,  bounc- 
ing bon  mots  back  and  forth 
like  boulevardiers  chatting  in 
a  Parisian  cafe. 

But  for  all  its  unexpected 
Dickensian  pleasure,  email's 
form  is  a  mess,  muddled  by  a 
mishmash  of  screen  detritus 
that  reflects  the  taste  of 
young  engineers  rather  than 
grown-up  aesthetes.  Like  bad 
wallpaper,  this  manic  graphic 
background  can  be  ignored, 
but  like  any  quality-of-life 


crime  (graffiti,  for  instana 
it  tends  to  attract  unwant 
elements  to  the  neighbc 
hood:  spam,  blinking  ac 
bad  jokes,  mass-mailed  gre» 
ing  cards,  offers  for  weig 
loss  or  financial  gain,  and 
sorts  of  dumb  messages  y 
can't  get  off  the  screen  fil 
enough.  For  those  peop 
who  think  of  email  as  • 
more  appealing  than  t 
interoffice  memo,  this  rr 
not  matter  that  much.  Bl 
worry  that  the  crudeness 
its  look  may  overwhelm 
throwback  appeal. 

So  here's  a  modest  p- 
posal:  a  new,  more  grace 
format  to  be  offered 
Yahoo,  Hotmail,  AOL,  eti 
that  is  at  least  as  visua: 
simple  and  virtually  pap- 
like as  a  Word  docume 
Call  it  P-mail,  for  "person 
And  let  it  exist  separate 
satisfying  to  people  w 
sometimes  want  to  comr 
nicate  in  a  simpler,  m 
elegant  way.  Maybe,  ever 
ally,  we  could  even  come 
with  the  kind  of  digiti 
handwriting  that  UPS  i 
to  get  our  signatures, 
the  nation  that  inven 
Velcro,  baseball,  and 
martini,  is  that  too  mi 
to  ask  ? 
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Put  a  Price  on  Your  Liberties 

piece  on  page  62,  legal  scholar  Jonathan  Zittrain  makes  a 
impassioned  defense  of  the  Fourth  Amendment,  which  ba 
unreasonable  searches  and  seizures.  My  contrary  argument  i 
that  we  should  make  it  easier  for  cops  to  catch  terrorists  and,  f< 
that  matter,  rapists  and  coke  dealers.  The  way  to  do  that  e 
ciently  is  to  monetize  the  amendment.  Let  the  police  violat 
your  civil  liberties,  but  charge  them  a  fee  for  doing  so 

You  would  have  a  hard  time  finding  any  constitutions 
lawyer  espousing  so  crass  a  view  of  our  Bill  of  Rights.  But  som 
indirect  support  can  be  found  in  the  writings  of  Richard  Posnei 
the  provocative  theorist  of  the  Seventh  Circuit.  On  pure  effi 
ciency  grounds,  Judge  Posner  finds  fault  with  the  exclusiona 
rule.  This  is  the  88-year-old  decree  from  the  Supreme  Coui 
excluding  from  trials  any  evidence  the  police  turn  up  wit 
unwarranted  searches.  No  doubt  the  exclusion  makes  cops  ve 
mindful  of  the  Constitu- 
tion, but  the  main  benefi- 
ciaries are  criminals.  Pos- 
ner would  use  ill-gotten 
evidence  but  lay  the  police 
open  to  tort  lawsuits  for 
misbehaving.  The  main 
beneficiaries  of  such  suits 
would  be  innocent  people. 

But  who  needs  law- 
suits? We  could  have  a 
schedule  of  liquidated 
damages  instead.  For  ran- 
sacking an  apartment, 
$5,000;  for  a  frisk  or 
Breathalyzer  test,  $100;  for 
sniffing  a  hard  drive,  $25;  for  using  exotic  hardware  to  spo 
handguns,  $5,  provided  the  person  walking  by  the  detector  is  il 
no  way  inconvenienced.  The  fees  should  be  set  high  enough  t< 
fairly  compensate  most  victims  of  searches  and  to  make  the  cop 
pause  before  going  on  fishing  expeditions.  But  a  police  detectivj 
with  a  big  enough  budget — and  a  good  batting  average — coulJ 
act  on  a  hunch  without  justifying  his  reasoning.  Think  ho^ 
much  time  is  wasted  now  when  cops  try  to  explain  themselves 
either  before  the  fact  to  a  magistrate  who  issues  warrants  oj 
afterward  to  a  judge  in  an  evidentiary  hearing 

Crass  it  may  be,  but  it  is  economically  efficient  to  replace  a  de 
bate  about  the  morality  of  a  course  of  action  with  a  checkbook.  W 
have  already  begun  to  make  this  transition  in  environmental  law 
Instead  of  debating  in  court  whether  a  polluter  should  add  a  scrub 
ber  to  the  smokestack,  you  charge  so  much  a  pound  for  sulfu 
dioxide  and  let  the  marketplace  sort  it  out.  Maybe  economic 
could  teach  us  something  about  police  work,  too, 
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One  of  the  newer  X-ray  scanners. 


22      1    O  R  B  E  S 


lull  8,  2002 


Growth  Is 
"In  The  Cards" 


Unique  outsourcing  arrangement  with 

Accenture  delivers  world-class  supply  chain 

management  for  AT&T's  PrePaid  Card  business 


usiness  transformation  outsourcing  can  be  a  direct  line 
)  growth  in  any  company.  Accenture  is  combining 
utsourcing  capabilities  with  consulting  experience  to  deliver 
'orld-class  supply  chain  management,  increased  speed 
d  market,  and  enhanced  retailer  service  and  satisfaction  for 
T&T's  PrePaid  Card  business.  To  learn  how  Accenture  can 
elp  you  transform  your  business  and  drive  toptfne  results, 
isit  accenture.com/outsourcing. 


insulting  •  Technology  •  Outsourcing  *  Alliances 
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Innovation  delivered 


Is  your  broker's  idea  of 

an  investment  plan  a  never-ending 

series  of  hot  stock  tips? 


There's  never  been  a  better  time 
for  Schwab  Private  ClienC 


With  a  Schwab  Private  Client 
Consultant,  you  get  advice  based 
on  research  and  tacts,  not  hype. 
They'll  also  take  the  time  to  study 
your  financial  needs  so  you  can 
get  buy  and  sell  recommendations 
based  on  what's  good  for  your 
portfolio,  not  your  broker's  wallet. 

With  Schwab  Private  Client,  you'll 
develop  a  one-on-one  brokerage 
relationship  with  an  experienced 
Private  Client  Consultant  who'll 
listen  to  you  and  your  goals  and 
help  you  develop  and  implement 
an  investment  plan.  They'll  also 
provide  you  with  our  Schwab 
Equity  Ratings,  a  simple  way 
to  help  you  decide  what  to  sell 
as  well  as  what  to  buy. 

Your  personal  Private  Client 

Consultant  will  help  you  stay 
on  top  of  your  portfolio.  Assist  you 
in  keeping  updated  on  the  status 
of  your  investments.  And  help 
you  stay  on  track  over  the  long 
term,  all  tor  a  simp] 

In  other  words,  you'll  have 
someone  who  understands 
the  market  and  is  on  your  side. 
Someone  you  can  trust.  And,  "t 
course,  their  advice  is  based  on 
the  principles  of  Schwab. 


JAMIE  WALTER 
SCHWAB  PRIVATE  CLIENT  CONSULTANT 


THE  PRINCIPLE  OF  THE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
ol  what  we  do.  Every  investor  is 
important  to  us.  We're  not  focused  on 
investment  banking.  We  represent 
you,  ttje  individual  investor. 

THE  PRINCIPLE  OF 

ADVICE  NOT  DRIVEN 

BY  COMMISSION 

Individual  broker  commissions 
can  undermine  relationships. 
That  may  bias  the  advice 


you're  getting.  Our  Investment 
Consultants'  compensation  is 
based  on  their  service  to  you 
and  assets  at  Schwab,  not 
commissions.  It  always  has  been. 
And  always  will  be. 

THE  PRINCIPLE  OF 
OBJECTIVITY 

At  Schwab,  we're  not  focused 
on  investment  banking. 
For  example,  we  make  IPOs 
available  but  we  don't  receive 
any  compensation  for  their 
distribution.  To  us,  it's  a  potential 
conflict  of  interest.  We  always 
strive  to  avoid  conflicts  of 
interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


schwab 

private  diem 


4K> 


To  find  out  how  a  one-on-one 
relationship  with  a  Schwab 
Private  Client  Consultant  may  be 
right  for  you,  call  1-866-393-6203, 
and  you  can  also  receive  our 
complimentary  brochure. 


diaries  schwab 


Call 

1-866-393-6203 

Click 

schwab.com 

Visit 

395  locations  nationwide 

Schwab  Private  Client  is  a  service  of  Charles  Schwab  &  Co.,  Inc.  Member  SIPC/NYSE.  Accounts  are  nondiscretionary  brokerage 

accounts,  and  advice  about  your  securities  portfolio  is  part  of  our  brokerage  service.  'Additional  fees  and  charges  may  apply. 

©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  (0502-8403).  ADS23344SPD. 
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READERS  SAY 


Passing  the  Buck 

"A  Tempest  Over  $21  billion"  (May  27, 
p.  112)  provides  a  good  overview  of 
distortions  that  could  be  caused  by  the 
economic  incentives  included  in  the 
post-Sept.  1 1  federal  financial  package 
for  New  York.  However,  your  cover 
headline,  "Manhattan's  Money  Grab: 
Who  wins,  who  loses,  when  New  York 
rebuilds — with  your  dollars,"  feeds  the 
persistent  myth  that  New  York  is  finan- 
cially dependent  on  the  federal  govern- 
ment. The  people  of  New  York  State 
send  much  more  money  to  Washington 
than  they  receive.  For  example,  the  net 
outflow  in  1 999  was  $  1 6. 1  billion,  with  a 
cumulative  deficit  from  1983  to  1999  of 
$252  billion  in  1999  dollars.  Many  of 
the  development  projects  New  Yorkers 
envision  could  be  paid  for  locally  if  this 
drain  did  not  exist. 

OZAN  GUREL 
New  York,  N.Y. 

Just  Cause 

"Home  Court  Advantage"  (June  10, 
p.  74)  has  an  unusual  twist.  It  concludes 
that  faceless  corporations  are  victims  of 
justice.  The  real  victims  are  the  citizens 
of  South  Carolina  who  were  injured  by 
corporate  negligence.  Among  these  are 
a  mother  In  a  wheelchair  as  a  result  of 
an  improperly  maintained  railroad 
crossing;  a  brain-damaged  child  as  a 
result  of  the  manufacture  of  a  defective 
tire;  and  a  child  killed  as  a  result  of  a 
defective  door  handle.  Faraway  corpo- 
rations can  avoid  lawsuits  in  places 
where  jurors  will  fairly  evaluate  their 
conduct  by  exercising  corporate  respon- 
sibility. The  premise  that  a  county's 
quest  to  attract  employers  has  been 
harmed  by  lawsuits  is  unfounded. 

JOHN  E.  PARKER 
Hampton,  S.C. 

With  Arthur  Andersen  facing  criminal 
charges,  the  Enron  debacle  and  other 
corporations  to  follow,  do  you  really 
have  the  nerve  to  ask  "Will  Lawyers  Kill 
the  Recovery?"  on  the  cover  of  your 
May  13th  issue? 

RICHARD  L.  HALPERT 
Kalamazoo,  Mich. 


S  Investment  Guide 

Forbes 

DELL 

WANTS  IT 

ALL 


NOW  HE'S  AIMING 
FORI  II  R|  rlOl  ME 


Technical  Difficulties 

Michael  Dell's  stock  may  be 
"Pulled  in  a  New  Direction" 
(June  10,  p.  102).  I  bought  a  Dell 
PC  for  my  sweetheart  for  Christ- 
mas. It  stopped  running  the  first 
week  of  April  and  we  had  three 
weeks  of  nightly  talks  with  Dell's 
technical  people  and  two  visits  by 
service  representatives.  I  returned 
the  computer  to  Dell  on  Apr.  30. 1 
had  a  call  from  a  technician  on 
May  27  asking  me  to  deliver  some 
software.  I  have  since  purchased  a 
Compaq.  And  it  is  working.  As  of 
June  5,  Dell  still  had  the  PC  in 
repair.  I'm  not  sure  if  I  could  run 
my  business  with  the  networks 
running  four  months  and  then 
down  for  two — and  counting.  I 
wish  him  luck. 

JIM  AMBROSE 
Toronto,  Canada 


Helping  Hand 

Based  on  anecdotal  evidence,  "In 
Myself  I  Trust"  (June  10,  p.  170)  would 
have  us  believe  individual  investors  cani 
achieve  what  many  mutual  funds  can- 
not— outperformance  of  the  S&P  500 
While  I  am  highly  skeptical,  this  turns 
out  to  be  beside  the  point.  The  S&P  500 
index  is  not  necessarily  an  appropriate1 
benchmark.  Any  competent  investment 
adviser  will  tell  you  that  the  main 
objective  is  to  reach  your  financial  goals 
without  taking  undue  risk.  Most  indi 
vidual  investors  fail  because  they  do  not 
create  a  diversified  portfolio.  Do  indi 
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AEP  knows  the  equation  for  financial  success.  Our  business  model  is  built  on  rich, 
diverse  assets  across  the  energy  spectrum.  This  provides  a  strong  foundation  for 
sustainable  growth  in  a  variety  of  market  scenarios.  Add  substantial  financial 
resources,  and  we  have  the  flexibility  to  seize  the  right  business  opportunities. 
Put  it  all  together,  and  you  have  an  energy  leader  uniquely  positioned  for 
long-term  financial  performance.  AEP. 

aep.com 


NYSE:  AEP 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil   2002  North  American  Tours 


©  2002  American  Electric  Power  Co.,  Inc. 


NO  WONDER  THE 
ATMOSPHERE  IS  W 


For  Worldwide  Locations  and  \ 
Reservations  call  1  (800)544-0808 

www.ruthschris.com 
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STEAK  HOUSE 


READERS  SAY 


victuals  have  the  ability  to  develop  ai 
optimal  asset  allocation  or  analyze  th< 
small-cap  and  international  stocks  neces 
sary  to  create  such  a  portfolio?  Even  i 
they  could  do  so  through  mutual  funds, 
many  highly  successful  professionals  rely 
on  advisers  to  counsel  against  irration 
exuberance  in  bull  markets  and  excessiv< 
pessimism  in  bear  markets. 

BRUCE  M.  WIENEI 
Potomac,  Md, 


a 


a  P 


Favorable  Assumptions 

"Pollyanna  Pensions"  (May  27,  p.  16\ 
was  horrifying.  Now,  I  understand  thai 
AICPA  rules  dictate  certain  things  corpo 
rations  must  do  in  accounting  for  earn- 
ings, and  some  other  issues  are  left  up  toj 
management  to  decide.  These  are  the 
famous  "management  prerogatives"  thati 
have  made  such  bloody  headlines  lately 
But  how  can  any  management  in  gooc 
conscience  assume  an  earnings  rate  or  { 
pension  trust  assets  greater  than  an)| 
long-term  equity  or  bond  historical) 
record? 

JOHN  CORNWELLj 
Bella  Vista,  Ark. 


Protecting  the  Monarch 

The  reference  to  molesting  butterflies  in 
"There  Oughtn't  Be  a  Law"  (June  10, 
p.  50)  only  relates  a  fraction  of  the  story. 
Pacific  Grove,  Calif.,  along  with  Mon- 
terey, are  the  wintering  grounds  of 
almost  all  the  West  Coast  migratory  m 
Monarch  butterflies.  I  suppose  someone 
with  malicious  intent  could  wipe  out  the  I 
entire  population  through  molestation. 
While  it  may  make  a  good  joke,  some- 
times there  is  a  good  reason  for  a  seem- 
ingly ridiculous  law. 

KEN  FECHTNER 
Corte  Madera,  Calif. 


f! 


Correction 

Samsung  Electronics  is  based  in  South 
Korea.  A  chart  in  "Mine  Games"  (Forbei 
ASAP,  June  24,  p.  60)  incorrectly  listed 
Samsung  as  being  based  in  Japan. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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ie  World's  Best  Tasting 

3mon  Vodka. 

)01,  the  Beverage  Testing  Institute  of  Chicago  conducted  a  blind 
test  of  ultra-premium  lemon  vodkas.  Awarding  points  based  on 
othness,  nose  and  taste,  the  BTI  concluded  that  "other  comparative 
cas . . .  aren't  in  the  same  league"  as  Grey  Goose  Le  Citron, 
uring  an  "exceptionally  smooth,  medium  body  with  subtle 
>n  peel  notes,"  Grey  Goose  Le  Citron  is  far  and  away  the 
d's  best  tasting  lemon  vodka. 


♦ 


Grey  Goose  Le  Citron  Martini 

3  oz.  Grey  Goose  Le  Citron 
Garnish  with  a  lemon  twist 


Vodka 

Grey  Goose  Le  Citron 

France 

"Finishes  very  cleanly  with 
an  incandescent  wash  of 
ripe  lemon  flavor." 

Stolichnaya  Limonaya 

Russia 

Absolut  Citron 

Sweden 

Tanqueray  Sterling  Citrus 

England 

Ketel  One  Citroen 

Holland 

(BTI)  Beverage  Testing  Institute  Inc. 


FRANCE 


Grey  Goose"  Le  Citron  40%  Alc./Vol.  Lemon  flavored  vodka.   Imported  exclusively  by  Sidney  Frank  Importing  Co.,  Inc.  New  Rochelle.  NY   10801 
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NEW  RANGE  R 


THE  NEW  RANGE  ROVER. 


HIGHER  GROUND, 


Ultra-modern  creation  emerging  from 


an  undisputed  icon.  From  the  grand 


avenues  of  Monaco  to  the  deserts 


of  Dubai,  it's  never  out  of  place.  Its 


legendary  capabilities  bring  to  mind 


the  very  first  Range  Rover.  Yet  its 


sleek  design,  stunning  interior,  and 


advanced  engineering  state  it's  clearly 


ahead  of  its  time.  The  completely 


new  Range  Rover  from  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


THE  LAND  ROVER  EXPERIENCE 


Company  whiz  kid,  circa  2002 


The  more  things  change  in  business 
the  more  experience  matters.  Phoenix ; 
has  been  helping  people  who've  done  well  dl 
better  for  more  than  150  years. 


s''  .  *  " 

y.  It's  just^ftot  what  it  used  to  be. 


To  learn  about  our  products  and  services, 
ask  your  financial  advisor  and  visit  us  at 
phoenixwm.com. 


prksikx i •.. T« anm Ik.    Phoenix 


WEALTH       MANAGEMEN 


Investment  Management  providfed  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  Annuities  issued  by  Phoenix  Lite  Insurance  Compaj 
(Statutory  Office:  East  fireenbush,  NY)  and  its  insurance  subsidiaries.  Members  of  The  Phoenix  Companies,  Inc.  ©2002  The  Phoenix  Companies,  III 
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ACT  AND  COMMENT 

y  Steve  Forbes,  editor-in-chief 

Vith  all  thy  getting  get  understanding" 


NOW  IS  THE  TIME  TO  BUY 


HE  MARKET  HAS  ALREADY  DIGESTED  A  SLEW  OF  BAD  NEWS 
id  prospective  bad  news:  tort  lawyers  looting  Wall  Street;  more 
lajor  companies  going  under  a  cloud,  or  just  plain  going  under; 
ut-of-control  congressional  spending;  states  raising  taxes;  Con- 
fess not  cutting  taxes,  as  it  should. 

The  big  positive:  There  are  signs  that  the  Feds'  five-year  defla- 
on,  which  dehydrated  the  U.S.  and  global  economies,  may  finally 
E  over.  Keep  an  eye  on  the  gold  price.  If  it  roams  in  the  range  of 
J 1 5  to  $335,  rest  easy.  Other  pluses:  impressive  American  produc- 


tivity and  growing  numbers  of  companies  starting  to  clean  up  their 
balance-sheet  and  corporate-governance  acts.  (Kudos  to  the  New 
York  Stock  Exchange  for  its  much-needed,  mostly  right-on  corpo- 
rate reform  package.)  Japan's  deflation  is  also  ending,  which  means 
its  economy  will  be  showing  more  signs  of  life  than  it  has  in  a 
decade.  European  countries  are  changing  governments,  which 
means  we  might  see  more  positive  moves  on  taxes  and  regulations. 
Of  course,  a  major  war  shock  could  throw  all  of  this  into  a 
bloody  cocked  hat.  But  not  for  long. 


THE  BUSH  DOCTRINE 


$   \, 


FTER  WWII  THE  U.S.  FACED  UNPRECEDENTED  CHALLENGES— THE 
nerging  Cold  War  with  the  Soviet  Union  and  the  rebuilding  and 
emocratizing  of  shattered  Europe  and  Japan.  Harry  Truman's  Sec- 
tary of  State  Dean  Acheson  entitled  his  memoirs  of  the  era,  Present 
t  the  Creation.  Among  America's  innovative  responses  was  the  cre- 
aon  of  NATO  which  enabled  our  allies  to  have  a  firm  sense  of  secu- 
ty,  despite  active  military  and  diplomatic  threats  from  the  U.S.S.R. 

Another  era  of  new  thinking  is  needed  now  after  the  attacks 
f  Sept.  1 1,  and  President  Bush  took  the  first  step  in  a  June  speech 
t  West  Point.  He  unveiled  an  emerging 
octrine  of  "preemptive  action."  If  the 
LS.  sees  a  state  is  nurturing  a  terrorist 
Treat  against  us,  we  will  strike  first 
ither  than  wait  for  the  terrorists  to 
rtack  us.  This  is  a  major  break  in  post- 
AVII  policy,  in  which  aggression 
ecame  a  fundamental  taboo.  In  Korea 
nd  Vietnam  we  intervened  after  the 
nemy  had  begun  hostilities.  We  sup- 
orted  guerrillas  in  Afghanistan  after 
le  Soviet  invasion.  We  waged  the  Gulf 
rar  after  Saddam  had  seized  Kuwait. 

But  as  the  President  said  at  West  Point,  "New  threats  also 
squire  new  thinking.  If  we  wait  for  threats  to  fully  materialize,  we 
rill  have  waited  too  long.  We  must  take  the  battle  to  the  enemy,  dis- 
jpt  his  plans  and  confront  the  worst  threats  before  they  emerge." 

In  a  few  months  the  Administration  will  flesh  out  this  new 
octrine  more  fully.  The  implications  are  staggering  and  the  dan- 
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WEST   POINT 


President  Bush  tells  graduating  cadets  that  we'll  hit 
enemies  before  they  hit  us. 


gers  real.  Rogue  states  may  take  a  "use  it  or  lose  it"  attitude  and 
feel  the  need  to  strike  quickly  before  we  hit  them  (though  in  the 
future,  governments  will  know  what  they  risk  if  they  go  the  way  of 
Iraq  and  North  Korea).  Attacks  may  end  up  spewing  poisonous 
chemicals  and  gases  into  the  air.  We  clearly  need  better  intelli- 
gence, and  we  need  new  weapons  that  can  better  destroy  hard- 
ened and  deeply  buried  weapons  of  mass  destruction  and  their 
delivery  systems.  We  will  also  need  to  change  our  military  doc- 
trine, as  well  as  the  configuration  and  deployment  of  our  forces. 

We  have  no  choice;  preemption  is 
now  a  necessity.  However,  we  have  a 
difficult  task  ahead  in  educating  our 
allies.  Given  the  last  century's  history, 
it's  understandable  that  they  might  ini- 
tially blanch  at  the  notion  of  our 
attacking  first  rather  than  responding 
to  an  overt,  unmistakable  act  of  aggres- 
sion. But  this  and  other  tasks  are  of  no 
greater  magnitude  than  the  sea  changes 
we  experienced  as  a  result  of  WWII: 
permanent  alliances,  our  numerous 
bases  overseas,  our  unprecedentedly 
large  peacetime  military  forces,  our  spending  billions  of  dollars 
to  help  friends  and  thwart  enemies,  and  the  building  of  new  and 
elaborate  institutions  to  facilitate  freer  flows  of  money,  goods 
and  services  to  assure  recovery  and  then  to  safeguard  freedom 
and  nourish  greater  prosperity. 

Once  more,  we  are  at  the  creation. 


WE  COULD  EASILY  PROTECT  OUR  PORTS-BUT  WON'T 


EARRANGING  BUREAUCRAriC  BOXES  WON'T  GET  OUR  HOME- 
nd  security  act  together.  Deossifying  bureaucracies  will. 

Look  at  our  vulnerable  ports.  Only  a  fraction  of  the  thou- 
inds  of  containers  that  arrive  daily  on  our  shores  are  actually 


inspected.  The  technology  and  machinery  already  exist  to 
quickly,  nonintrusively  examine  every  container  shipped  here — 
or  better  yet,  at  their  ports  of  origin — not  to  mention  every 
piece  of  airport  luggage.  A  company  called  Ancore  has,  with 
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both  federal  and  private  funding,  developed  a  system  that's 
amazingly  effective  in  detecting  just  about  any  kind  of  explosive, 
hazardous  chemical,  drug  or  weapon  of  mass  destruction — even 
some  biological  weapons — known  to  man.  You'd  think  after 
Sept.  1 1,  Washington  would  quickly  embrace  such  a  system. 

Think  again.  Incredibly,  Washington  has  been  dragging  its 
feet.  Oh,  there  might  be  some  field  tests ...  by  the  end  of  the  year. 

And  the  Immigration  &  Naturalization  Service  needs  to  have 
its  neck  wrung.  It  says  it  will  have  the  software  necessary  to  keep 
track  of  foreign  students  by  some  time  in  2003.  Tom  Ridge  or 


President  Bush  should  bring  in  the  head  honchos  of  Microsof 
Oracle,  Siebel,  and  the  like  and  tell  them  to  install  the  necessar 
software  and  get  it  working  within  90  days.  Silicon  Valley  wouli 
have  the  requested  software  up  and  running  in  nanoseconds. 

A  like  sense  of  urgency  is  needed  elsewhere.  Many  college 
and  universities  are  taking  a  laid-back  attitude  toward  keepin 
track  of  foreign  students  and  sharing  that  data  with  Washing 
ton.  The  Administration's  message,  publicly  delivered,  should  b 
to  the  point:  If  you  don't  keep  track  of  these  students,  you'll  los 
your  federal  funding.  Starting  now. 


HEAD  OFF  THE  NEXT  NUCLEAR  SHOWDOWN 


INDIA  AND  PAKISTAN  ARE  NOT  GOING  TO  WAR  NOW.  THOUGH 
weighed  down  with  weak  governments,  these  two  would-be  bel- 
ligerents realize  the  deadly  folly  of  a  nuclear  exchange.  India 
must  also  realize  that  a  limited  war  could  ultimately  spin  out  of 
control.  Nonetheless,  unless  the  U.S.  and  others  push  these  two 
states  to  take  certain  steps,  they  could  someday  end  up  sliding 
into  the  unthinkable. 

The  militants'  camps  in  Pakistan  must  be  closed.  Pakistan 
must  continue  its  belated  moves  to  halt 
terrorist  infiltration  into  Kashmir.  Realis- 
tically, some  terrorist  activity  will  still  take 
place — and  India  must  recognize  that 
al  Qaeda  will  do  all  it  can  to  spark  a  war. 

We  must  show  the  Pakistanis  (and  oth- 
ers on  the  front  line  of  terrorism),  that  it 
pays  to  align  themselves  with  us.  We  should: 
•  Quickly  conclude  a  free-trade  agreement 
with  Islamabad,  and  urge  the  EU  to  do  the 
same.  Pakistan  has  no  shortage  of  entrepre- 
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What  will  India  do  if  Kashmiris  employ  Gandhi 
like  methods? 


neurs  who  would  create  businesses  that  could  sell  to  these  markets. 
•  Keep  the  IMF  vampires  away.  The  agency's  blood-sucking  pre 
scriptions  of  high  taxes  and  debased  currencies  are  the  last  thin§ 
Pakistan's  beleaguered  economy  needs.  Instead,  we  should  urgt 
pro-growth  policies,  such  as  Hong  Kong-like  low  taxes.  Pak 
istan's  currency  could  be  stabilized  either  through  a  currency 
board  (which  has  worked  wonders  in  the  Baltic  states)  or  by  dol 
larizing  the  country's  legal  tender.  (Take  that,  Osama  bin  Laden.) 
•  Tell  the  Saudis  to  cut  off  all  funding  for 
those  hate-breeding  radical  Islamic  schools 
that  pockmark  Pakistan.  Our  message  to 
Riyadh  should  be  clear:  Stop  bankrolling. 
anti-American  individuals  and  organiza- 
tions or  your  regime  is  on  its  own. 

As  for  the  India-controlled  piece  of 
Kashmir  that  has  an  overwhelmingly  Mus- 
lim population,  Islamabad  should  promote 
a  different  approach  to  encourage  change: 
passive  resistance,  a  la  Mahatma  Gandhi. 


WILL  ARGENTINA  GROW  UP? 


ARGENTINA  HAS  TAKEN  THE  NECESSARY  FIRST  STEP  IN  RECOVERING 
from  its  economic  morass  by  releasing  Domingo  Cavallo,  former 
economy  minister.  Cavallo  (who  from  1998  to  1999  served  as  pub- 
lisher of  FORBES  GLOBAL)  was  arrested  in  April,  ostensibly  for  par- 
ticipating in  an  arms-smuggling  scheme  in  the  early  1990s.  The 
charges  were  ludicrous,  trumped  up.  Cavallo  had  cooperated  with 
an  earlier  investigation  of  this  and  had  been  exonerated.  So  why  the 
arrest?  It  was  a  legal  lynching,  pure  and  simple,  a  repulsive  way  for  a 
highly  unpopular  government  to  appease  its  angry  populace. 
Cavallo  was  scapegoated  for  Argentina's  economic  catastrophe. 

To  fully  recover,  Argentina  must  adopt  pro-growth  eco- 
nomic policies.  It  should: 

•  Replace  the  totally  discredited  peso  with  the  dollar.  No  Argen- 
tinean will  ever  trust  a  homemade  currency  again.  Former  Pero- 
nist  President  Carlos  Saul  Menem  has  long  advocated  such  a 
step.  Ecuador  and  El  Salvador  have  dollarized  their  economies, 
and  the  results  have  been  positive:  In  Argentina  today  it  takes  3.5 
pesos  to  buy  a  greenback.  The  government  should  adopt  a  pro- 
gram to  redeem  pesos  at  a  2-to-l  ratio;  this  would  jump-start  die 
economy  and  quickly  resurrect  the  now-dead  banking  sector. 

The  U.S.  and  the  IMF  should  provide  any  necessary  loans  to 


make  such  a  conversion  work — and  work  quickly. 

•  Slash  tariffs  and  break  away  from  the  now  counterproductive 
Mercosur  trading  pact.  This  agreement  with  Brazil  has  hobbled 
Argentina  in  developing  trade  relations  with  the  rest  of  the 
world,  as  Chile  has  brilliandy  done. 

•  Slash  domestic  taxes,  particularly  the  VAT.  The  VAT  is  cur- 
rently at  a  suffocatingly  high  21%  rate,  which  few  pay,  anyway. 

Other  steps  must  be  taken,  such  as  removing  barriers  to  the 
setting  up  of  businesses  that  compete  with  politically  protected 
ones.  Corruption  must  be  tackled.  The  political  system  routinely 
milks  a  number  of  government  agencies  and  institutions. 

Contrary  to  popular  myth,  Argentina's  public  debt  is  not 
outrageous,  being  no  worse  proportionately  than  those  of  most 
European  countries.  The  same  is  true  of  government  spending, 
despite  occasional  binges  by  Argentinean  provinces. 

Given  the  severity  of  the  economic  collapse,  Argentineans 
should  now  have  the  maturity  to  recognize  that  prosperity  comes 
from  entrepreneurship,  competition  and  hard  work — and  to  sup- 
port the  easier  reforms  of  tax  cuts,  as  well  as  the  more  difficult  ones 
necessary  to  root  out  endemic  corruption.  Once  antigrowth  obsta- 
cles are  removed,  Argentina  should  get  back  on  its  feet  fairly  quickly. 
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THE    STRAIGHT    GOODS    ON    e-BUSIN 
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/THE  WHOLE  e-BUSINESS 
THING  IS  A  FAD. 

Nothing  could  be  further  from 
the  truth.  In  times  of  economic 
downturn,  it  may  seem  prudent  to 
put  the  whole  e-Business  issue  on  the 
backburner.  But  it's  not.  Tough  times 
call  for  nimbleness  and  agility  more 
than  ever.  The  time  to  get  smart  and 
implement  e-Business  solutions  for  your 
customers  is  today. 


THE   INTERNET 

CHANGES 
EVERYTHING. 

The  Internet  does  not 
change  everything. 
It  doesn't  change  the 
business  rules  that 
run  your  company. 
Or  the  infrastructure 
you've  spent  years 
building.  The  Internet 
is  obviously  a 
critical  part  of  any 
e-Business.  But  it's 
how  well  you  manage 
the  information 
traveling  over  the 
Net  that  determines 
the  success  of 
your  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

This  myth  surrounds 
just  about  every 
significant  e-Business 
platform  discussion. 
Virtually  every 
purveyor  of  e-Business 
platforms  touts  their 
version  of  this 
"one-brand"  world. 
Their  brand,  of  course. 
Big  surprise. 


At  Sybase,  we  know  it's  just  not  true. 
Countless  brands  compete,  cooperate 
and  commingle  inside  your  company. 

It's  laughable  to  pretend  that  any  one 
external  organization  can  "standardize" 
all  the  various  protocols,  systems, 
components,  new  technologies, 
languages,  databases  and  vendor 
relationships  that  your  business 
depends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE   IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unles;  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


IF  AT  FIRST  YOU  DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 


At  Sybase,  we 


website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
ECAUSE     EVERYTHING     WORKS     BETTER    WHEN 


deliver  e-Business 
solutions  to  the 
FORTUNE  500;"  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 


Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 

Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'll  show 
you  how.  Fact,  not  myth. 


I Sybase 

Information   Anywhere" 


EVERYTHING    WORKS    TOGETHER:" 


®2001  Sybase,  Inc.  All  rights  reserved.  All  trademarks  are  the  property  of  their  respective  owners. 
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S2SO 
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The  ability  to  do  everything.  Without  having  to  carry  everything.  The  Nokia  9290  Communic 

a  phone.  And  it's  all  in  one  compact,  integrated  design.  With  the  Communicator,  you  can  send  and  receive  e-mail  with  attacj 

You  can  edit  Microsoft  Word  and  Excel  files  and  view  PowerPoint  presentations  on  the  fly.  You  can  drag  and  drop  files  from  I 
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.t  out  at  your  local  CompUSA  store.     CQfruP5£Sf  i 


virelessly  and  browse  the  full-color  Internet.  You  can  even  take 
lotes  with  the  full  QWERT  yboard  while  holding  a  conference  call  on  your  built-in,  hands-free 
hone.  The  Nokia  9290  Communicator.  Take  the  world  off  your  shoulders  and  put  it  in  your  hands. 


WHERE  AMERICA  SUYS  TECHNOLOGY 


NOKIA 

Connecting  People 


OTHER  COMMENTS 


Talent  is  cheaper  than  table  salt.  What  separates  the  talented 
individual  from  the  successful  one  is  a  lot  ofjtard  work. 


—STEPHEN  KING 


Another  Way  India  and  Pakistan  need  to  rise  above  his- 
tory, as  France  and  Germany  did  after  World  War  II.  France  had 
annexed  Saarland  around  Saarbriicken  as  reparations  for  the 
German  occupation  of  France.  Eventually,  a  plebiscite  was  held 
and  the  majority  of  the  population  opted  to  return  to  Germany. 
Another  tough  territorial  nut  was  Trieste,  annexed  from  Italy  by 
Yugoslavia.  That,  too,  was  returned — to  Italy. 

After  the  terrible  bloodletting  that  killed  more  than  1  million 
Hindus  and  Muslims  at  the  time  of  partition,  the  U.N.  Security 
Council  agreed  in  1948  that  a  plebiscite  should  be  held  in  Kashmir 
to  determine  the  wishes  of  Kashmiris.  India  has  steadfasdy  rejected 
any  idea  of  self-determination,  basing  its  claim  to  the  territory  on 
the  wishes  of  one  man  long  gone — the  maharajah  of  Kashmir, 
who  acceded  to  India  at  the  time  of  partition.  Hardly  worth  a 
nuclear  showdown  that  could  kill  several  million  human  beings. 
— ARNAlib  DE  BORCHGRAVE,  Washington  Times 

Needed:  A  Renewed  Resolve  in  many  respects, 

the  challenge  of  Islamic  terror  is  unique,  hence  the  difficulty  West- 
ern intelligence  services  encountered  trying  to  predict  and  prevent 
its  onslaughts.  The  enemy  is  not  a  religion — most  Muslims  deplore 
what  has  occurred.  Nor  is  it  a  single  state,  though  this  form  of  ter- 
rorism needs  the  support  of  states  to  give  it  succor.  Perhaps  the  best 
parallel  is  with  early  Communism.  Islamic  extremism  today,  like 
Bolshevism  in  the  past,  is  an  armed  doctrine.  It  is  an  aggressive  ide- 
ology promoted  by  fanatical,  well-armed  devotees.  And,  like  Com- 
munism, it  requires  an  all-embracing  long-term  strategy  to  defeat  it. 
The  events  of  Sept.  11  are  a  terrible  reminder  that  freedom 
demands  eternal  vigilance.  And  for  too  long  we  have  not  been  vig- 
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"Why  do  you  think  you  cro:  s  the  road?" 


ilant.  We  have  harbored  those  who  hated  us,  tolerated  those  wl 
threatened  us  and  indulged  those  who  weakened  us.  As  a  resu 
we  remain,  for  example,  all  but  defenseless  against  ballistic  m 
siles  that  could  be  launched  against  our  cities.  A  missile  defer! 
system  will  begin  to  change  that.  But  change  must  go  deeper  st 
The  West  as  a  whole  needs  to  strengthen  its  resolve  against  rog 
regimes  and  upgrade  its  defenses.  The  good  news  is  that  Ameri 
has  a  president  who  can  offer  the  leadership  necessary  to  do  s 
—MARGARET  THATCHER,  New  York  Tin 

"Lenin  Coffee  With  Hazelnut  Flavor"?  tj 

world's  last  museum  to  V.I.  Lenin,  the  creator  of  the  Sovi 
Union,  is  resorting  to  capitalism  to  attract  visitors.  TI 
museum,  established  in  1946,  is  in  the  industrial  town  of  Tar 
pere,  Finland,  where  Lenin  first  met  Joseph  Stalin,  who  su 
ceeded  him  as  Soviet  leader.  The  museum  is  selling  memorabij 
and  has  set  up  a  Web  site,  www.tampere.fi/culture/lenin. 

— SMITA  P.  NORDWALL,  USA  Todl 

Finish  the  Job  It  is  fashionable  now  to  blame  ArgentinJ 
problems  on  the  free  market.  But  Argentina's  tragic  crack-i 
occurred  not  because  pro-market  reforms  went  too  far,  b 
because  they  did  not  go  nearly  far  enough.  A  healthy  marl* 
economy  requires  not  just  the  absence  of  statist  controls; 
requires  the  presence  of  sound  institutions.  And  although  t 
reforms  of  the  Menem  era  made  strides  toward  meeting  the  fc 
mer  requirement,  they  ignored  the  latter  altogether.  Tod 
Argentina  is  suffering  grievously  from  that  oversight.  Until  it 
corrected  and  the  country's  ramshackle  political  and  legal  s> 
terns  are  overhauled,  there  is  little  hope  that  a  stable  and  pre 
perous  Argentina  can  emerge  from  the  wreckage. 

—BRINK  LINDSEY,  Cato  Institute,  Wall  Street  Jourr. 

Not  in  My  Backyard  "Do  as  I  say,  not  as  I  do"  seems 
be  the  motto  for  Hamas  leader  Abdel  Aziz  Rantisi,  who  helps  recn 
suicide  bombers  in  the  Middle  East.  When  his  23-year-old  son  v( 
unteered  that  he  would  be  "honored"  to  be  a  martyr,  Rantisi  wasi 
encouraging:  "He  doesn't  know  what  he  is  saying.. . .  He  is  only  sa 
ing  this  because  of  his  youth.  Some  men  must  grow  up  to  becor 
doctors."  (Rantisi's  son  is  a  medical  student.)  "But  for  that 
happen,  others  have  to  sacrifice  themselves  and  become  martyr: 

—CHARLES  OLIVER,  Reason  Onli 

Doilble-Edged  Sword  I  stopped  believing  in  San 
Claus  when  I  was  6.  Mother  took  me  to  see  him  in  a  departme 
store,  and  he  asked  for  my  autograph. 

—SHIRLEY  TEMPLE 
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FSTREAM  V 


GULFSTREAM  IV-SP 


GULFSTREAM  V-SP 


GULFSTREAM  200 


GULFSTREAM  100 


NOW 


OWNING  A  GULFSTREAM 
MAKES  EVEN  MORE  SENSE 

Exceptional  performance,  reliability  and  quality  combined  with  a  strong  commitment  to 
worldwide  service  and  product  support  make  Gulf  stream  The  World  Standard1"  in  business 
aviation.  So,  whether  you  require  the  capabilities  of  our  long  range  and  ultra-long  range 
business  jet  aircraft  or  the  excellent  value  of  our  midrange  aircraft,  our  fleet  now  meets 
all  your  transportation  needs. 

Gulf  stream  -  bringing  worldwide  business  within  easy  reach. 

To  learn  more,  visit  www.gulf streamsinflight.com. 

THE  WORLD  STANDARD 


Gulfstream 
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THE  LEGENDARY  BLOODLINE  IS  ABOUT  TO  BOIL 
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Heritage  reborn. 


Prudential  Financial 
brings  you  leading 
mutual  fund  managers... 
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Plus  personalized  advice 
to  help  create  a  portfolio 
of  funds  that's  right  for  you. 


Prudential 
mutual  funds 
offer  the 
diversification 
you  need. 

Prudential  Financial 
offers  a  wide  array 
of  mutual  funds 
designed  to  help 
both  grow  and 
protect  your  wealth. 

•  Stock  Funds 

•  Balanced  Fund 

•  Bond  Funds 

•Municipal  Bond 
Funds 

•  Money  Market 
Funds 

•Sector  Funds 

•  Global/International 
Funds 

•  Tax-Managed 
Funds 


It's  a  powerful  way  to  invest  in  mutual  funds — with  more  discipline,  more 
focus  and  more  oversight.  Start  with  a  select  family  of  funds  with  top  name 
investment  managers,  each  carefully  evaluated  and  monitored  by  Prudential's 
Strategic  Investment  Research  Group.  And  let  a  personal  financial  advisor 
help  you  create  an  investment  strategy  to  guide  your  mutual  fund  decisions. 


Prudential's  research-driven  approach 
to  mutual  funds:  Focus  your  choices 
and  increase  your  confidence.  Ours 

is  no  ordinary  mutual  fund  lineup.  It's  a 
carefully  crafted  family  of  "subadvised"  funds, 
which  means  Prudential  seeks  to  hire  leading 
money  managers  for  each  fund's  particular 
objective,  asset  class  and  investment  style. 
We  use  a  rigorous  process  to  evaluate  the 
managers.  Then  we  "manage  the  managers," 
holding  them  to  a  strict  standard  of  review 
and  replacing  them  if  necessary. 

Prudential  mutual  funds  offer 
leading  money  managers. 


Bank  of  Ireland 
Group 

Gartmore 

<.L(J6»l   MklXFUi 


Deutsche  Asset  Management 

GE Asset Management       IENN1SON  ASSOCIATES 


Nk  hol\*|Applegatf         Prudential  ■£>  Financial 


Salomon  Brothers 


Victory 


Asset  Management         Capital  Management 


WELLINGTON 


Asset  allocation  and  review  help 
to  promote  consistent  long-term 

performance.  A  professional  financial 
advisor  can  help  you  analyze  your  investment 
goals,  risk  tolerance  and  time  horizon  to 
create  a  personalized  asset  allocation.  This 
provides  the  clear  blueprint  you  need  to 
make  confident  mutual  fund  choices.  Working 
closely  with  your  advisor,  you'll  periodically 
review  your  investment 
strategy  and  make 
changes  when  necessary. 

Call  today 

for  a  free  brochure. 

Learn  more  about  the 
Prudential  mutual  fund 
family  and  our  disciplined 
research  process. 

1-800-THE-ROCK 
ext.  9355 
prudential.com 


Prudential  (£  Financial 

Crowing  and  Protecting  Your  Wealth* 


For  more  information  obout  a  specific  Prudential  mutual  fund,  call  your  financial  professional  foi  a  free  prospectus  that  describes  in  detail  the  fund's  investment  objective,  soles  charges,  expenses,  and  other  matters  of  in 
Please  reod  the  prospectus  carefully  before  you  invest  or  send  money.  Shares  of  Prudential  mutual  funds  are  distributed  by  Prudential  Investment  Management  Services  LLC  (PIMS),  Three  Gateway  ( 
1 4th  Floor,  Newark,  NJ  07102-4077.  PIMS  is  a  member  SIPC  ond  a  Prudential  Financial  company.  Prudential  Financial  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates. 


lURRENT  EVENTS 


y  Ernesto  Zedillo,  former  president  of  Mexico 


ALL  POLITICS  IS  GLOBAL,  TOO 


ST  NOVEMBER,  JUST  AS  THE  WAR  AGAINST  TERRORISM  WAS 
aching  its  climax  in  Afghanistan,  U.S.  trade  negotiators  were  play- 
g  a  leading  role  in  launching  a  new  round  of  trade  liberalization. 
le  talks  took  place,  symbolically  enough,  at  Doha,  Qatar  in  the 
rsian  Gulf.  I  never  tire  of  stressing  the  strategic  value  that  the  sub- 
ince  and  timing  of  this  new  WTO  round — beyond  the  signifi- 
nt  potential  economic  effects — have  for  international  stability 
d  security.  At  Doha  the  industrialized  countries,  and  particularly 
E  U.S.,  told  the  world  that  constructive  interdependence  (rather 
an  isolationism)  and  concerted  multilateralism  (rather  than 
gressive  unilateralism)  are  essential  components  of  the  answer  to 
e  challenges  that  became  brutally  evident  on  Sept.  1 1.  It  seemed 
be  the  beginning  of  a  coalition,  broader  than  the  military  one, 
at  would  fight  decisively  against  the  dangerous  polarization 
tween  the  haves  and  have-nots  of  the  world.  This  position  was 
inforced  at  the  UN.  Financing  for  Development  Conference  in 
arch.  Unfortunately  I  must,  too  soon,  tone  down  my  optimism. 

rucial  Agreements  and  Threats  to  Them 

iree  specific  agreements  proved  crucial  to  the  new  trade  nego- 
tions'  being  accepted  by  all  142  countries  represented  at  Doha: 
Manufactured  goods.  It  was  agreed — in  spirit  and  very  much 
the  letter — to  dismantle  remaining  protectionism  pertaining 
manufactured  goods,  in  particular  of  products  that  are  of 
port  interest  to  developing  countries. 

Agricultural  product*.  It  was  agreed — and  I  want  to  quote 
actlv — that:  "Building  on  the  work  carried  out  to  date  and 
thout  prejudging  the  outcome  of  the  negotiations,  we  commit 
irselves  to  comprehensive  negotiations  aimed  at:  substantial 
iprovements  in  market  access;  reductions  of,  with  a  view  to 
lasing  out,  all  forms  of  export  subsidies;  and  substantial 
auctions  in  trade-distorting  domestic  support." 
Temporary  protection  measures.  It  was  agreed  to  carry  out  nego- 
tions  to  discipline  the  use  of  temporary  protection  measures 
ainst  imports,  which  are  allowed  by  the  WTO.  These  comprise 
teguards  against  unexpected  surges  in  an  import,  countervailing 
Ities  to  compensate  for  subsidized  imports  and  tariffs  on  imports 
d  below  cost.  By  means  of  reviewing  rules — without  affecting 
sic  principles — trade  ministers  aimed  to  effectively  prevent  the 
usive  protectionism  that  trade-remedy  measures  frequently  mask 
Regrettably,  three  subsequent  events  in  the  U.S.  have  bluntly 
ntradicted  the  Doha  agreements.  In  March  the  Administra- 
>n  decided  to  impose  import  tariffs  for  three  years  on  a  variety 
steel  products.  In  May  Congress  passed  the  farm  bill,  which, 


a  few  days  later,  was  signed  into  law.  This  bill  provides  for  a  siz- 
able increase  in  subsidies  to  American  farmers.  And  on  May  23 
the  Senate  passed  an  amendment  that  if  it  becomes  law  will,  in 
practical  terms,  preclude  U.S.  trade  officials  from  renegotiating 
(as  agreed  in  Doha)  any  trade-remedy  rules. 

Possible  Consequences 

Domestic  political  consequences  (none  of  my  business)  aside,  it's 
clear  the  U.S.'  recent  protectionist  decisions  threaten  the  interna- 
tional trading  system.  The  steel  action  has  already  caused  several 
reactions  that  may  prove  very  trade-destructive.  The  EU  is  demand- 
ing compensation  from  die  U.S.  and  has  announced  that  if  it  isn't 
offered  rapidly,  said  compensation  will  be  determined  unilaterally,  to 
be  collected  in  the  form  of  higher  import  tariffs  on  politically  sensi- 
tive products.  In  fact,  a  few  weeks  after  the  U.S.'  decision  the  EU 
imposed  its  own  safeguard  measures  on  steel,  ostensibly  to  avoid  a 
sudden  rise  in  imports  diverted  from  the  protected  American  mar- 
ket. Other  countries,  including  Japan  and  Brazil,  are  also  threatening 
retaliatory  protectionist  actions,  and  a  number  of  these  countries, 
along  with  the  EU,  have  lodged  formal  complaints  with  the  WTO 

By  running  counter  to  the  agricultural  agreement  reached  in 
Doha,  the  U.S.  farm  bill  compromises  the  WTO  round  altogether. 
Most  developing  countries  agreed  to  the  new  round  in  the  hope  of 
seeing  substantial  reductions  in  agricultural  protectionism.  The 
U.S.  was  perceived  as  championing  this  cause.  Developing  countries 
went  along,  even  at  the  expense  of  paying  a  price  judged  by  some  as 
too  high.  They  agreed  to  negotiate  multilateral  agreements  on 
investment  and  antitrust  policies,  as  well  as  to  link  trade  and  envi- 
ronmental issues  more  explicidy  than  ever.  Now,  however,  the  U.S.' 
indispensable  leadership  is  in  doubt,  and  there  is  good  reason  to 
fear  the  farm  bill  has  given  Europe  a  most  convenient  excuse  for 
not  substantially  revising  its  Common  Agricultural  Policy.  In  other 
words,  the  incentive  for  developing  countries  to  conclude  this  new 
round  has  been  dramatically  diminished.  A  similar  situation  will  be 
created  if  Congress  passes  an  amendment  to  exclude  trade-remedy 
rules  from  the  fast-track  procedure.  Needless  to  say,  negotiations  on 
the  Free  Trade  Area  of  the  Americas  Agreement  are  also  in  limbo. 

This  neo-protectionist  wave  must  be  stopped  and  reversed. 
Failure  to  do  so  will  bring  about  disastrous  consequences  for 
every  country — certainly  for  developing  countries,  but  also  for 
major  trading  partners,  including  the  U.S. 

Electoral  strategists  are  surely  entitled  to  believe  that  all  pol- 
itics is  local.  However,  they  should  realize  that  nowadays  all  pol- 
itics is  global,  too!  F 


Ernesto  Zedillo,  former  president  of  Mexico;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and 
author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger,  are  now  periodically  writing  this  column.  To  see  past  Current  Events  columns. 


visit  our  Web  site  atwww.forbes.com/currentevents. 
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KELLY  KNOWS  HER  PRODUCT  COLD. 
KELLY  KNOWS  HER  TERRITORY  INSIDE  OUT 
KELLY  DOESN'T  KNOW  HER  BIGGEST  CLIENT 
MADE  3  URGENT  CALLS  TO  HER  OFFICE. 
KELLY'S  COMPANY  NEEDS 
THE  PCS  CLEAR  WIRELESS  WORKPLACE. 


It  enables  employees  to  receive  calls  to  their  office  on  their  PCS  Phones 
anywhere  on  the  largest  all-digital,  all-PCS  nationwide  network  built  from 
the  ground  up,  reaching  more  than  230  million  people.  So  they  have  a  better 
chance  of  connecting. 

It  can  also  let  them  check  all  their  messages  by  calling  a  single  voicemail 
box.  So  they  can  get,  and  return,  their  messages  sooner. 

And  it'll  do  a  lot  more  to  help  them  stay  in  touch.  It's  one  part  of  the 
PCS  Clear  Wireless  Workplace  called  the  PCS  Integrated  Officer 
Get  the  whole  story  at  sprintpcs.com. 


Sprint 


tGITAL  RULES 

Rich  Karlgaard,  publisher 


BOOM  AND  BUST  MAN 


'RING  THE  PAST  TWO  YEARS,  MR.  MARKET  HAS  THROWN 
rv  New  Economy  booster  in  the  dock.  Is  anybody  crying  for 

Course  not.  I  can  hear  the  snorts.  I  can  feel  the  gales  of 
ghter.  At  technology  conferences — those  that  are  left,  any- 
-I  crouch  in  the  shadows  and  compare  notes  with  pals 
h  as  George  Gilder.  We  weep  about  our  Buy  and  Fold  portfo- 
5.  Nobody  weeps  for  us.  Nobody  even  offers  to  buy  us  a  drink. 

But  may  I  ask  a  question?  Which  of  you  bears  out  there 
ating  today — the  ones  torching  my  e-mail  box — timed  the 
i  market  just  right,  both  ways?  Please  stand  up  and  take  a 
w,  you  wise  ones  who  pegged  the  precise  month  of  the  begin- 
ig  of  the  long  tech  boom  ( January  1995)  and  the  tech  bust 
arch  2000).  What?  I  don't  seeeeeeee 
ybody!  I'm  still  looking  for  the  one 
art  chap  who  got  it  right  both  ways. 
lybe  this  genius  can  tell  us  when  tech 
cks  will  rally  for  good. 


veet  Revenge 

e  found  him'  At  least — I  think  I  have. 
e  man  who  got  it  both  ways.  It's  none 
ler  than  Steve  Case,  the  chairman  of 
)L  Time  Warner.  But  I  want  you  to 
ievc  this  yourself,  so  let's  jump  aboard 
Digital  Rules  time  machine,  go  back  30 
>nths  and  train  our  forensic  camera  on 
se.  It's  January  2000,  and  we  see  that  the  apple-cheeked.AOL 
ef  is  hopping  mad.  Only  weeks  before,  Time  magazine  had 
aimed  little  grinning  Jeff  Bezos  ofAmazon.com  as  its  1999 
;rson  of  the  Year" — the  millennial  closer,  no  less.  This  irritates 
se  no  end.  He  has  been  around  a  lot  longer  than  Bezos  (and  is 
ler  by  far).  Though  jealous,  Case  is  also  smart.  He  knows 
incia]  history  and  can  deduce  that  a  Bezos  Time  cover  must 
tainly  mean  that  Net  stocks  are  top-ticked. 
Seething,  Case  works  out  a  plan.  It  combines  brilliant  finan- 
1  strategy  with  sweet  revenge.  Case  decides  to  swap  his  top- 
ped AOL  stock  for  Time's  parent  company,  Time  Warner, 
k  about  audacious. 

Like  all  pioneers,  Case  goes  against  the  crowd.  Funny  as  it 
ms  today,  from  1996  to  2000  (oh,  glory  bubble  years!)  there 
:ulated  a  belief  in  Case's  coterie  that  pure  Net  plays,  such  as 
»L,  should  resist  using  their  stock,  however  puffed  up,  to  buy 
ck-and-mortar  companies.  Why  (the  thinking  went),  if  any 
t  darling  so  much  as  hinted  that  it  might  trade  its  precious 
>er  for  a  profitable  enterprise  born  before  1995,  such  a  Net- 
I  would  certainly  taint  its  ...  purity.  Should  Yahoo  ($65  billion 
rket  cap,  January  2000)  swap  some  of  its  funny  money  to  buy 


Steve  Case's  baby,  AOL,  apart  from  Time 
Warner,  may  be  worthless.  Bottom  time? 


Disney  ($60  billion  market  cap,  January  2000)?  No  way.  Yahoo 
slum  for  Disney's  earthly  brick-and-mortar  valuation? 

But  in  January  2000  Steve  Case  did  just  that.  He  went  against 
the  crowd.  He  proposed  trading  half  of  his  AOL  stock  ($210  bil- 
lion market  cap,  December  1999)  for  Time  Warner's  ($90  billion 
market  cap,  December  1999) — at  the  market's  very  top!  Smart  boy, 
Case.  He  only  pretended  to  drink  the  Net  Kool-Aid.  Or  maybe  he 
slurped  it  until  something  snapped  in  his  brain  when  he  saw  that 
punk  Bezos  on  Time 's  cover.  Or  maybe  all  along  Case  was  sly, 
more  like  his  older  brother  Dan,  an  investment  banker.  Steve 
Case,  too,  has  the  heart  of  an  i-banker — if  there  is  such  a  thing. 
Whichever  way  you  analyze  it,  young  Case  timed  it  just  right. 

Bottom  Fishing 

But  now,  in  this  rotten  bust  year,  AOL  Time 
Warner  is  off  70%  from  its  post-merger 
peak  18  months  ago.  Its  market  cap  has 
plunged  from  $240  billion  to  $70  billion. 
Some  wags  say  that  Time  Warner,  with 
profitable  magazines  such  as  People  and 
Sports  Illustrated  and  riding  a  hot  streak 
of  hit  movies  such  as  Harry  Potter  and  Lord 
of  the  Rings,  may  account  for  the  entire 
$70  billion  market  cap.  In  other  words,  old 
AOL  may  be  worth  zip.  Quite  a  fall. 

Think  about  this.  When  AOL  is  valued 
somewhere  around  zero,  when  the  Nasdaq  index  looks  like  the 
answer  to  a  Christopher  Columbus  quiz  and  when  a  majority  of 
formerly  bullish  Wall  Street  analysts  discount  any  hope  of  an  IT 
rebound  in  2002, 1  am  tempted  to  say,  the  bottom  is  here.  Buy! 
But  don't  believe  me.  My  scorecard  for  techs  during  the  last  two 
years  is  on  par  with  any  other  New  Economy  booster:  It  reeks. 

But  don't  take  the  word  of  those  perpetually  grim  bears, 
either.  I've  looked  into  this  matter  and  learned  that  the  majority 
of  sempiternal  bears  hide  some  underlying  problem,  often 
chronic  constipation,  halitosis  or  cysts  that  block  the  bile  duct. 
Bears  are  nature's  sourpusses.  Sitting  on  the  toilet  kvetching 
about  P/Es,  they  missed  the  tech  boom  in  early  1995.  They'll 
miss  the  next  one,  too. 

Instead,  watch  the  man  who  got  it  right  both  ways.  If  you  see 
evidence  that  Steve  Case  is  trying  to  break  up  AOL  Time  Warner 
and  pull  his  baby,  AOL,  out  of  the  tech  inferno — such  rumors 
are  flying — assume  Case  thinks  the  market  undervalues  the 
AOL  portion.  Case  being  smart  about  these  things,  you'll  know 
that  tech  has  hit  bottom.  F 


I  T7r|f*h*>C  I  Visit  Rich  Karlgaards  home  page  at  www.forbes.com/karlgaard 
■^LaManaFi?!  I  or  e-mail  him  at  publisher@forbes.com. 
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TV  producers  can't  force  you  to  watch  ads.  But  they 

may  be  able  to  outlaw  devices  that  make  it  easy  to  skip  them. 

BY  MICHAEL  FREEDMAN 

ri-NNl  I'll  POTASHNER  PINNED  THE  FUTURE  OF  HIS  COMPANY 6ti 
a  nifty  device  called  ReplayTV.  An  ad  zapper's  delight,  it  looks  like 
.1  VCR  but  lets  viewers  save  320  hours  of  TV  programming  on  a 

hard  drive.  If  you  want  to  watch  every  Yankee  game  in  the  next 
l wo  weeks,  you  type  "Yankee"  into  an  on-screen  menu  that's  down- 
loaded daily  over  a  phone  line;  the  machine  automatically  records  each  game. 
You  can  then  send  the  games  in  their  entirely  to  15  friends.  The  equipment 
edits  out  commercials  by  detecting  the  black  screen  between  shows  a\k\  ads. 
I  terrors.  There  goes  $50  billion  a  year  in  television  ad  revenue,  if  the  de- 


;/ 
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ice  catches  on  (and  if  TV  shows  don't  switch  to  pay-per-view;  see 
Why  Sot?"  column,  p.  164). 

Shortly  after  Santa  Clara,  Calif. -based  Sonicblue  launched 
.eplavTY  in  September,  Viacom,  Disney  and  NBC  joindy  filed  a  suit 
l  California  alleging  copyright  infringement.  Time  Warner  En- 
:rtainment  followed  with  a  similar  suit,  as  did  Columbia  Pictures, 
n  the  day  Sonicblue  began  shipping  its  first  units  in  November. 
urner  Broadcasting  head  Jamie  Kellner  chimed  in  with  a  state- 
lent  that  people  who  watch  television  without  commercials  were 
:ealing  from  entertainment  producers — with  possible  exceptions 
lade  for  folks  who  need  to  use  the  bathroom. 

At  the  moment,  there  are  no  plans  to  sue  toilet  manufacturers 
)r  contributory  infringement.  But  Sonicblue  could  be  found  li- 
)le,  despite  that  famous  Supreme  Court  ruling  of  1984  to  the  ef- 
;ct  that  TV  viewers  who  tape  shows  are  not  criminals  (and,  by 
rtension,  neither  are  manufacturers  of  the  VCRs).  Hollywood  ar- 
ues  that  technology  has  since  zoomed  past  that  landmark — 
?ecifically,  with  equipment  that  can  capture  and  send  perfect 
apies  of  movies.  "This  is  a  machine  that  goes  beyond  the  pale  of 
le  technology — and  they  knew  it  did,"  says  Viacom  Senior  Vice 
resident  Carl  Folta.  "We  need  to  make  sure  that  when  someone 
uts  out  a  product  that  clearly  violates  our  copyrights,  we  stand  up 
nd  say,  This  is  not  right.' " 

Perhaps.  But  Hollywood  picks  its  battles.  An  early  ad  zapper, 
escribed  in  FORBES  in  1989,  fizzled  in  1994  without  any  legal  as- 
mlt  from  producers.  Microsoft  sells  a  Replay-like  device  called 
fltimate  iv,  but  Microsoft  can  fend  off  a  thousand  lawsuits.  TiVo, 
$26  million  (sales)  company  with  422,000  subscribers,  lets  view- 
rs  skip  ads  by  fast-forwarding  through  them  60  times  as  fast  as 
ley  could  with  an  ordinary  VCR.  Yet  it,  too,  has  evaded  litigation, 
erhaps  because  it  is  28%  owned  by  entertainment  producers  AOI. 
fame  Warner,  Sony  and  NBC. 

Sonicblue  is  an  easier  target.  It's  bigger  than  TiVo,  but  it's  hurt- 
ig,  having  lost  $437  million  in  the  last  12  months  on  $229  million 
l  sales.  (It  sells  a  variety  of  digital  video  and  audio  products,  in- 
uding  portable  MP3  players.)  The  stock  is  down  80%  for  the  year 
i  a  recent  $1.11,  valuing  the  company  at  just  $  106  million.  Replay- 
V,  which  costs  up  to  $2,000,  is  only  now  hitting  stores;  a  mere 
,000  of  them  have  been  sold,  mosdy  through  Sonicblue's  Web  site. 

Into  this  mess  comes  Sonicblue  Chief  Kenneth  F.  Potashner. 
he  «on  of  an  RCA  entertainment  executive,  he  studied  electrical 
igineering  and  worked  for  a  series  of  technology  companies  be- 
)re  heading  defense  outfit  Maxwell  Technologies  in  1996.  He 
irned  the  nickname  "Roving  Chaos"  there  as  he  developed  myr- 
id  commercial  uses  for  Maxwell  products  and  upped  sales  by 
5%  to  $125  million.  He  left  in  1998  to  head  the  unprofitable  Son- 
blue,  where  he  dropped  its  lousy  graphic  chips  business  and  ac- 
uired  digital  audio  and  video  companies. 

Despite  the  prospect  of  litigation,  last  August  he  paid  $50  mil- 
on  in  stock  and  cash  for  ReplayTV,  a  struggling  Mountain  View, 
alif.  company.  Now,  he  aims  to  lower  ReplayTV's  price  to  com- 
ete  with  the  $400  TiVo.  He  says  he  has  no  plans  to  settle.  "At  many 
jmpanies  the  model  is,  'How  do  we  grow  this  10%  year  on  year?' " 
tys  Potashner,  44.  "This  is,  'We're  either  going  to  have  a  phenom- 
lal  success  or  we  may  not  be  here.' " 


If  Hollywood  has  its  way,  it  will  be  the  latter.  In  April  the  in- 
dustry asked  Sonicblue  for  every  design  and  development  docu- 
ment at  the  company,  including  every  piece  of  paper  related  to  mar- 
keting, sales,  financing,  investment  and  licensing — thousands  of 
pages  in  all.  Weeks  later  the  industry  persuaded  a  federal  magis- 
trate to  require  Sonicblue  to  write  software  that  would  monitor  its 
customers'  viewing  habits  and  hand  the  private  data  over.  Sonicblue 
argued  it  would  take  four  months  to  do  this,  at  an  initial  cost  of  up 
to  $128,000,  plus  $37,000  each  month  thereafter.  The  company  re- 
fused. It  got  a  stay  on  the  order,  and  before  Sonicblue  wrote  a  sin- 
gle line  of  code,  a  federal  court  judge  overturned  the  decision. 

Consumers  are  furious.  In  lune  the  Electronic  Frontier  Foun- 
dation, which  campaigns  against  laws  that  restrict  the  use  of  tech- 
nology, filed  a  suit  on  behalf  of  consumers  against  the  "Enter- 
tainment Oligopoly,"  asking  the  court  to  decide  whether  ReplayTV 
features  are  legal.  Other  customers  have  ponied  up  small  amounts 
of  cash  for  a  Sonicblue  legal  defense  fund. 

Potashner  may  disappoint  them.  Despite  claims  to  have  no 
plans  to  settle,  he  is  talking  to  Hollywood,  and  one  possible  out- 
come is  that  ReplayTV  survives  but  with  different  features.  Such  a 
move  might  tick  off  the  early  adopters  who  forked  over  $2,000 
for  the  product.  But  Potashner  says  ReplayTV's  service  agreement 
allows  it  to  add  or  subtract  features  at  any  time.  "We  reserve  the 
right  to  turn  this  into  a  toaster,"  he  jokes.  F 


In  the  Crosshairs 

Napster  and  ReplayTV  are  just  two  of  the  more  notable  outfits 
targeted  for  alleged  copyright  violations.  Here  are  some  others. 


2600  magazine        Eight  motion  picture  studios  sued  the  trade 
sheet  to  stop  it  from  publishing  a  computer 
program  that  circumvents  DVD  encryption. 
The  trial  judge  ruled  in  favor  of  the  plaintiffs. 

Edward  W.  Felten       Trade  group  Secure  Digital  Music  Initiative 
invited  people  to  try  to  crack  its  security 
technologies.  The  Princeton  professor  did,  but 
when  he  wanted  to  publish  his  findings,  the 
music  industry  threatened  litigation. 
It  later  backed  down. 

MusicCity.com  Twenty-eight  entertainment  companies  filed  a 

copyright  infringement  suit  after  the  Morpheus 
creator  developed  a  tool  that  transfers  digital 
audio  and  video  files.  The  trial  is  set  for  October. 

Dmitry  Sklyarov        Russian  doctoral  student  arrested  for  writing 
software  on  behalf  of  his  employer  that  could 
translate  Adobe  eBook  documents  into  PDF 
files.  Charges  have  been  dropped,  but  a  case  is 
pending  against  his  employer,  ElcomSoft.  —M.F. 
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Tarnished  trophies:  Kenneth 
Picerne  wants  to  buy  Los  Angeles' 
Arco  Plaza  from  Shuwa. 


Meet  the  rare  Los  Angeles  real  estate  mogul  who  doesn't  aspire 
to  be  a  celebrity. 


T  WAS  FRONT-PAGE  NEWS  IN   1986 
when  Japan's  Shuwa  Investment  Corp. 
paid  $620  million  for  the  Arco  Plaza 
trophy  office  complex  in  downtown 
Los  Angeles.  But  when  news  surfaced 
in  late  April  that  someone  had  struck  a 
$255  million  deal  to  buy  the  matching  tow- 
ers from  Shuwa,  it  barely  merited  an  inside 
story  in  the  Los  Angeles  Times,  despite  the 
embarrassing  loss  for  Shuwa. 

That  would  suit  the  buyer,  Kenneth 
Picerne,  just  fine.  Kenneth  Picerne?  He's 
described  himself  as  the  "black  sheep"  of  a 
Rhode  Island  clan  that  made  its  fortune  in 
apartment  buildings.  But  in  Los  Angeles, 
he's  barely  been  a  blip  until  now. 

"We've  made  so  many  offers  over  the 
last  two  years  and  so  has  every  big  name  in 
town.  Then  this  Picerne,  whoever  he  is,  just 
comes  from  nowhere  and  gets  it,"  seethes 
Anthony  Morales  of  Maguire  Partners,  a 
developer  of  Los  Angeles  trophy  buildings. 
A  mouthpiece  for  Picerne  (who  de- 
clines comment)  offered  up  a  list  of  char- 
acter witnesses  to  vouch  for  him.  "Who  in 
the  hell  are  you  talking  about?"  snaps  the 
first  person  contacted,  David  Monahan  of 
real  estate  investor  Colony  Capital. 

Donald  Cerone,  a  longtime  friend  who 
anointed  Picerne  godfather  to  his  daughter, 
is  among  a  number  of  those  who  speak 
highly  of  Picerne:  "Ken's  a  private  person, 
and  I  respect  that.  I  understand  that  when 
you  get  involved  in  diis  kind  of  transaction, 


BY  RISHAWN  BIDDLE 

you're  going  to  be  the  talk  of  L.A.  A  lot  of 
people  are  wondering  who  he  is." 

Picerne,  43,  has  good  reason  to  keep  a 
low  profile.  A  hardball  businessman,  Picerne 
has  left  a  trail  of  bruised  egos  in  his  wake. 
"Ken's  a  good  schmoozer,  he  tells  a  good 
story  and  he  woos  people,"  says  Kevin  Payne, 
a  former  vice  president  of  development  for 
Picerne.  "He  knows  how  to  squeeze  out  a 
deal.  And  he  knows  how  to  squeeze  you  out." 

William  Zures  knows  Picerne's  tactics 


all  too  well.  Zures,  a  Solana  Beach,  Calif 
money  manager,  poured  $800,000  of  hi: 
clients'  money  into  two  Picerne  partner- 
ships to  buy  and  rehab  apartment  com- 
plexes. But  Zures  claims  that  Picerne  com 
pleted  just  one  project  and  then  sued  Zuresl 
to  gain  control.  After  Zures  countersuedj 
Picerne  returned  Zures'  initial  investment 
and  paid  his  legal  fees  to  settle  the  dispute 

"Talking  about  this  is  like  reliving  a  bad} 
dream,"  sighs  Zures. 

Harold  Jasper,  an  Irvine,  Calif,  psychol- 
ogist, claims  Picerne  forced  him  out  of  a 
138-unit  apartment  deal  in  Costa  Mesa; 
Calif,  after  threatening  to  dump  it  into 
bankruptcy.  Jasper  says  he  lost  $2  million^ 
Says  Jasper:  "Ken's  very  shrewd.  That's  th 
nicest  thing  I  can  say  about  him." 

The  Arco  Plaza  deal  is  typical  ol 
Picerne's  modus  operandi.  He  came  in 
through  the  back  door  after  he  acquired  a 
$900  million  portfolio  of  shaky  loans,  uh 
eluding  a  chunk  of  Shuwa's  $240  million 
debt  on  the  buildings.  With  backing  from 
UBS  Warburg  LLC,  Picerne  turned  around 
and  hammered  out  a  deal  with  Shuwa. 

"He's  a  great  businessman,"  marvels 
Lee  Mayfield,  a  former  Ontario,  Calif,  plan- 
ning official  who  bumped  heads  with 
Picerne  on  a  project.  "He's  very  bright  and 
if  you're  not  watching  your  wallet,  he'll 
empty  it.  He  knows  what  he's  doing."     F, 


Seoul  Food 


Korea  has  not  missed  the  opportunity  to  exploit  the  month-long  World  Cup  tournament  as  a 

pageant  to  advertise  itself  as  a  great  place  to  visit  or  invest.  Soccer  fans  were  welcomed  to  Seoul, 
cohost  of  the  event,  by  fluttering  flags,  temples  festooned  with  soccer-ball-shaped  lanterns  and 
children  trained  to  call  out  "Welcome  to  Korea"  whenever  they  saw  foreigners  on  the  street. 

But  some  rather  unappetizing  aspects  of  this  host  country  (Japan  is  the  other  game  site)  also 
came  to  light  during  World  Cup  fever.  In  Korea,  already  known  for  its  difficult  labor  environment, 
visitors  arriving  a  week  before  the  games  were  treated  to  strikes  by  hospital  employees  and  taxi 
drivers.  The  National  Dog  Meat  Restaurants  Association  also  used  the  global  stage  to  promote  its    . 
delicacy.  Frequently  served  in  stews,  dog  meat,  by  and  large,  comes  from  animals  raised  on  farms. 
Seoul-based  executives  are  at  pains 
to  combat  grislier  stereotypes:  "A  lot 
of  people  think  Koreans  eat  pet 
dogs  off  the  street.  That  is  not 
done,"  insists  Mike  D.  Kang,  presi- 
dent of  Kodak  Korea,  adding  that  he 
harbors  no  fancy  for  canine  cuisine. 

At  least  dog  ranchers  weren't 
pitching  their  operations  as  places 
to  visit  or  invest.  —Robyn  Meredith 
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What  Pilots  Believe  In 
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Among  professional  pilots,  one  family  of  corporate  jets  stands  out  above  all  the  others. 
Falcon.  Some  cite  the  purity  of  Falcon's  aerodynamics.  Others,  the  fact  that  its 
engineering  principles  flow  directly  out  of  its  fighter  jet  heritage.  But  whatever  their 
reason,  pilots  who  have  flown  its  competition  believe  that  nothing  flies  like  a  Falcon.  Find 
out  why  Falcons  are  arguably  the  world's  best  flying  business  jets  at  www.falconjet.com. 
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Legal  Trouble 

Pre-Paid  Legal  Services  insures  against  the  cost  of  lawsuits. 
Too  bad  it  can't  buy  some  of  its  own  insurance. 

BY  ELIZABETH  MACOONALD 


HE     IRONY     IS      DELICIOUS. 
Pre-Paid  Legal  Services,  an  Ada, 
Okla.  firm  that  insures  individu- 
als against  legal  expenses,  has  a 
peck  of  legal  problems  itself.  A 
suit  filed  against  it  in  March  in  a  U.S.  dis- 
trict court  in  Oklahoma  says  Pre-Paid  lied 
to  its  agents  about  how  quickly  customers 
discontinue  their  policies,  among  other 
claims.  And  at  least  21  suits  filed  by  114 
customers  in  Alabama  alone  mostly  accuse 
Pre-Paid  of  deceptive  practices. 

Then  there's  Pre-Paid's  tie-in  to  the 
L-K  Marketing  Group  of  Waco,  Tex.,  run  by 
Paul  J.  Meyer.  Pre-Paid  hooked  up  with 
Meyer  in  1998,  when  it  bought  The  Peo- 
ple's Network,  a  marketer  of  self-help  pro- 
grams where  Meyer  was  a  principal,  for  $19 
million  in  Pre-Paid  shares.  L-K  claimed  two 
years  ago  to  have  recruited  53%  of  the  Pre- 
Paid  agents  brought  on  board  in  North 
America  in  the  first  six  months  of  2000. 
But  Meyer  has  been  charged  three  times  by 
the  FTC  with  using  deceptive  business  prac- 
tices, the  last  in  1995.  That  June  he  agreed 
(along  with  other  executives  and  another 
company  he  runs,  SMI/USA)  to  settle  the 
charges  by  paying  a  total  of  $320,000,  one 
of  the  FTC's  largest  civil  penalties  at  that 
time,  for  overstating  to  prospective  agents 
the  income  potential  and  ease  of  sell- 
ing self-improvement  products. 

Top  recruiters  listed  as  such  in 
Pre-Paid's  in-house  magazine  The 
Connection  have  legal  problems  of 
their  own.  One  is  the  National  Audit 
Defense  Network,  a  Las  Vegas  tax  ad- 
viser sued  by  both  the  Federal  Trade 
Commission  and  the  Nevada  state  at 
torney  general  in  February  for  de- 
ceptive trade  practices  (the 
cases  are  pending).  The  net- 
work didn't  return  calls  seek- 
ing    comment.     Neither 
Meyer's  run-ins  with  the 
FTC  nor  the  Nevada  re- 
cruiter's legal  troubles  are 


disclosed  in  Pre-Paid's  Securities  &  Ex- 
change Commission  filings.  Pre-Paid's  ex- 
cuse for  its  silence,  answered  by  Chief  Op- 
erating Officer  Randall  Harp  in  a  written 
response  to  a  reporter's  questions:  "There 
is  no  SEC  requirement  that  Pre-Paid  dis- 
close the  past  legal  history  of  persons  who 
are  not  officers  and  directors  of  Pre-Paid." 

lohn  Coffee,  a  law  professor  at  Colum- 
bia University,  disagrees:  "If  your  opera- 
tions are  heavily  dependent  on  an  individ- 
ual or  business  as  a  leading  recruiter,  you 
need  to  disclose  that  material  fact 
in  financial  filings,  espe- 
cially if  there  have  been  re- 
peated commercial  fraud 
sanctions." 

Besides    the    legal 
headaches,  Pre-Paid  has 
had  accounting  trouble. 
It  restated  its  2000  re- 
sults, slashing  earn- 
ings by  half  for  the 
period.  The  SEC  or- 
dered the  restate- 


ment, forcing  Pre-Paid  to  expense  sales 
agents'  commissions  immediately,  rather 
than  amortize  them  over  future  periods. 
*    Harland  Stonecipher,  founder  and  chief] 
executive  of  Pre-Paid,  tried  to  put  a  good 
face  on  the  situation.  In  a  letter  to  share- 
holders, the  dapper  63 -year-old  said  his  Big 
Board-listed  company  was  rocketing  ahead. 
Its  North  American  customer  base  grew 
17%  last  year,  ending  at  1.2  million.  Even 
with  the  restatement,  the  company  earned 
$27  million  last  year  on  $304  million 
in  revenues.  Pre- 
j^     Paid's  stock  has 
pi     doubled  since 
March  2001  to 
$22  a  share. 

This   is   a 
curious  busi- 
ness, selling  legal 
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O  YEARS  apart. 


Growing  up,  they 
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LKS  apart. 


Now  they  live  just  TWO  BLOCKS  apart. 


How  e*n  I  leave  MY  CHILDREN  this  busin. 


without  it  DRIVING  them  apart: 
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Pinancial  Group 
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At  Lincoln  Financial  Group,  we  offer  clear,  understandable  business  succession  planning  to  help  you  protect 
the  work  of  a  lifetime.  Call  us  at  1-877-ASK-LINCOLN.  Clear  solutions'Jn  a  complex  world"3 

www.LFG.com 


mining  '  Mutual  Funds  •  Annuities  •  Life  Insurance  •  4()%(k)  Plans  •  529  Plans  •  Invest  mail  Management 


state  and  Financial  Plana 


f002  Lincoln  National  Corp  Financial  planning  services  offered  through  Lincoln  Financial  Advisors  Corp..  a  registered  investment  advisor,  or  Sagemark  Consulting,  a  division  of  Lincoln  Financial  Advisors  Corp'  Securities  ottered' 
bugh  Lincoln  Financial  Advisors  a  broker-dealer  (Member  SIPC).  Insurance  offered  through  Lincoln  affiliates  and  other  fine  companies  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp  and  its  affiliates. 
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insurance — it  is  more  selling  than  insur- 
ance. The  customer  forks  over  on  average 
$251  a  year  for  the  coverage.  Only  $83  goes 
to  pay  for  supplying  lawyers  to  customers. 
The  rest  goes  to  overhead  and  profits. 
As  for  the  selling  part,  Pre-Paid  looks 


A  bit  of  irony:  Lawsuits  filed  by 
customers  and  sales  agents  now 
plague  Pre-Paid.  Poor  coverage  and 
high  customer  turnover  are  to  blame. 


on  a  range  of  matters.  In  an  issue  of  Con- 
nection, David  A.  Savula,  one  of  Pre-Paid's 
top  recruiters,  wrote:  "Does  our  product 
cover  everything?  Yes.  So  if  somebody  asks 
does  it  cover  this  or  does  it  cover  that,  we're 
going  to  say,  'Yes.' "  Stonecipher  made  sim-. 
ilar  assurances  dur- 


like  a  knockoff  of  Amway,  the  huge  door- 
to-door  marketer  of  household  products 
that  has  tiers  of  agents,  which  collected 
commissions  from  the  tiers  below.  As  at 
Amway,  so  too  at  Pre-Paid:  Many  of  the 
customers  at  the  bottom  of  the  food  chain 
have  the  hope  that  they  will  rise  up  through 
the  chain.  A  customer  who  becomes  an 
agent  can  get  commissions  for  selling  poli- 
cies. Move  another  step  up  the  chain,  re- 
cruiting people  to  become  agents,  and  you 
earn  bonuses  as  well  as  commissions  on 
policies  they  sell.  Pre-Paid  has  286,000 
agents  trying  to  sell  policies,  and  87%  of 
them  have  bought  the  insurance  coverage. 

But  what's  the  hot  sales  item  here — the 
legal  coverage  or  the  right  to  sell  other  peo- 
ple this  insurance?  Agents,  lured  with  the 
promise  of  a  25%  sales  commission  on 
policies  they  sell,  pay  a  $65  initiation  fee. 
They  are  urged  to  take  an  optional  course 
in  salesmanship,  which  cost  $184  last  year. 
Stonecipher  gets  a  $10  cut  of  that  fee,  which 
amounted  to  $1.2  million  last  year.  Fees 
charged  to  agents  came  to  $36  million  of 
Pre-Paid's  revenue  in  2001. 

A  key  issue  is  what  agents  expect  to 
earn  in  return  for  forking  over  these  fees. 
A  company  filing  shows  only  29%  of  the 
customers  keep  their  policies  going  for 
three  years  or  more.  But  a  suit  alleges  Pre- 
Paid  told  agents  the  three-year  retention 
rate  was  more  than  70%.  Without  giving 
specifics,  Pre-Paid's  Harp  says  the  suit  is 
meritless,  as  arc  tl  hers,  and  th?t  the 
company  intends  to  fight  the  suits  vigor- 
ously in  court. 

There  could  be  a  reason  custorm 
bolt.  The  suits  allege  1  ,         rstates  its 

legal  coverage  by  telling  .  istomers  they 
have  unlimited  legal  aco  I  coverage 


ing  an  interview  in 
April  2001  on  Fox's 
The  O'Reilly  Factor, 
as  well  as  in  his 
folksy  corporate 
_  memoir,  The  Pre- 
Paid  Legal  Story. 
Not  so  fast.  The  plans  sharply  limit  cov- 
erage for  cases  involving  bankruptcy,  alco- 
hol, drugs,  preexisting  conditions,  divorce, 
annulment,  child  custody,  class  actions,  hit- 
and-run  accidents,  driving  without  a  li- 
cense and  civil  or  criminal  charges  associ- 
ated with  a  business  and  tax  evasion.  The 
policy  covers  60  hours  of  trial  time  for  the 


Boondoggle 


first  year  that  customers  join,  but  there  js  a 
big  catch.  Pretrial  work — the  bulk  of  what 
litigators  do — is  limited  to  just  2.5  hours 
per  year  in  a  basic  policy. 

Customers  supposedly  get  a  25%  dis- 
count on  attorney  fees  for  excluded  items — 
but  there's  nothing  to  stop  participating 
lawyers  from  hiking  their  rates.  What  is  free 
under  the  policy?  Will-writing  and  contract 
reviews,  among  other  things. 

A  teacher-turned-life-insurance-sales- 
man, Stonecipher  started  what  would  be- 
come Pre-Paid  in  1972.  He  was  inspired,, 
his  corporate  memoir  says,  after  he  "came' 
face  to  face  with  the  high  price  of  justice 
when  a  car  accident  he  was  involved  in 
found  its  way  into  the  courts.  Even  though 
the  accident  was  not  his  fault,  the  stagger- 
ing costs  of  legal  protection  nearly  de- 
stroyed him  financially."  Not  mentioned 
is  the  fact  that  Stonecipher  was  the  one 
who  first  brought  suit.  Fl 


Great  minds  in  Congress  and  tech  say  we  all  need  broadband. 
Guess  who's  paying? 


Cisco  Systems  Chief  Executive  John 

Chambers  is  a  big  Republican  donor.  Lately 
he's  learning  to  love  Democrats.  He  should: 
Democrat  Joseph  Lieberman's  recent  bill  call- 
ing for  high-speed  Internet  connections  across 
America  echoes  Chambers'  challenge  to  make 
broadband  "a  top  national  priority ...  like 
putting  a  person  on  the  moon." 

The  vehicle  for  Chambers'  space  race  is 
TechNet,  a  lobbying  outfit  he  founded  in  1997 
with  venture  capitalist  John  Doerr  and  then- 
chief  executive  of  Netscape,  James  Barksdale. 
Its  message  (and  now  Lieberman's):  To  make 
America  proud— and  to  revive  the  sickly 
tech  sector— we  must  have  a  100- 
megabit  connection  to  every  home. 
Preferably  with  lots  of  government  help. 

With  Silicon  Valley  in  despair,  the 
go-it-alone  libertarian  air  of  the  last 
decade  has  given  way  to  cries  for  help 
from  Washington.  A  nationwide  network 
would  certainly  need  a  lot  of  Cisco-type 
routers,  Intel  chips  and  Microsoft  soft- 
ware, to  mention  3  of  TechNet's  250  in- 
dustry members.  It  would  cost,  accord- 
ing to  a  study  underwritten  by  Verizon, 


BY  QUENTIN  HARDY 

$270  billion  to  $416  billion— or  $225,000  to 
$347,000  per  job  created. 

TechNet's  executive  vice  president,  Con- 
nie J.  Correll,  says  TechNet  isn't  looking  for  the 
government  to  build  the  network,  just  to  create  j 
"the  right  environment."  A  few  tax  credits 
would  help,  she  allows. 

It  is  not  clear  what  would  go  over  those  big 
pipes,  since  few  applications  need  100 
megabits.  "It's  really  one  of  those  'If  you  build 
it,  they  will  come'  things,"  says  Lieberman."  We 
just  have  to  figure  out  how  to  do  it  without 
making  it  a  bailout  for  the  industry."  F 
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Building  a  field  of  subsidized  dreams:  Lieberman. 
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:MARRIED  I  HAVE 
;  TO  UPDATE  MYf 
:  .:  BENEFITS  PLA 
:J:;AND  MY«-«- 
:5>;WARDROBE. 
:"?5  4.MAYBE  NOT  IN 
:5<»*ft»tft»  THAT  ORDER. 
o        

>*»U.UI</>Ou)W£  AFTER  24 
-(flUIIfl^QS  YEARS,  A 
UJrv      AOLW  I'M  NO  £IA 
I  -  ^  n?  (fi  I  LONGER  •  • 
h?0:£i      h  AFRAID  TO 
Vw<inO^  LOOK  DOWN 

^2Qn:i  SHOULD 

5>u:have:::# 

oJt^BEEN  A 
>«:SHERPA. 

HOW  CAN  I  GET 
PROMOTED  IF  MY 
BRILLIANCE  GOES 
UNOBSERVED  BY 
MY  SUPERIORS? 


I  SHOULD 
HAVE:::::. 
STARTED 
INVESTING  AT:. 
HISAGE.Bjffifc;: 

V  SOX-wi-CJni-WK" 


£ 


■ 


'■I 


People  issues  are  complex.  Managing  them  doesn't  have  to  be.    £  jPJWJ 
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Queer  As  a  3-Raam  Bill 

A  guru  aims  to  fight  Third  World  poverty 
by  printing  his  own  currency. 

BY  CHRISTOPHER  HELMAN 


Best  known  as  guru  to  the  Beatles  in  the  1960s,  the 

Maharishi  Mahesh  Yogi  has  4  million  followers  worldwide  who 
believe  that  a  diet  of  meditation  and  organic  foods  is  the  path 
to  personal  enlightenment  and  world  peace. 

Two  years  ago  the  Maharishi  established  his  own  "coun- 
try," a  borderless  state  of  mind  called  the  Global  Country  of 
World  Peace.  Among  other  things,  this  global  community  is 
promoting  the  creation  of  Third  World  agricultural  collectives. 

The  idea  is  to  launch  3,000  organic  farms  in  countries  like 
India,  Russia  and  Africa.  The  impoverished  farmworkers  would  be  paid  in  a 
new  currency  that  would  later  be  converted  into  dollars,  euros  or  other  hard 
currencies  once  the  farms  start  exporting  to  world  markets,  explains  Ben- 
jamin Feldman,  the  Maharishi's  finance  minister. 

To  jump-start  all  this,  the  Maharishi  has  hired  the  same  Dutch  outfit 
that  makes  euro  notes  to  print  $200  million  worth  of  Raam  Mudra,  a  cur- 
rency named  after  the  ancient  Indian  prince  pictured  on  the  bills.  The  notes 
come  in  I-,  5-  and  10-raam  denominations. 

As  a  test  market  of  sorts,  the  Maharishi  has  sent  $40,000  worth  of 
raams  to  Vedic  City,  la.  Vedic,  110  miles  southeast  of  Des  Moines,  is  where 
3,000  of  the  Maharishi's  followers  live  and  study  at  something  called  the 
Maharishi  University  of  Management.  The  school  offers  not  only  an  accred- 
ited M.B.A.  program  but  also  classes  in  a  form  of  levitation  known  as  "yogic 
flying."  Don't  ask. 


< 


You  can  buy  raams  (one  raam  costs  $10)  at  city  hall  and  at  hotels. 
Tourists  tend  to  buy  them  as  souvenirs.  But  locals  use  them  sort  of  like  Dis- 
ney Dollars  for  purchases  at  30  merchants  who  accept  the  currency.  The 
First  National  Bank  of  Fairfield  and  Iowa  State  Bank  keep  reserves  of  the 
Maharishi's  dollars  on  hand  to  cover  raams  in  circulation. 

James  Dorn,  a  currency  expert  at  the  Cato  Institute,  is  skeptical  that 
the  Maharishi's  plan  for  saving  the  world  through  co-ops  and  raams  will 
work.  "I  have  no  problem  with  meditation,"  he  says.  "But  there's  a  reason 
why  some  of  these  areas  don't  develop.  It's  because  spiritual  issues  inter- 
fere with  economic  ones."  A  better  way  to  establish  a  network  of  collective 
farms,  says  Dorn,  is  to  form  a  corporation  and  issue  shares  that  are  easily 
transferable. 

The  Maharishi  got  a  lot  of  mileage  out  of  hanging  with  the  Beatles.  To 
get  raams  flowing,  maybe  he  should  hook  up  with  Bono.  P 


HIS  IS  NOT  YOUR  FATHER'S  CAR 
show.  Part  rave,  part  gearhead 
trade  show  and  all  testosterone, 
Hot  Import  Nights  is  a  series  of 
events  that  features  souped-up 
Japanese  cars  and  other  menacing  street- 
racing  imports.  But  the  models  who  vamp 
next  to  the  cars  wearing  as  little  as  possible 
are  the  real  attraction. 

"They  let  it  fly.  Definitely  thongs  and 
skinny  tops,"  pants  Miguel  Valenzuela,  an 
account  executive  for  American  Products 
Co.,  a  maker  of  aftermarket  body  kits 
muffler  parts  and  gauges. 

Cars  and  scantily  clad  girls  have 
always  been  promoted  together. 
The  difference  in  t!  i  that 

the  biggest  auto- pan 
sponsor  of  Hot  Import  Nigh 
Pep  Boys,  the  81 -year-old,  629- 
store  chain  famed  for  its  . 
Manny,  Moe  &  Jack  mascob 
effort  to  appeal  to  younger  c 


Boyz  Under 
The  Hood 

Can  Manny,  Moe  &  Jack 

appeal  to  a  new  generation  of 

do-it-yourselfers? 

BY  ELISA  WILLIAMS 


sumers,  known  on  the  street  as  "tuners, 
the  company  has  expanded  its  selection  of 
flashy  accessories  to  include  such  items  as 
nitrous  oxide  injectors  (which  boost  engine 
power),  spoilers  and  racing  exhaust  pipes. 
"I  see  Hot  Import  Nights  as  a  type  of 
marketing  that  appeals  to  that  customer," 
says  Mitchell  Leibovitz,  57,  Pep  Boys'  chief 
executive. 

Pep  Boys  doesn't  have  many  options  ii 
it  wants  to  increase  sales,  which  have  barel) 
budged  since  hitting  $2  billion  five  years 
ago.  The  only  signs  of  life  are  coming 
from  Pep  Boys'  service  sales,  which  haw 
increased  25%  since  fiscal  1998  to  $418 
million  for  the  year  ending  Feb.  2 
while  parts  sales  last  year  were  almosi 
flat  at  $1.8  billion.  The  entire  do-it-your- 
self sector  has  grown  an  average  of  jus: 
%  annually  for  the  past  ten  years. 

The  import  performance  category,  or 
the  other  hand,  is  on  fire,  thanks  in  part  t( 
last  year's  hit  movie,  The  Fast  and  the  Fu 


54      1     O    R    B    E    S   ■   Inly  8,  2002 


^^  J 


**2i 


MAY  4, 1971:  YET  ANOTHER  COMPANY  CREATES 
AN  OFF-ROAD  VEHICLE  BY  COPYING  JEEP  4x4  TECHNOLOGY. 

America's  lunar  roving  vehicle— the  technological  masterpiece  that  transported  our  astronauts  on  the  surface  of 
the  moon— was  inspired,  in  part,  by  a  Jeep  4x4.  It  is  a  stunning  tribute  to  the  legendary  capability  of  Jeep  vehicles. 
Capability  that  lives  on  today  in  our  Jeep  Wrangler,  Grand  Cherokee,  and  the  all-new  Liberty.  The  only  4x4s  with 
60  years  of  off-road  leadership  behind  them.  The  only  4x4s  that  are  routinely  Rubicon  Trail-tested.  The  only  4x4s 
with  the  kind  of  inspired  technology  that  not  only  excels  off-road  but  off-Earth  as  well. 


Jeep 


THERE'S   ONLY  ONE 


nnm 


Willi 
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,  FIREWORKS  SPECTACULAR,™  PRESENTED  BY  Tr. 
SEE  IT  LIVE  AT  9/8  PM  ON  THE  STAR-STUDDED  NBC  SPECIAL. 


BRAND. 


For  more  information,  call  1-800-925-JEEP  or  visit  jeep.com.  Jeep  is  a  registered  trademark  of  DaimlerChrysler 
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Cruising:  Pep  Boys  gets  racier  with  new  ads 
to  woo  import  performance  enthusiasts. 

nous.  Sales  are  expected  to  swell  to  $2  bil- 
lion in  the  U.S.  this  year,  up  from  $295  mil- 
lion five  years  ago;  the  gross  margin  on  the 
accessories  can  be  as  high  as  55%.  In  the 
past  year  Pep  Boys  has  converted  the  equiv- 
alent of  an  aisle  in  all  of  its  stores  into  dis- 
plays for  $120  racing  gauges,  $50  chrome 
valve  covers  and  $350  racing  mufflers. 

But  embracing  the  market  also  comes 
with  risks  for  Pep  Boys'  squeaky  clean 
image.  Isn't  Pep  Boys  outfitting  cars  that 
are  used  in  illegal  drag  races?  "There's 
nothing  that  we  sell  that's  illegal,"  protests 
Leibovitz.  "We're  not  selling  contraband 
goods  or  drug  paraphernalia  or  whatever." 

There's  also  the  challenge  of  marketing 
to  a  younger  audience  that  is  likely  to  asso- 
ciate Pep  Boys  with  dad's  Oldsmobile.  More 
often  than  not,  the  message  seems  to  in- 
volve women  in  varying  stages  of  undress. 
In  one  recent  ad  filmed  on  Los  Angeles' 
gritty  Crenshaw  Boulevard,  The  Fast  and 
the  Furious  actor  Noel  Gugliemi  cruises  in  a 
tricked-out  red  Acura.  "Couldn't  he  go  a 
little  faster?"  asks  a  pop-up  cartoon  version 
of  Manny  as  Gugliemi  leers  out  his  window 
at  attractive  young  actresses  wearing  high 
heels  and  tight  cut-off  jeans.  "Now's  not  the 
time,  Manny.  Now's  not  the  time,"  dead- 
pans Moe. 

When  Pep  Boys  employees  saw  that 
booths  with  models  were  drawing  the 
biggest  crowds  at  a  1  lot  Import  t< 
event  in  Fort  Lauderdale,  the,  enlisted 
American  Products'  Miguel  Valenzuela  to 
troll  for  a  good -look,   g  girl  to 
their  booth.  He  snagged  a 
Monde  dressed  in  a  revealing  ank  top, 
jeans  and  platform  shoes. 

"They  opened  their  eyes  to  it,"  brags 
Valenzuela,  whose  company's  products  in- 
clude "All  Pimp  Clothing."  r 


Thanks  Anyway 
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Deloitte  Consulting  has  been  fishing  for  a  new  name  ever  since  it  announced  it  would  split 

from  its  accounting  parent,  Deloitte  Touche  Tohmatsu.  In  the  hunt  for  a  catchy  new  moniker,  the 
consultants  invited  just  about  anyone  to  send  in  a  suggestion.  Here  are  a  few  of  the  10,000  that 
won't  make  the  cut.  We  tried  to  figure  out  why.  —Joanne  Gordon 


CLIENT0L0GY  Creepy  L.  Ron  Hubbard 

connotations. 

RESPECTULENT  Sounds  like  a  bug  spray. 

LEDQITTE  Too  pretentious. 

DELOITTE  TOHMATSU,  NASH  &  YOUNG  Too  long 

to  fit  on  a  golf  cap. 

CAN  O'WUPASS  CONSULTING  Never  make 

promises  you  can't  keep. 

UBIQUIT0UCHE  Consultants  everywhere? 

This  isn't  a  corporate  moniker,  it's  a  client's 

worst  nightmare. 

ARTICUL0N  Euphemism  for  "No  more  PowerPoint 

presentations"?  No  way. 

B00BACH00BA  Only  slightly  better  than 

Cowabunga. 

FIDO  Dependable  and  friendly,  but  must  clients 

clean  up  after  it?  F 


Revenge  of  the  Wallflower 

With  giant  energy  traders  falling  one  after  another,  quiet 
Entergy-Koch  is  picking  up  the  slack.  by  daniel  fishef 


OU  WON'T  FIND  ANY  "GET 
Shorty"  memos  coming  out  of 
the  56,000-square-foot  trading 
floor  in  Houston's  old  Innova 
merchandise  mart — or  any 
round-trip  swaps  to  inflate  revenues.  This 
energy  trading  is  aimed  at  making  real 


profits,  not  fake  ones.  David  Sobotka,  pres- 
ident of  the  operation,  is  a  45-year-olc 
commodities  trader  who  learned  his  craf 
at  Lehman  Brothers  in  New  York  instead 
of  in  the  oil  patch.  He  helped  assemble  En 
tergy-Koch  Trading,  a  joint  venture  be 
tween  the  New  Orleans  utility  and  closer; 
held  Koch  Industries,  las 
year.  Hardly  anyone  noticed 
Sobotka  is  cutting  : 
higher  profile  now,  if  onl; 
because  Entergy- Koch's  ri 
vals  have  fallen  so  far.  An< 
judging  from  the  record  vol 
ume  on  the  New  York  Mer 
cantile  Exchange  latel) 
there's  plenty  of  business  fo 
survivors.  Energy  producer 
and  consumers  still  want  t 
hedge  their  bets  by  purchas 
ing  derivatives  that  guaran 
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The  last  laugh?  David  Sobotka  is  now  cutting  a  higher  profile,     tee  a  certain  price  for  gas  an  K|r 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
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music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

• 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 

Find  out  more  at  www.samsungusa.com/dvdllOO 
or  1-800-SAMSUNG. 

12  Samsung  Electronics  Co.  Ltd.  Simulated  Image. 

Not  just  digital. ..Samsung  DigitAII! 

SAMSUNG  DIGIW 

everyone's  invited 

igitAllwhere? 
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electricity;  it's  just  that  this  time  around, 
they  want  the  seller  to  have  a  rock-solid 
credit  rating.  Good  news  for  Entergy-Koch, 
which  has  an  A  bond  rating — about  on  a 
par  with  a  typical  big-city  bank. 

And  bad  news  for  dicier  power  ven- 
dors, such  as  Calpine,  Dynegy,  Mirant  and 
Reliant  Resources,  which  may  find  it  hard 
to  find  trading  partners.  "The  basic  model 
of  combining  volatile  assets,  which  in 
themselves  are  not  investment-grade,  and  a 
trading  company,  which  is  not  investment- 
grade,  and  putting  them  together  and  say- 
ing, 'This  is  an  investment-grade  com- 
pany,' "  Sobotka  says,  his  voice  trailing  off 
to  signify  the  hopelessness  of  the  task. 


That's  only  part  of  the  problem.  Firms 
now  in  the  hottest  water  once  made  a  lot 
of  money  by  entering  into  long-term  con- 
tracts to  buy  and  sell  electricity  and  gas, 
often  covering  just  the  first  few  years  with 
countervailing  contracts,  leaving  the  re- 
mainder as  a  bet  on  the  direction  of  prices. 
Entergy-Koch  speculates,  too,  but  gener- 
ally inside  of  a  two-year  period  when  liq- 
uidity and  price  transparency  are  greatest. 
It  also  enlists  customers  as  allies,  match- 
ing their  need  for  hedges  with  its  own  view 
of  where  prices  are  headed.  "We  don't 
make  money  on  the  bid-ask  spread,"  in- 
sists Kyle  Vann,  Entergy- Koch's  chief  ex- 
ecutive. "We  make  money  by  being  right." 


Backed  with  $414  million  of  Entergy's 
cash  and  Koch's  8,800  miles  of  gas  pipeline,, 
the  joint  venture  trades  an  estimated  7  bil-J 
lion  cubic  feet  of  gas  and  380  million  kilo-l » 
watt-hours  of  power  a  day.  The  venture  isr 
thought  to  have  contributed  a  significant 
portion  of  $75  million  earned  by  uncon-i 
solidated  affiliates  reported  by  Entergy  i 
the  first  quarter  of  2002. 

In  a  chastened  era,  Entergy-Koch 
modest  approach  could  become  an  indus 
try  model.  With  yesterday's  swashbucklers 
dead  or  wounded,  banks  and  insurano 
companies  are  starting  to  muscle  into  thi 
business;  so,  too,  are  big  oil  companies  withil 
seasoned  trading  operations,  like  BP. 


Copycat 


Ferdinand  Marcos. 
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Did  Adelphia's  fallen  leader  John  Rigas 

model  his  cable  TV  empire  after  that  of  the 

late  Filipino  dictator  Ferdinand  Marcos? 

BY  DANIEL  LYONS 

LOOT 

Marcos:  $10  billion  skimmed  from  Philippine  coffers. 

Rigas:  $3.1  billion  in  loans  backed  by  Adelphia. 

METHODS 

Marcos:  Swiss  bank  accounts. 

Rigas:  Payments  to  wife's  decorating  company  and 
daughter's  movie  venture. 

LIFESTYLE 

Marcos:  Infamous  wife  Imelda  had  extensive  shoe  collection. 

Rigas:  Family  has  10,000-acre  Disneyesque  estate  with 
duck  ponds  in  Potter  County,  Pa. 

MORAL  CRUSADE 
Marcos:  Stamping  out  Communists. 

Rigas:  Stamping  out  soft-core  porn  Spice  channel. 

SIDE  INTERESTS 
Marcos:  Skeet  shooting. 

Rigas:  Buffalo  Sabres  hockey  team. 

LOYAL  SUBJECTS 
Marcos:  20,000  peasants  rallied  in  Manila  park 

to  support  regime. 

Rigas:  Coudersport,  Pa.  townies  form  "prayer  chain"  for  Rigas. 

BAD  TASTE 

Marcos:  Owned  painting  of  himself  and  Imelda  as  half-naked 

Filipino  Adam  and  Eve. 

Rigas:  New  Adelphia  headquarters  boasts  purple  marble 

and  gold-plated  ironwork. 

DEMOCRACY 
Marcos:  Rigged  1986  elections  in  desperate  bid  to  stay  in  power. 

Rigas:  Packed  Adelphia  board  with  family  members. 
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The  Informer 
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Thin  Air  and  a  Thinner  Wallet 

Erik  Lindbergh,  grandson  of  aviator  Charles  A.  Lindbergh,  has 
gotten  press  for  talking  up  a  $10  million  reward  from  the  X  Prize 
Foundation  for  the  first  group  to  build  a  reusable  passenger  craft 
that  can  fly  up  62  miles  into  near  space  and  return  safely.  But 
after  six  years,  X  Prize  officials  acknowledge,  they  have  raised 
only  $5  million  toward  the  reward.  Much  of  that  appears  to  be 
pledges  yet  to  be  funded;  latest  filings  from  the  Chesterfield, 
Mo.-based  nonprofit  (on  whose  board  Lindbergh  sits)  show 
$45,784  in  assets  and  a  negative  net  worth.  Twenty  teams  are 
vying  for  this  brass  ring.  — Tomas  Kellner 

Back  Scratched 

Before  Tyco  International  boss  Dennis  Kozlowski  quit  amid  alle- 
gations of  sales-tax  evasion  and  corporate-asset  misuse,  a  big 
supporter  was  shareholder-rights  fanatic  Robert  A.G.  Monks. 
"The  best  CEO  in  America,"  ex-Tyco  board  member  Monks  was 
quoted  a  few  months  ago  as  saying  about  Kozlowski.  Last  year 


Kozlowski  and  Tyco  gave  $4  million  to  endow 
the  Robert  Monks  Professorship  of  Corporate 
Governance  at  England's  Cambridge  Univer 
sity.  What  sayeth  now  the  normally  loquacious 
Monks?  Nothing.  — William  P.  Barreti 

Where  Credit  Is  Due  1 

Forbes  400  member  Craig  O.  McCaw  denies  al 
legations  in  a  Seattle  lawsuit  that  he  improper!) 
took  $200  million  from  Teledesic,  a  broadbanc 
satellite  company  he  controls,  for  the  benefit  oi 
his  other  private  investments.  Another  defendara 
denying  liability  as  a  director  is  Michael  Larson 
Bill  Gates'  investment  manager.  Teledesic  share< 
holders  are  bringing  the  suit.  They  say  the  $20( 
million  transfer,  officially  called  a  "loan,"  requiree 
no  collateral  and  "less  paperwork  than  it  takes  tt 
get  a  credit  card."  — Dirk  Smillh 

But  the  Five-Day  Forecasts  Still  Stink    I 

Meteorologist  loel  Myers,  founder  of  AccuWeather,  which  froir 
State  College,  Pa.  provides  forecasts  for  local  broadcast  world, 
wide,  has  gone  to  U.S.  Tax  Court  challenging  disallowance  of  i 
$62,419  credit  for  new  research.  The  feds  say  the  money,  for  un< 
specified  projects,  didn't  lead  to  any  "new  knowledge."  Myers 
who  started  for-profit  AccuWeather  in  1962,  says  the  projects  pro 
vided  information  "not  previously  available."     — Janet  Novad 

His  Web  Site:  Unionsarelosers.com 

Ex-Forbes  400  member  Holcombe  T  Green  Jr.,  leveraged  buy 
out  artist  and  head  of  linenmaker  WestPoint  Stevens,  is  the  subl 
ject  of  the  unflattering  Web  site  www.holcombegreenhouseofi 
cards.org.  Assembled  by  a  New  England  health  care  worker 
union,  the  slick  site  covers  Green's  business  activities,  focusinf 
on  cash  taken  out  of  companies  and  many  lawsuits.  Als<' 
included:  a  photo  tour  of  his  up-for-sale  Atlanta  mansion! 
Green,  62,  has  no  comment.  — Seth  Lubove  and  W.P.E\ 
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PURPOSE  OF  BRIBE 

get  contract  to  feed  meat  substitute  to  prison  inmates 
obtain  contract  to  replace  windows  on  county  courthouse 

family's  bill  for  back  property  taxes 
win  no-bid  contract  to  clean  up  local  airport 
gef  cor '  i  m  local  housing  authority 

be  awarded  c   itract  to  operate  county  jail 
receive  bonus    ■  work  as  a  city  employee 
perform  legal  woih  for  municipality 
o'Jtai;;  taxpayer i.  aney  for  church 
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Intelligence  |  Supplier  Intelligence  |  Organizational  Intelligence  |  Customer  Intelligence  |  Intelligence  Architecture 


How  can  you  identify  your  best    m 
(and  worst)  suppliers? 

View  your  total  spend  across    m 
business  lines  and  geographies? 

And  make  sure  your  contracts    u 
get  you  the  best  price? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  who's  buying 
what  in  your  company. ..and  from  which  suppliers. 
So  you  can  consolidate  spending,  cut  your  costs  and 
maximize  profits.  To  find  out  how  leading  companies 
are  reaping  the  rewards  of  SAS  supplier  intelligence 
software,  call  1  866  270  5724  toll  free  or  visit 
www.sas.com/supplier 


The  Power  to  Know,. 


jsas. 


SAS  and  alt  other  SAS  Institute  Inc.  product  or  service  names  are  registered  irademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration. 
©£002  SAS  Institute  Inc.  All  nghls  reserved.    51 178US.0602 


QUTFRONT 


Qn  My  Mind 


Beware  the  Cyber  Cops 

Even  with  safeguards,  allowing  the  government  to  store  Internet  traffic  is  an  awful  idea. 


OUR  DESIRE  TO  FORM  A  COCOON  AGAINST  TERRORISTS  IS  UN- 
derstandable.  But  what  little  policy  we've  seen  from  the  Justice 
Department  seems  to  deal  with  terrorism  as  a  medieval  king  would 
take  on  would-be  assassins:  ever-tighter  boundaries  around  our 
national  castle  and  increased  surveillance  and  suspicion  within. 
We  should  resist  the  notion  that  such  heightened  scrutiny,  espe- 
cially if  inconspicuous  to  the  pub- 
lic, carries  no  significant  cost  to 
law-abiding  citizens. 

Consider  the  range  of  pro- 
posals for  unobtrusive  but  sweep- 
ing Internet  monitoring.  Most  of 
them  are  doable  as  a  technical 
matter,  and  all  of  them  would  be 
unnoticeable  to  us  as  we  surf. 
FORBES  columnist  Peter  Huber's 
idea  is  perhaps  the  most  distilled 
version.  Call  it  the  return  of  the 
lock  box.  He  asks  for  massive 
government  data  vaults,  routinely 
receiving  copies  of  all  Internet 
traffic — e-mails,  Web  pages, 
chats,  mouse  clicks,  shopping, 
pirated  music — for  later  retrieval 
should  the  government  decide  it 
needs  more  information  to  solve 
a  heinous  crime.  (See  the  Nov.  12 
column  at  forbes.com/huber.) 

The  idea  might  sound  in- 
nocuous because  the  data  col- 
lected would  remain  unseen  by  prying  eyes  until  a  later  search, 
commenced  only  after  legal  process,  is  thought  to  require  it. 
Make  no  mistake,  however:  The  idealized  digital  lock  box  and 
many  sibling  proposals  are  fundamentally  terrible  ideas.  Why? 

First,  because  supply  creates  demand.  As  soon  as  compre- 
hensive databases  of  the  public's  communications  or  activities 
exist,  the  to  use  them  for  purposes  beyond  those  for 

which  they  v  I  will  be  inexorable.  We  might,  for 

instance,  crea  tvailable  e-mail  traffic  that 

would  be  sea  r<  in  a  major  terrorist  act.  But 

such  a  lode  will  si  lense  attorneys — which 

means  private  paj  ties  hat's  inside. 

Law  enforcemem  .  rack  dim  n  murderers, 

deadbeat  dads  or  even  th  v  apping  services  to 

trade  copyrighted  music.  I  ,         enough  copy- 

righted files  is  a  crime.)  Wl  1  as  an  emergency 

62      F    O    R    B   E   S   «    Inly  8, 


JONATHAN  ZITTRAIN 

HARVARD  LAW  PROFESSOR;  CODIRECTOR, 
BERKMAN  CENTER  FOR  INTERNET  &  SOCIETY 


"When  we  don't  cheat  on  our  taxes  it's  because 
we  choose  to  be  good — not  because  we're  under 
constant  threat  of  being  caught  and  punished" 


\ 


tool  for  limited  cases  will,  by  its  own  breadth  of  coverage  and 
success  at  limited  purposes,  become  commonplace  for  anyB 
behavior  deemed  harmful. 

This  is  all  the  more  worrisome  considering  the  potential  for 
misuse  by  those  with  access  to  gathered  data.  Our  investigative 
authorities  may  be  quite  happy  to  ignore  warrant  requirements  to 

develop  intelligence — even  if  ii 
means  an  inability  to  use  the 
resulting  evidence  in  court.  And  a 
system  so  convenient  to  use; 
evincing  no  visible  intrusion  upon 
those  surveilled,  serves  as  an  irre-f 
sistible  invitation  for  purpos 
beyond  those  authorized. 

To  make  snooping  routine 
rather  than  a  reaction  to  a  real 
sonable  suspicion  of  particulal 
wrongdoers,  is  the  sine  qua  nor) 
of  a  police  state.  It  means  spying 
on  people  otherwise  presumed 
innocent,  since  it  means  spying 
on  everyone.  It  is  precisely  the 
shackles  the  populations  of  the 
East  cast  aside  with  the  fall  of  the 
Soviet  Union.  For  good  reasori 
did  the  framers  of  our  Bill  o!: 
Rights  circumscribe  what  can  bf 
collected  by  authorities  in  the 
first  place,  rather  than  merel) 
limit  the  uses  of  that  data. 
Most  important,  ubiquitous  snooping  calls  into  questior 
our  American  identity.  Suppose  we  could  design  a  car  thai 
would  report  speeding  the  moment  a  driver  exceeded  the  lirrl 
by  more  than  lOmph,  or  that  detected  a  driver's  intoxication.  A 
ticket  could  be  automatically  sent  by  mail,  or  a  police  office] 
summoned  to  the  scene.  Most  Americans  would  cringe  at  sud 
ideas  despite  their  appeal.  Freedom  includes  the  choice  to  be  { 
law-abiding  citizen  in  lots  of  ways,  realizing  that  only  the  mos 
persistent  or  terrible  misdeeds  are  eventually  called  to  account 
When  we  don't  cheat  on  our  taxes  or  steal  from  our  workplaces 
it's  because  we  choose  to  be  good — not  because  we're  und 
constant  threat  of  being  caught  and  punished. 

We  must  not  allow  our  legitimate  fright  after  last  Septe 
ber's  events  to  lead  us  into  a  sense  that  civil  liberties  are 
pensable  luxuries.  Lock  boxes  should  be  saved  for  our  materia 
possessions,  not  the  expressions  of  our  thoughts  and  ideals.    I 
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Your  passion. 


O 


4 


xS 


Perfected. 


Product  shown  is  the  AR-C160.  ©2002  Sharp  Electronics  Corporation 


lital  Color  Copier/Printer 

rue-to-life  color 
High  speed  output 
Office  user  friendly 


Where  technology  and  creativity  converge.  Whether  you're  designing  new  fashion 
lines  or  creating  eye-catching  proposals,  Sharp  has  the  digital  color  solutions  that 
bring  big  ideas  to  life. Sharp's  Color  IMAGER  Series  features  advanced  copier/printers 
that  connect  to  your  desktop  to  deliver  rich,  vibrant  color,  reliably  and  affordably. 
The  closest  thing  to  perfection,  for  those  who  demand  nothing  less,  sharpusa.com 


be   sharp" 


Lotus,  software 


WINNING  TAKES  MORE 
THAN  TEAM  CHEMISTRY. 

IT  TAKES  TEAM  SOFTWARE 


Team  communication  is  everything.  Lotus  collaboration  software,  with  online  meeting 
spaces  and  secure  corporate  instant  messaging,  makes  communication  instant,  so 
every  project  goes  down  in  the  "win"  column.  Lotus.  Part  of  our  winning  software  team, 
along  with  DB2;  Tivoli*  and  WebSphere*  Check  out  our  Webcast  at  ibm.com/lotus/team 
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N  A  RECENT  WEEKDAY  MORNING  A  REPRESENTA- 
tive  from  a  product  research  firm  called  Qfact  ap- 
proaches a  modest  duplex  in  Pleasant  Ridge,  a 
Cincinnati  suburb,  for  an  appointment.  The  pro- 
fessorial-looking guy  with  white  hair  introduces 
himself  as  Alan  George  and  follows  the  resident,  a 
married  mother  of  two,  up  a  flight  of  stairs  to  her 
apartment  to  talk  about  household  products.  George 
speaks  softly — "Gosh!"  is  one  of  his  favorite  expletives — as 
he  coaxes  his  subject  to  talk  about  everything  from  her  daughter's 
prom  to  the  types  of  laundry  detergent  she  uses  (Tide  or  Gain,  depend- 
ing on  what's  on  sale)  and  where  she  likes  to  shop  (Kroger's,  Drug  Emporium). 

George  skillfully  moves  the  interview  from  the  living  room  to  the  bathroom — 
the  real  locus  of  his  interest.  Sitting  on  the  side  of  the  bathtub  to  get  a  better  view  of 
the  cabinet,  he  spots  an  unfamiliar  shampoo,  called  Breakthru.  As  she  explains  how 
she  found  it  at  a  small  salon — and  that  it  conditions  African-American  hair  better 
than  other  brands — he  tries  to  look  for  the  manufacturer  (it's  a  division  of  L'Oreal) 
and  memorizes  the  ingredients.  Climbing  into  his  Lexus  an  hour  later,  George  notes 
that  he  must  call  Ravi  and  Eric,  the  heads  of  Procter  &  Gamble's  hair  care  group.  He 
wants  to  check  on  the  improvements  they're  making  to  Clairol's  African-American 
line  of  products,  Textures  &  Tones. 

Alan  George  is  actually  Alan  George  Lafley,  known  as  "A.G.,"  chief  executive  of  the 
$39  billion  (sales)  Procter  &  Gamble.  Like  the  monarch  in  Mark  Twain's  A  Connecti- 
cut Yankee  in  King  Arthur's  Court,  Lafley  often 
makes  house  calls  incognito  to  find  out  what's 
on  the  minds  of  his  subjects.  "Too  much  time 
was  being  spent  inside  Procter  &  Gamble  and 
not  enough  outside,"  says  Lafley,  who  took 
over  during  a  turbulent  period  two  years  ago. 
"I  am  a  broken  record  when  it  comes  to  say- 
ing, 'We  have  to  focus  on  the  consumer.' " 

Not  to  mention  growth.  P&G's  top  line  has  been  plod- 
ding at  2.2%  a  year  over  the  last  five  years.  That's  why  Lafley 
has  spent  a  lot  of  time  thinking  about  beauty  brands,  par- 
ticularly hair-color  products,  a  category  growing  twice  as 
fast  as  household  goods.  The  purchase  of  Clairol  last 


A 

Fresh 
Face 


A.G.  Lafley  is  giving  Procter  &  Gamble  a  radical  makeover. 
Its  push  into  beauty  care 
is  just  the  beginning. 


BY  LUISA  KROLL 


November  marked  a  turning  point.  At  $5  billion,  or  three 
times  revenues,  P&G's  largest  acquisition  in  its  165-year  his- 
tory looked  expensive — especially  for  a  company  that  has 
lost  so  much  ground  to  the  French  L'Oreal,  which  now 
owns  about  42%  of  the  $1.1  billion  U.S.  market,  versus  36% 


FORBES"    July  8,  2002 


67 


PROCTER  &  GAMBLE 


for  Clairol,  reports  Information  Resources.  But  Lafley  insists  it 
was  money  well  spent,  giving  P&G  a  stake  in  every  corner  of  the 
higher-margin  beauty  market.  Clairol  added  4%  to  P&G's  top  line 
in  the  third  fiscal  quarter  ended  Mar.  31  and  helped  earnings  in 
beauty  care  rise  1 1%. 

The  new  emphasis  on  beauty  care  is  a  fair  barometer  of 
Lafley's  changes  at  P&G — and  the  risks  he  is  incurring.  Like  the 
division  that  includes  Clairol,  Cover  Girl  and  Head  &  Shoulders, 
the  entire  company  has  been  reorganized,  costs  wrung  out,  prod- 
uct-development time  shortened.  The  maker  of  Tide,  Ivory  Soap, 
Pampers,  Crest  and  Pantene  is  focusing  on  its  largest  brands, 
rethinking  brand  extensions  and  relations  with  big  retailers,  out- 
sourcing $1  billion  a  year  in  services  and  doing  the  once  unthink- 
able— partnering  with  other  companies. 

There  is  some  doubt  whether  Lafley,  or 
anyone,  can  fire  up  the  old  tanker  and  keep 
up  the  pace.  "The  comeback  isn't  that  spec- 
tacular," says  Carl  Domino,  president  of 


one  cosmetics  brand  in  Japan. 

Soon  after  Lafley  returned  to  Cincinnati  in  1998,  P&G  was  in 
the  throes  of  change.  The  company  was  under  the  autocratic 
Durk  Jager,  a  30-year  vejteran  who  decided  to  shake  up  the  place 
with  a  product-innovation  binge.  P&G  needed  another  block-; 
buster;  the  last  $1  billion  novelty  had  been  Always,  introduced  in 
1983.  Jager  bet  on  Dryel,  a  home  dry-cleaning  system,  and  Fit,  an 
antibacterial  fruit-and-vegetable  cleanser.  Both  failed.  Jager  pitted 
managers  against  one  another;  morale  plunged  and  costs  ra 
wild.  The  company  missed  three  consecutive  quarters  of  earnings 
targets.  The  last  straw:  a  failed  bid  for  Warner-Lambert.  BetweenI 
January  and  June  2000  P&G's  share  price  dropped  by  nearly  halfJ 
erasing  $80  billion  in  value.  Jager  was  ousted  after  only  18  monthsfl 
at  the  top — the  shortest  tenure  ever. 


Oral  Fixation 


Northern  Trust  Value  Investors,  which  holds 
a  position  in  P&G.  "It's  an  execution  turn- 
around, not  a  strategic  one."  Some  find  it 
ironic  that  the  world's  most  powerful  con- 
sumer marketer  feels  compelled  to  get  in 
touch  with  its  consumers. 

Lafley,  55,  is  something  of  an  out- 
sider— or  as  close  to  one  as  you  can  get  in 
this  inbred  organization.  A  25-year  veteran 
of  P&G,  he  received  a  degree  in  history  from 
Hamilton  College  and  studied  for  a  doctor- 
ate in  Renaissance  history  at  the  University 
of  Virginia,  quitting  after  one  semester  to 
join  the  Navy.  When  he  signed  up  with  P&G 
at  the  comparatively  ripe  age  of  30,  Lafley 
was  a  brand  assistant  on  Joy  dishwashing 
detergent.  His  success  at  introducing  liquid 
Tide  in  1992  won  him  an  assignment 
abroad:  heading  up  the  Far  East  opera- 
tions, then  10%  of  total  revenues. 

There  he  felt  keenly  how  insulated 
the  folks  at  P&G  headquarters  were. 
"Executives  in  the  U.S.  were  buried 
under  consumer  research  data,"  he 
recalls.  "I  don't  think  the  answers  are 
just  in  numbers.  You  have  to  get  out 
and  look."  Which  is  why  he 
stantly  visited  stores  and  hom 
stationed  in  Japan — where  reli 
market  research  is  virtually  no; 
tent— and  learned,  for  example, 
shoppers  hated  Max  Factor  fo]  ! 
garish  and  foreign.  Lafley  to.  k 
moneylosing  operation  and  refo<  usi 
most  of  the  business  on  beaut) 
pushing  sudi  brands  as  SK-II,  a  $1 
skin  care  cream.  It's  now  (he  numbei 


HOW  TO  REVAMP  AN  OLD  LINE  FALLEN  ON  HARD  TIMES?  P&G  SUFFERED  a  mor- 
tal blow  to  its  corporate  ego  in  1998,  when  Crest  was  knocked  off  the  top  perch 
in  the  toothpaste  category — the  first  time  in  40  years.  The  coup  de  grace:  the 
introduction  of  Colgate  Total,  which  promises  to  fight  everything  but  al  Qaeda. 
Nothing  motivates  like  humiliation.  "We  lost  the  decade  of  the  1990s,"  says 
Michael  Kehoe,  the  head  of  P&G's  Oral  Care  group.  "Our  objective  is  to  never  lose 
again."  The  companywide  reorganization  helped  Crest,  which  was  a  bit  player  in 
some  overseas  markets,  to  get  the  attention  and  resources  it  needed. 
Today  Crest  is  a  $l-billion-a-year  brand.  The  lessons  of  rebuilding: 
rush  a  new  product  to  market.  Instead  of  spending  20  years  in  the 
lab  developing  applications  for,  say,  olestra  (the  fat  substitute  that 
bombed),  P&G  grabbed  a  tooth-whitening  product — a  film  coated 
with  hydrogen  peroxide — invented  in  1997,  put  it  through  clinical  trials, 
and  started  selling  Crest  White  Strips  on  the  Web  in  September  2000.  Sup- 
ported by  a  modest  print  campaign,  spots  on  home  shopping  channels  and 
a  p.r.  blitz  that  included  the  Today  show,  sales  topped  500,000  units  in  nine 
months.  By  the  time  it  launched  nationally  in  May  2001,  it  already  had  a 
steady  word-of-mouth  following.  Sales:  $200  million. 
don't  muck  up  innovation.  In  another  rare  move,  P&G  jumped  into  the 
electric  toothbrush  field  by  acquiring  a  hot  little  brand,  Dr.  Johns  Spin- 
Brush,  in  January  2001.  P&G  kept  the  cool  "Try  Me"  features  of  the  $5 
toothbrush  and  the  kid-friendly  shapes  like  race  cars  and  mermaids. 
Founder  John  Osher  agreed  to  stick  around  for  18  months  to  help  with 
production,  marketing  and  retailing.  The  big  change:  a  new  name.  Crest 
SpinBrush,  now  in  20  countries,  brings  in  revenues  above  $200  million. 
team  up  with  an  outside  partner.  Yet  another  shibboleth  down, 
thanks  to  a  joint  venture,  formed  in  2001,  with  Wm.  Wrigley  Jr.  Co.  for 
a  therapeutic  gum.  P&G  had  been  fiddling  with  one,  but  realized  it  did 
poorly  selling  products  at  checkout  stands  and  in  convenience  stores. 
cross-pollinate  brands.  P&G  married  two  separate  products  in  its  Crest 
Whitening  with  Scope.  It  took  the  unprecedented  step  of  subcontracting 
the  liquid  gel  version.  For  the  four  weeks  ending  May  26,  the  toothpaste 
had  a  market  share  of  4.8%,  helping  boost  Crest's  overall  share  to  30.5%; 
during  the  same  period  Colgate  dropped  to  32.2%.  — L.K. 

A  brush  with  innovation:  Forging  a  new  path  to  a  new  product. 
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■"""      A  disease  so  rare, 

it  afflicts  just  one  in  100,000. 

To  him,  that  was  far  too  many. 


John  McPherson, 
pharmaceutical  company  researcher 


Gaucher's  disease  afflicts  just  one  in  100,000  people.  But  John  McPherson 

helped  develop  an  enzyme  replacement  therapy  that  lets  most  not  only  survive, 

but  lead  almost  normal  lives.  The  $0,000  researchers  at  America's  pharmaceutical 

companies  find  medicines  for  diseases  that  affect  millions — and  affect  only  a  few. 

AMERICA'S   PHARMACEUTICAL  COMPANIES 

NEW   MEDICINES.   NEW   HOPE. 


www.newmedicines.org 


PROCTER  &  GAMBLE 

One  of  Jager's  decisions  that  outlived  him  was  the  reshaping 
of  the  company  from  1 20  country  profit-and-loss  statements  to  6 
category  P&Ls — one  of  which  was  beauty  care,  now  with  45 
brands  and  an  expected  $8  billion  in  sales  for  fiscal  2002.  (Lafley 
was  named  the  head  of  the  beauty  division  in  1999.)  The  reorga- 
nization, which  Lafley  broadened,  focused  resources  and  weeded 
out  weak  brands  and  unlikely  new  products.  He  cut  50-plus 
product-development  projects  inherited  from  Jager  to  a  dozen.  "I 
think  we  got  into  a  little  trouble  getting  excited  about  the  tech- 
nologies before  we  thought  through  the  consumer,"  says  Lafley. 

Oil  of  Olay,  picked  up  in  the  1985  acquisition  of  Richardson- 
Vicks,  is  a  good  example.  P&G  asked  customers  what  features 
were  most  important  in  an  antiaging  cream — treating  wrinkles? 


ment  with  La  Chemise  Lacoste  for  its  cologne  and  bought  Jean 
Patou,  which  produces  the  $400  (30ml)  Joy  perfume.  The  small 
brands  give  P&G  invaluable  insights  into  luxury  packaging,  as 
well  as  fashion  trends  and  department  store  merchandising. 

It's  exporting  some  of  those  lessons  to  its  traditional  retail- 
ers. P&G  helped  develop  a  health  and  beauty  products  store-, 
within-a-store  for  Ahold  U.S.A.  Payoff  to  Procter:  better  pre 
sentation  of  its  brands  and  more  consumer  research — enough  ta 
duplicate  the  effort  in  80  or  more  stores. 

Many  of  these  new  approaches  are  converging  at  Clairol- 
starting  with  finding  out  what  women  want.  "I  once  colored  hail  f 
with  a  couple  of  English  folks,"  says  Lafley.  "I  was  amazed  at  howj 
complicated  it  is.  Women  have  to  give  up  half  a  day  and  have  their 


P&G's  Lineup:  Something  Old,  Something  New 


Baby,  Feminine 
&  Family  Care 

SALES 

$12  billion  (flat) 

PROFITS 

$1.9  billion  (up  10%) 

SBILLION  BRANDS 

Always,  Pampers, 
Charmin 

WHAT'S  NEW 

Brand  extensions 

Bounty  Napkins, 

Charmin  Fresh  Mates, 

Tampax  Compak  all 

performing  well.  Ailing 

feminine  brands  move 

to  Beauty  in  July. 


Fabric  & 
Home  Care 

SALES 

$11.8  billion  (up  1%) 

PROFITS 

$2.7  billion  (up  12%) 

SBILLION  BRANDS 

Tide,  Ariel,  Downy 

WHAT'S  NEW 

Swifter  Wet  Jet 

revolutionizes  cleaning 

in  2000  with  disposable 

mop-and-cleanser-in- 

one.  New  scents  like 

Tide  Clean  Breeze  and 

Downy  Clean  Breeze 

help  freshen  old  brands. 


SALES 

$8  billion  (up  10%) 

PROFITS 

$1.6  billion  (up  13%) 

SBILLION  BRANDS 

Pantene,  Clairol 

WHAT'S  NEW 

Hugo  Boss  fragrance 

sales  grow  47%  in  latest 

quarter.  Ohm  by  Olay,  its 

first  line  of  body  care 

products,  arrives  in 

July.  Sales  of  Olay  are 

likely  to  exceed 

$1  billion  next  year. 


SALES 

$5  billion  (up  14%) 

PROFITS 

$742  million  (up  27%) 

SBILLION  BRANDS 

Crest,  lams 

WHAT'S  NEW 

Acquired  in  1999,  lams 

pet  food  sales  tripled 

with  new  products  like 

Eukanuba  Dental  Diet 

(uses  Crest  know-how). 

Heartburn  drug  Prilosec 

is  going  o-t-c  this  year, 

pending  FDA  approval. 


SALES 

$3.9  billion  (down  5%) 

PROFITS 

$596  million  (up  9%) 

SBILLION  BRANDS 

Folgers,  Pringles 

WHAT'S  NEW 

Amazing  shrinking  act. 

Recently  dumped  Crisco 
and  Jif.  Trying  to  save 
Sunny  Delight.  Bright 
spot:  tortilla  chips,  up 
33%  since  November 
2001  introduction  of 

Pringles  sibling  Torengos. 


Sales:  estimated  (or  fiscal  year  ending  June  30. 2002.  Profits:  pretax  estimate  for  fiscal  2002.    Sources:  UBS  Warburg:  P&G. 


age  spots?  surface  dullness?  Turns  out,  consumers  want  it  all, 
and  in  one  jar.  Result:  Olay  Total  Effects,  launched  in  June  2000. 
At  $20  for  1.7  ounces  it's  costly  (as  mass-market  cosmetics  go) 
and  now  has  the  largesl  share  of  facial  moisturizers  in  the  U.S. 

I'M,  is  leveraging  its  technologies.  Daily  Facials,  a  disposable 
cleansing  cloili  thai  also  moisturizes  skin,  is  an  idea  from  the 
paper  group-  ,m%  Bounty — and  is  now  being 

borrowed  by  SK-II  a  mpany  is  moving  a  little 

raster.  Example:  P&G  tried  an  in  i  J  rollout  of  Pert  Plus  in 

the  early  1990s  that  took  seven  year  it  introduced  a 

redesigned  Pantene  shampoo  \  [y  is  months. 

The  company  is  using  acqui  inl  ventures  to 

move  into  costliei  cosmetics.  It  receni  La     ingagree- 


best  friend  along.  I'm  sure  we  can  improve  on  that." 

How  to  improve  a  brand  many  observers  consider  gray  an< 
thinning?  By  coming  up  with  new  approaches  to  the  old  prob 
lems  of  dyeing.  P&G  is  experimenting  in  the  U.K.  with  an  in-ston 
comb  that  can  discern  different  shades  of  hair  color  to  help  cus 
tomers  find  the  correct  tint.  It's  also  trying  to  use  its  conditional) 
technology  to  come  up  with  dyes  that  don't  dry  out  hair. 

Lafley  says  he  is  looking  for  4%  to  6%  sales  growth  across  si 
divisions  and  double-digit  bottom-line  increases.  In  June  P&< 
said  it  would  exceed  those  numbers  for  the  fourth  fiscal  quartei 
Wall  Street  loves  it:  The  share  price  has  jumped  60%  since  Lark 
took  over,  to  a  recent  $90,  or  25  times  expected  earnings.  "It' 
really  a  very  simple  business,"  he  says.  Or  so  he  hopes.  I 
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Four  years  of  teamwork,  twelve  seconds  of  history. 
Out  of  their  bicycle  shop  and  into  the  future. 


ee  your  customer  management  goals  take  flight. 
Choose  a  partner  you  can  trust  to  deliver. 


What  makes  a  great  relationship? 

rap  your  brother  onto  a  hand-built  aircraft,  with  a  12  hp  motor,  then  send  him  into  a  27  mph  headwind. 

From  Kitty  Hawk  to  corporate  boardrooms,  it  still  comes  down  to  trust.  In  a  landscape  littered  with 

.    unfulfilled  expectations,  Acxiom'  stands  out  as  a  partner  who  creates  customer  and  information 

management  solutions  that  truly  enable  profit  growth.  That's  why  10  of  the  world's  top  12  credit  card 

issuers  trust  Acxiom  as  a  partner.  And  top  executives  across  a  diverse  range  of  other  industries  also 

place  their  confidence  in  our  solutions  for  customer  retention,  prospecting  and  acquisition, 

real-time  multi-channel  integration,  data  quality  and  enhancement, 

and  large-scale  data  management. 

Near-term,  reduce  costs.  Long-term,  increase  revenue.  Grow  your  most 
valuable  assets  -  relationships.  And  launch  your  profitability  to  new  heights. 

Flight  of  fancy7  Hardly.  See  how  Acxiom  delivers  for  major  corporations  -  examine 
industry-specific  solutions  and  read  detailed  case  studies  at  www.acxiom.com/GR 
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GREAT  RELATIONSHIPS' 


TECHNOLOGY/CDI 
AbiliTec* 


CONSULTING 
AND  ANALYTICS 


DATABASE 
Solvitur 


OUTSOURCING 


DATA 
InfoBase* 


PRIVACY 
LEADERSHIP 


62002  Aouom  Corporation.  All  rights  reserved,  taiom.  AbiliTec,  lnfo8ase  and  Solvitur  are  registered  trademarks  ot  Acxiom  Corporation.  Great  Relationships  is  a  service  mark  of  Acxiom  Corporation. 


SPECIAL  ADVERTISING  SECTION 


INCLUDE  QUALITY  ON  YOUR  CHECKLI 
&  YOU  COULD  REALLY  GO  PLACES 


A  Class  Act:  Todd  Wagner  Takes  Quality  From  the  Boardroom  to  the  Classroom 


What  does  it  take  to  make  the  annual  Forbes  400  list?  Commitment  to  quality.  It  helped  Todd  Wagner 
turn  Internet  startup  Broadcast.com  into  a  multibillion-dollar  deal  and  capture  the  #320  spot  on  the 
2001  list.  Mr.  Wagner  has  maintained  this  commitment  in  his  new  endeavors  since  selling 
Broadcast.com  to  Yahoo  in  1999.  He  started  the  Todd  R.  Wagner  Foundation  (www.toddwagnerfounda- 
tion.org)  to  help  improve  the  lives  of  at-risk  children  and  inner-city  entrepreneurs.  He  is  developing  a 
breakthrough  technology  initiative  called  MIRACLES,  an  after-school  curriculum  that  teaches  youth 
education  and  life  skills  and  uses  a  proprietary  database  to  measure  students'  progress.  His  founda- 
tion also  provides  mentoring  and  working  capital  for  minority  entrepreneurs  through  a  Minority 
Technology  Fund.  Whether  in  business,  in  education  or  in  life,  Mr.  Wagner  makes  quality  a  top  priority. 

Like  Mr.  Wagner,  Ford  Quality  Checked  also  believes  that  commitment  to  quality  is  the  key  to  success. 
Each  Ford  Quality  Checked  vehicle  must  pass  a  rigorous  115-point,  bumper-to-bumper  inspection, 
ensuring  excellence.  This  demand  for  the  highest  standards  places  Ford  Quality  Checked  vehicles  a  cut 
above  the   impetition. 


ONE  OF  THE  BEST  WAYS  TO  PREDICT 

A  PRE-OWNED  VEHICLE'S  FUTURE 

IS  TO  TAKE  A  LOOK  AT  ITS  PAST. 
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bualityChecked 

Certified  Pre-owned 


Main  Street  Ford,  Inc. 


Vehicle  Details: 

VIN:      1FALPS9U1YA941S24 
Mate     Ford 
Model:  feurusSE 
■tor.     2000 

Auto  History  Events: 

Last  Reporting  State/Province: 

Last  Title  Number 

Duplicate  Title: 

Last  Date: 

Last  Odometer 

Rollback: 

Salvage: 

Exceeds  Mechanical  Limits: 

Failed  Emission: 

Not  Actual  Miles: 

Damage: 

Major  Oamage  Incident 

Insurance  Theft  Claim: 

Water  Oamage: 

Lemon: 


Body. 

Engine: 

Assembled: 


4  Door  Sedan  4-6  Passengers 
6-  182-EFI-3.0L 
United  States 


MI 
901M1198154 

No 
04/20/2000 

10 

No 

No 

No 

No 

No 

No 

No 

No 

No 

No 


When  you  buy  a  Ford  Quality  Checked  Certified 
Pre-owned  vehicle,  there's  a  lot  you  can  be  certain 
of.  Like  the  fact  that  it  comes  with  a  complete, 
up-to-date  vehicle  history  report,  so  you  know 
where  it's  been.  What's  more,  it's  already  passed 
a  rigorous  115-point  bumper-to-bumper  inspection. 


f 


QualityChecked 

Certified  Pre-owned 


/ 

115-POINT  BUMPER-TO-BUMPER 

INSPECTION 

/ 

6-YEAR/75,000-MILE  POWERTRAIN 

LIMITED    WARRANTY 

* 

24-HOUR  ROADSIDE  ASSISTANCE 

/ 

VEHICLE  HISTORY  REPORT 

/ 

FREE  LOANER  CAR 

* 

NEW  WIPER  BLADES 

* 

OIL  CHANGE  AND  NEW  FILTER 

f 

FULL  TANK  OF  GAS 

GET  THE  NEW  CAR  TREATMENT  WITHOUT  PAYING  THE  NEW  CAR  PRICE,  AND  ITS  ALL  BACKED  BY  FORD  MOTOR  COMPANY. 
VISIT  YOUR  PARTICIPATING  FORD  QUALITY  CHECKED  CERTIFIED  PRE-OWNED  DEALER  TODAY. 

For  more  information,  visit  fordcpo.com  or  call  program  headquarters  toll-free  at  866-222-6798. 


DAEWOO 


IT  ALMOST  SEEMS  THAT  GENERAL 
Motors'  strategy  is  to  scour  the 
globe  to  find  the  biggest  losers  in 
the  auto  industry  so  it  can  sink 
money  into  them. 
Already  in  Asia  there's  its  49%  piece 
of  Isuzu  Motors,  the  moneylosing  Japa- 
nese truckmal  er  There's  also  GM's  20% 
stake  m  Fiat,  the  Italian  mtomaker  whose 
bonds  recently  flirted  with  junk  status 
Driver,"  p.  80)  Thi  latest 
on  th<  IsisD  or  Co., 

naker 
\  for  its  milil  ns  and 

Da  with 


GM  paying  $251  million  for  a  42.1% 
stake.  That's  half  a  day's  revenue  for  GM. 
But  the  bargain  price  is  only  part  of  what 
makes  this  a  potentially  smart  move. 

Writ  large,  the  Daewoo  deal  is  a 
remarkable  model  of  postwar  relations,  in 
which  commerce  salves  the  scars  of  his- 
tory. GM  has  rounded  up  two  Asian  part- 
ners, Shanghai  Automotive  Industry 
Corp.  and  Suzuki,  to  pay  a  combined 
$149  million  for  another  24.9%  stake. 
Thus  a  proud  South  Korean  automaker 
finds  itself  controlled  by  an  American 
company  that  has  selected  one  partner 
from  communist  China  and  another 
from  Korea's  nemesis,  Japan. 


What  makes  this  commercial  meltin 
pot  so  attractive  to  GM?  First,  GM  cai 
finally  earn  money  selling  cars  in  Korez 
Asia's  second-largest  auto  market  (1. 
million  units  a  year)  after  Japan.  Kore 
remains  a  hermit  market:  Just  1%  of  cai 
sold  there  are  foreign-made. 

There  are  cars  to  be  sold,  now  that  th 
Korean  economy  is  growing.  Daewoo 
market  share  was  once  31%,  but  sank  t 
9.9%  this  spring  as  buyers  worried  the 
Daewoo  might  go  out  of  business.  Th; 
deal  should  give  buyers  confidence  th< 
Daewoo  has  a  future. 

Second,  the  deal  means  that  G\ 
Suzuki,  Daewoo  and  Shanghai  Aut 
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ClaxoSmithKline 


KARDEX 


Strategically  located  with  convenient  regional  and  international  air  links. 

Excellent  telecommunications  -  direct  dialling  to  over  200  countries. 

Thirty-two  double  tax  treaties  covering  40  countries. 

Highly  qualified  bilingual  staff  and  very  competitive  operating  costs. 

A  pleasant  environment  including  one  of  the  lowest  crime  rates  in  Europe. 


CYPRUS 


At  the  hub  of 

YltS 

JUKE      i         01 C E 


1.1 


CYPRUS 

Europe's  Business  Island 


If  you  want  to  know  more  about  Cyprus  contact  fej  CENTRAL  BANK  OF  CYPRUS,  International  Division 

P.O  Box  25529  •  CY-1395  Nicosia  •  Cyprus  •  Tel:  +  357  22  714225  (8.00  a.m.  -  2.00  p.m.  Cyprus  time)  •  Fax:  +  357  22  378164  •  E-mail:  idoe@centralbank.gov  cy  •  Web  http://www.centralbank.gov.cy 


IBM  PCs  use  genuine  Microsoft'  Windows 

www.microsoft.cofn/piracy/howtotell 


some  time  in  a  customer's  shoo 

Marcia  Kilgore,  Founder  of  Bliss  Spas,  New  York  &  Lon 


Integrated  dual  antennae  on  select  models  for  improved 
signal  strength!  Software  for  easier  connectivity  to  the 
network  when  you're  on  the  road.2  Wireless  Innovation.  It's 
just  one  of  the  reasons  why  some  of  the  world's  most 
successful  people  choose  ThinkPad  notebook  computers. 
Select  models  feature  a  Mobile  Intel  Pentium  4  Processor-M 
for  outstanding  peiMgnanceand  mobility. 
Call  1.877.thinkpad  cjjjfcisit  ibm.com/thinkpad/think 
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compatible  wireless-enabled 
\s  of  International  Business  Machines  I 
ies  ii ,  the  United  States  and  other  cour 


DAEWOO 
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Bankrupt  Daewoo  has  factories  worldwide  that  can  turn  out  2  million  cars  a  year. 
GM  is  buying  just  half  that  capacity— roughly  a  sixth  of  what  it  has  in  North  America. 

The  four  Daewoo  factories  now  controlled  by  GM: 

BUPYONG,  CAPACITY  500,000* 

KUNSAN,  CAPACITY  320,000 

-  CHANGWON,  CAPACITY  240,000 

HANOI,  CAPACITY  26,000 


NORTH 


JAPAN 


SOUTH  KOREA 


CHINA 


TNAM 


MALAYSIA 


could  use  one  another's  factories — espe- 
cially Daewoo's  half-empty  ones — and 
could  share  designs. 

And  the  deal  gives  GM  the  ability,  at  last, 
to  sell  small  cars  profitably  in  the  U.S.  The 
beaten-up  Daewoo  brand  will  disappear  in 
the  U.S.,  but  the  cars  themselves  may  reap- 
pear, perhaps  renamed  Chevrolet  or  even 
Saturn  by  the  time  they  are  sitting  in  Amer- 
ican showrooms.  "The  company  may  have 
been  broken  financially,  but  its  factories  are 
modern  and  its  cars  are  well  produced," 
says  CM  Daewoo's  incoming  chief  operat- 
ing officer,  Lawrence  B.  Zahner  Jr. 

GM  insists  it  hasn't  decided  whether 
its  U.S.  brands  might  sell  Daewoos.  Bui  if 
GM's  proud  divisions  turn  up  their  n 
at  the  cars,  partnei  Su  :uki  might  market 
the  cars  on  GM's  hom<  turl 

Then  there's  China 
two  factories  there  and  anothei 
(  .m  doesn't  have  a  minicar  to  sell  in 
ket  craving  cars  cheaper  than  $10,000. 
Watch  for<;.\i  and  Shanghai  Autotoada] 
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TOTAL  1,086,000 


'GM  Daewoo  has  an  option  to  buy  within  six  years. 
Source:  GM. 


a  tiny,  $4,900  Daewoo.  They  will 
likely  build  an  inexpensive  Chinese 
factory  where  big  chunks  of  Daewoo 
components  assembled  in  Korea  can 
be  bolted  together.  That  will  help  the 
Korean  minicars  get  into  China  with- 
out facing  big  import  tariffs. 
GM  skimmed  the  cream  from  Dae- 
woo to  create  the  new  company,  named 
GM  Daewoo  Auto  &  Technology  Co.  GM 
named  former  Vauxhall  leader  David 
(Nick)  Reilly  as  chief  executive,  effective 
later  this  summer. 

The  new  Daewoo — call  it  "Daewoo 
Lite" — comprises  three  of  Daewoo's  most 
modern  factories — a  small  one  in  Vietnam 
and  two  assembly  plants  in  Korea.  It  also 
includes  Daewoo's  Korean  research  and 
development  and  design  centers,  plus  nine 
of  Daewoo's  overseas  sales  subsidiaries  in 
Puerto  Rico  and  in  Europe. 

In  the  end  GM  couldn't  bring  itself  to 
take  on  the  heart  of  Daewoo — its  historic 
Bupyong  assembly  plant  nestled  between 
rice  paddies  and  pungent  onion  fields  an 
hour's  drive  from  Seoul.  But  the  factory, 
dating  to  1965,  is  part  of  Korea's  indus- 
trial heritage,  and  the  government  could 
not  bear  to  leave  Bupyong  out  of  the  pic- 
ture, either.  So  GM  agreed  to  use  the  huge 
factory — the  one  where  workers  once 
barricaded  themselves  inside  the  gates  to 
protest  layoffs  that  GM  insisted  on — to 
supply  Daewoo  Lite  with  cars  for  at  least 
the  next  six  years.  GM  has  an  option  to 
e  fai    »ry  within  that  time. 

even  want  to.  Neither  the 
at  factory  nor  its  workers 


are  as  old-fashioned  as  one  might  expect. 
Workers  in  gray  slacks  and  green  shirts  use 
the  latest  Japanese  assembly-line  tech-; 
nitjues,  as  robots  ferrying  parts  glide  silently  I 
to  the  right  spots  on  the  assembly  line. 

Of  course,  GM  is  also  making  sure 
Bupyong's  4,000  blue-collar  workers 
cooperate.  Daewoo's  unions  fought 
against  GM  until  the  realization  sank  in 
that  Daewoo's  jobs  would  disappear; 
unless  a  foreign  buyer  were  found.  One} 
foreman,  Yeoung  Jae  Hur,  recently  told  of 
his  workers  putting  in  1,500  unpaid 
hours  during  the  Asian  financial  crisis  in 
1997  and  1998  in  the  struggle  to  make 
Bupyong  worth  buying.  "No  pains,  noi 
gains,"  he  says  with  a  smile. 

Right  now,  GM  can't  begin  to  keep  the 
Bupyong  factory  busy  full  time,  so  it  has 
kept  it  off  Daewoo  Lite's  books.  But  if 
GM,  or  any  of  its  partners,  needs  another  | 
assembly  line,  and  workers  there  continue 
to  work  and  not  strike,  the  extra  capaci 
could  come  in  handy  "My  intention  is 
fill  all  the  plants  up,"  says  Zahner,  one  of 
handful  of  GM  executives  who  spent  thi 
past  two  years  negotiating  the  deal 

The  price  was  right.  Ford  Motor  once 
bid  $7  billion  for  Daewoo's  assets,  back 
when  Ford  was  profitable.  But  by  the  time 
Daewoo's  creditors,  its  workers  and  the 
Korean  government  could  bring  them- 
selves to  let  foreigners  buy  this  jewel  of  in- 
dustry, the  price  had  fallen  precipitously. 

Daewoo's  creditors  will  get  just  $1.77 
billion  for  Daewoo — $573  million  in  debt] 
assumed  by  Daewoo  Lite  and  $1.2  billion 
in  preferred  stock  that  banks  will  have  to 
hold  for  years.  That's  not  much  thanks 
for  the  $13.9  billion  they've  sunk  into 
Daewoo  over  the  years.  To  get  even  that, 
banks  had  to  agree  to  pony  up  an  addi- 
tional $197  million  in  cash  plus  $2  billion 
in  fresh  loans.  Instead  of  washing  their 
hands  of  the  car  business,  they  wind  up 
with  a  33%  stake  in  Daewoo  Lite. 

It  is  a  reminder  of  how  badly  off  the 
Korean  economy  was  after  the  financi 
crisis  that  this  is  considered  a  good  dei 
for  the  banks.  The  loans  to  the  GM- 
backed  Daewoo  could  be  the  safest  debt 
on  their  books  and  will  help  the  banks 
pay  for  the  losses  they  will  take  as  they 
shutter  or  sell  at  a  loss  the  pieces  of  Dae 
woo  GM  left  on  the  table 
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I  hear  our  company  now  has  real-time 
wireless  access  to  all  our  critical 
network  data,  like  customer  files. 


Imagine  how  successful  we 
could  have  been  with  that  kind 
of  network  access. 


el  Wireless  Business  Solutions.  Now  you'll  never  have  to  say  "Imagine  what  I  could  have 
t  if..."  because  you'll  be  busy  doing  it.  And  it's  not  just  having  the  Internet  on  your  phone; 
eal-time  access  to  customer  data,  pricing,  inventory.  Whatever  drives  your  business. 
me.  Anywhere.  On  a  variety  of  devices.  And  it's  all  possible  because  only  Nextel  has  a 
>nal  wireless  network  designed  specifically  to 'carry  both  voice  and  data.  Call  toll  free 
f-NEXTELC,  or  visit  nextel. com AA/BS  to  see  how  we  can  help  you  outmaneuver  your  competition. 


WIRELESS 

BUSINESS    SOLUTIONS 


)20©2  Nextel  Communications,  Inc.  All  rights  reserved.  Nextel  and  the  Nextel  logo  are  trademarks  and/or  service  marks  of  Nextel  Communications,  Inc. 

All  other  product  names  and  services  are  the  property  of  their  respective  owners. 


Backseat  Driver  By  Jerry  Flint 

Horror  Story 


THE  HEADLINE  IN  THE  TRADE  JOURNAL  READS:  "GM 
prepares  to  save  Fiat."  Saints  preserve  us!  General 
Motors  is  in  the  midst  of  saving  itself  and  doing 
a  good  job  of  it.  But  the  General  is  just  terrible  when 
it  comes  to  saving  foreign  partners.  Just  look  at  the 
disasters  at  Isuzu  and  Saab. 

GM  got  into  its  Fiat  jam  two  years  ago.  That's  when 
it  exchanged  5.3%  of  its  stock  for  20%  of  Fiat  Auto  (the  auto 
business  is  42%  of  the  Fiat  Group).  Under  a  provision 
of  the  contract  Fiat  has  the  option  to  sell  the  rest  of  its 
auto  business  to  GM  starting  in  2004. 

Urgent  message  to  GM: 
Get  all  those  lawyers  of 
yours  to  work  proving  the 
contract  is  invalid.  The  "i" 
wasn't  dotted,  the  ipso 
wasn't  facto,  whatever,  but 
bust  that  contract. 

It's  one  thing  to  lose 
billions  of  dollars  mis- 
managing Isuzu  or  Saab, 
but  you  guys  can  sink  the 
ship  mismanaging  Fiat.  I 
know  the  GM  thinking: 
Put  two  losers  together 
and  you  get  a  winner.  GM 
of  Germany  (otherwise 
known  as  Opel)  plus  Fiat 
would  be  the  biggest  au- 
tomaker in  Europe.  We've 
been  through  this  before. 
Putting  Willys  and  Kaiser 
together  will  create  the  biggest  automaker  in  Toledo.  Merg- 
ing Nash  and  Hudson  will  make  the  biggest  automaker  in 
Kenosha,  Wis.  and  Studebaker  plus  Packard  will  be  the 
biggest  automaker  in  South  Bend.  More  accurate  arithmetic: 
Put  two  losers  together  and  you  get  a  smaller  loser  with  big- 
ger debt. 

When  the  trade  was  made  it  was  a  $2.4  billion  deal.  On 
paper  Fiat  has  lost  $380  million  on  the  32  million  GM  shares  it 
owns,  as  the  stock  dropped  from  $75  to  $64 — as  of  this  writ- 
ing— (only  $268  million  lost  if  you  count  the  dividends  GM 
paid  to  Fiat).  I'm  guessing  GM  has  already  lost  $1.25  billion  (Fiat 
Auto  is  not  a  listed  sh.ck). 

The  premise  in  thi       al  is  hat  GM  will  use  similar  parts  in 

( Jerman  Opels  ami  [tal  an  Fiats  and  save  all  sorts  of  money.  The 

claims  hundreds  of  millions  in  savings  already.  But 

the  l<."  .wing  I';;-  'ho  "savings,"  and  I 

l    net  ion. 


If  General  Motors  is 

forced  to  buy  Fiat  it'll 

be  a  terrible  move. 

It's  one  thing  to  lose 

billions  of  dollars 

mismanaging  Isuzu  or 

Saab,  but  executives 

could  sink  the  ship 

mismanaging  Fiat. 

Bust  the  contract  at 

all  costs. 


Also,  Italians  don't  bid 
many  GM  German  Opels  now 
and  they  are  buying  fewer  Fiata 
all  the  time.  Why  should  they 
want  to  buy  more  Fiats  simph 
because  they  are  half  Opel?  An< 
Germans  are  buying  few  Fiatsi 
and  the  Opels  are  losing  popu 
larity.  Why  should  they  want  t( 
buy  more  Opels  when  they  an 
half  Fiat? 

When  the  deal  was  madi 
Fiat's  honorary  leader,  Giovanni  Agnelli,  said  control  wouh 
never  be  given  to  GM.  But  he  is  8 1  and  ill,  and  younger  member' 
of  the  family  are  willing  to  take  the  money  and  run. 

And  business  isn't  good.  Between  January  and  April  its  Alfl 
and  Lancia  lines  sold  18%  fewer  cars  in  western  Europe  thai 
the  year  earlier,  while  industry  sales  were  down  only  3%.  An< 
even  those  Fiat  sales  may  have  been  padded  by  registering  can 
twice.  Last  year  the  company  ran  an  operating  loss  of  $500  mil 
lion  on  its  auto  business  (most  of  the  other  parts  of  Fiat  wer- 
profitable)  and  probably  lost  almost  as  much  in  just  the  firs 
quarter  this  year. 

Not  that  Opel  is  any  profit  center.  Opel  car  sales  in  westen 
Europe  were  down  14%  for  the  four  months.  The  GM  Europi 
net  loss  last  year  was  $765  million  and  the  first-quarter  loss  wa 
a  bit  more  than  last  year's. 

You  can  see  we  have  two  troubled  companies.  And  Fiat'i 
outside-Europe  capacity  is  centered  in  Brazil,  a  sinkhole  of  to 
much  capacity. 

What  is  wrong  with  Fiat?  Its  cars  are  good,  and  its  Alfl 
Romeos  are  beautiful.  Fiat  was  always  huge  in  Italy,  but  no\ 
Italians  want  a  change.  I  recall  when  60%  of  Italian  car  sale 
were  Fiat.  Now  the  proportion  has  fallen  to  35%.  With  all  th? 
Italian  business,  Fiat  didn't  push  hard  enough  in  other  wester 
Europe  countries  and  quit  in  America.  It  also  didn't  understan 
that  the  big  money  was  in  fancy  cars,  like  Alfas  and  Lancias, 
concentrated  on  the  low  end. 

If  this  GM  management  had  a  record  of  turning  sows'  eai 
into  silk  purses  the  Fiat  acquisition  might  be  worth  the  risk.  Bi 
this  management  turns  big  sows'  ears  into  smaller  sows'  ears. 
Now  GM  is  "war-gaming"  the  situation,  according  to  it 
chief  financial  officer,  and  the  story  going  around  the  industry 
that  GM  wants  to  speed  up  the  acquisition  before  Fiat  sird 
beneath  the  sea. 

My  advice:  Remember  what  they  sang  in  Little  Shop  of  Hoi 
rors,  "Whatever  you  do,  don't  feed  the  plants."  I 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobi 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Sharp  analysis.  Cutting  edge  ideas.  To  the  point. 


We  aim  to  give  our  clients  something  extra.  It  might  be  a  key  piece  of  analysis  or  an  original  insight, 
an  alternative  investment  product  or  a  service  from  an  external  source.  Whatever  it  is,  we'll  help  you 
make  your  mark,  www.credit-suisse.com 
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THE  LUCK  HAS  NEVER  RUN  OUT  AT 
Southwest  Airlines.  Recently  it 
very  nearly  did.  Just  months  after 
James  Parker  replaced  the  irre- 
placeable Herb  Kelleher  as  chief 
executive  last  June,  along  came  the  Sept.  1 1 
attacks.  Southwest's  planes  were  grounded 
for  three  days,  while  Parker,  mindful  of  the 
company's  no-layoff  tradition,  continued  to 
pay  31,000  pilots,  flight  attendants,  desk 
clerks  and  reservationists  $5.2  million  a  day. 
This,  while  revenue  was  falling  for  the  first 
time  ever  at  the  airline,  down  2%  to  just 
under  $5.6  billion  for  the  year. 

Was  Parker  up  to  the  job?  That's  what 
Kelleher — who,  as  chairman,  still  plays  an 
active  role  -wanted  to  know  soon  after  the 
attacks.  "I  told  1  lerb  I  had  put  too  much 
of  my  life  into  Southwest  Airlines  to  walk 
away  from  a  chance  to  try  and  move  it 
ahead,"  recalls  I   i  joined  the  car- 

rier in  1986  i  partner  in 

Kelleher 's  formei 

Parker  is  i  Ueher;  he'll  tell  you 

that  himself  A  ained 


Under  a  new  chief 

executive,  Southwest 

Airlines  is  facing  its 

toughest  challenge 
in  a  decade. 

BY  DANIEL  FISHER 

lawyer  who  looks  like  he'd  be  more  com- 
fortable writing  wills  in  a  country  town 
than  running  an  airline,  Parker  is  a  stark 
contrast  to  the  cigarette-smoking,  Wild 
Turkey-swilling  Kelleher.  But  the  new  chief 
is  no  pushover.  He  has  been  Southwest's 
lead  labor  negotiator  for  years,  and  his  op- 
ponents say  he  pursues  the  company  line 
forcefully,  if  politely,  in  taJks.  "He  will  sur- 
prise you  because  he  doesn't  look  like  he's 
tough,"  says  Steve  McPhail,  a  pilot  and  for- 
mer vice  president  of  the  Southwest  pilots' 
union.  "But  he  doesn't  give  anything  away." 
Parker's  immediate  challenge  is  to  con- 
tain operating  costs.  If  he  can't,  expenses 
may  outpace  earnings  as  air  travel  slowly 
recovers.  If  he  can,  perhaps  Southwest  can 


resume  its  growth  trajectory.  Until  disai 
ter-scarred  2001,  its  revenue  was  zoomin 
ahead  at  a  compound  annual  rate  c 
15% — triple  the  industry's  average- — whii 
earnings  per  share  was  increasing  27% 

Southwest  has  long  been  the  low-ax 
flier.  It  cuts  out  all  the  frills  (like  meals  fc 
passengers);  it  runs  a  streamlined  point-tc 
point  (rather  than  hub-and-spoke)  netwoi 
using  a  single  model  of  aircraft;  and  its  ral 
rah  employees — many  getting  rich  off  stoc 
options — simply  deliver  more  bang  for  tr 
buck  than  their  counterparts  at  other  line 
Southwest's  Internet  ticketing  saves  it  $5 
million  a  year,  or  1%  of  revenue.  But  Park 
is  facing  some  big  challenges  this  year.  Li; 
bility  insurance  for  the  airline's  364-plar 
fleet  has  soared  to  $100  million  a  year  froi 
$20  million.  And  Southwest's  largely  unioi 
ized  workers  have  been  agitating  for  raises  I 
match  the  rich  contracts  negotiated  at  oth< 
carriers  before  Sept.  1 1 . 

Southwest's  4, 1 00  pilots  want  to  rero 
gotiate  a  ten-year  contract,  due  to  expire  i 


JAMES  PARKER 


rrta  a  lackluster  travel  market,  brewing  union  troubles  and  rising  costs.  Paradoxically,  the  future  couldn't  look  betti 
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SOUTHWEST  AIRLINES 

2004,  this  summer,  to  close  a  35%  pay;  gap 
over  the  next  five  years.  A  veteran  South- 
west pilot  makes  $142  an  hour,  or  $135,000 
a  year.  Profit  sharing  and  stock  options  for 
the  most  tenured  can  add  another  $80,000, 
but  Southwest's  pilots  still  trail  737  jockeys 
at  Delta,  United  and  American.  With 
Southwest's  stock  down  27%  from  its  high 
of  $23  in  January  2001,  pilots  are  unlikely  to 

Wal-Mart  of  the  Sky 


cent  below  its  peak  in  2000,  would  boost 
earnings  by  28  cents,  analyst  Parker  says; 
Southwest  is  currently  operating  at  62.9% 
and  1 1.7  cents  per  passenger  mile  flown. 

Meantime  Southwest  continues  to 
grow.  From  3  cities  in  1971  (all  in  Texas), 
the  airline  has  expanded  to  58,  in  cities  as' 
far-flung  as  Seattle,  Providence  and  Fort 
Lauderdale.  .While  no  new  cities  will  be 


Southwest  keeps  its  costs  dramatically  below  the  competition's  by  flying  the  same  air- 
planes everywhere,  skipping  food  service  and  getting  more  work  out  of  its  employees. 
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'The  industry  definition  of  airline  capacity:  one  seat  flying  one  mile. 
Source:  Unisys  R2A  Transportation  &  Management  Consulting  (TMC). 


accept  more  options  in  lieu  of  cash.  "We're 
not  going  to  break  the  company,  but  we're 
not  going  to  work  for  less  than  scale  ever 
again,"  vows  Jon  Weaks,  president  of  the 
Southwest  Airlines  Pilots'  Association. 

Parker's  opening  offer  was  a  20%  raise 
over  three  years,  according  to  Weaks  (Parker 
won't  say).  He  might  be  able  to  keep  it  in 
that  range,  with  US  Airways  threatening 
bankruptcy  and  United  close  to  the  brink. 
But  then  he  has  to  deal  with  the  machinists 
and  flight  attendants,  who  will  probably  fol- 
low the  pilots'  lead.  Add  it  all  up  and  labor 
expenses  at  Southwest,  which  traditionally 
have  run  about  3  cents  per  available  seat 
mile,  might  be  headed  closer  to  the  4.2  cents 
at  Delta  or  5.1  cents  at  United. 

Stow  the  hanky.  Parker  still  has  some 
powerful  advantages  over  rivals,  even  if  he 
has  to  pay  his  employees  a  bit  more  in 
coming  years,  limes  Parker  (no  relation), 
an  analyst  at  Raymond  James  &  Associates 
in  Atlanta,  says  i  >ilots'  raise  will  cost 

Southwest  5  cents  04.  ft  can 

cover  that  if  airi  ictor — in- 

dustry jargon  for  i  l>c  i  i  f  seats 

filled — return  to  piv-Sept  I]  levels.  A  re- 
covery to  a  70%  load  factor  a  mte  of 
12.5  cents  per  passenger  mile  flown,  half  a 


added  this  year,  Southwest  will  take  delivery 
of  18  new  Boeing  737  planes  at  about  $30 
million  each — another  436  planes  are  on 
order  through  2012 — and  fly  those  on 
nonstop  routes  between  cities  it  already 
serves  with  connecting  flights. 

It's  a  strategy  Southwest's  Parker  calls 
"connecting  the  dots,"  and,  like  a  lot  of 
things  there,  other  airlines  can't  execute  it 
easily.  Traditional  carriers  operate  hub-and- 
spoke  networks  where  60%  of  passengers 
hop  on  connecting  flights  to  get  to  their  final 
destinations.  Adding  nonstops  to  such  a  net- 
work siphons  off  traffic  from  connecting 
flights  and  hurts  the  economic  advantages 
of  the  hub.  Southwest  doesn't  have  that 
problem.  About  80%  of  its  passengers  get 
off  at  each  stop.  So  Southwest  can  overlay 
its  Chicago-to-Las  Vegas-to-Los  Angeles 
route  with  a  nonstop  flight  and  the  revenue 
is  almost  entirely  incremental.  "We  think  of 
it  as  a  new  market,"  says  Parker.  "Our  share 
of  the  Chicago-L.A.  market  is  so  infinitesi- 
mally  small  that  we  are  really  appealing  to  a 
new  group  of  passengers." 

Southwest  will  add  more  than  30  routes 
this  year  by  connecting  the  dots,  as  Parker 
says,  and  exploiting  the  longer  range  of  new 
Boeing  737-700  jets  to  fly  a  transcontinen- 


tal  route  for  the  first  time.  (Passengers  wi] 
have  to  figure  out  for  themselves  how  tc 
survive  the  five-hour  flight  on  peanut: 
ajone — another  Southwest  hallmark.)  Nex 
year  it  plans  to  start  adding  cities  again 
working  from  a  backlog  of  40  or  so  it  has 
determined  will  respond  to  its  combina^ 
tion  of  low  fares  and  frequent  flights. 

That's  bad  news  for  other  carriers 
When  Southwest  moves  into  a  market,  r 
tends  to  drive  fares  down.  After  initiating 
Baltimore  to  Providence  flights  in  1996 
Boston  area  fares  fell.  Now  passengers  forge 
Logan  Airport,  landing  instead  in  Provi 
dence  where  tickets  average  $46,  dowr 
from  $104.  Traditional  carriers  can  stili 
make  money  on  passengers  catching  con- 
necting flights  to  destinations  Southwest 
doesn't  serve,  but  they  must  cede  lots  of  thf 
local  market  to  the  low-cost  competitor. 

In  many  cases  Southwest  doesn't  evefi 
have  to  charge  the  lowest  fares.  By  blitzing ; 
route  with  up  to  60  flights  a  day,  the  airlinf 
bets  that  passengers  will  rate  conveniens 
above  cost.  It  can  take  the  risk  of  flying  half- 
empty  planes  in  the  afternoon  if  the  8  a.rm 
and  5  p.m.  flights  are  full;  after  all,  the  pilot* 
and  flight  attendants  are  still  on  the  clock 
"Southwest  no  longer  has  to  be  the  price 
leader,  which  is  rather  ominous  for  the 
other  airlines,"  says  Michael  Roach,  an  as- 
sociate at  Unisys  R2A  Transportation  & 
Management  Consulting.  "Sooner  or  latej 
they  will  replace  the  other  carriers." 

Southwest  could  accelerate  growth  i 
US  Airways  throws  its  East  Coast  market' 
up  for  grabs.  But  don't  look  for  Parker  tc 
deviate  from  Southwest's  cautious  strateg) 
of  adding  just  three  cities  a  year,  even  i 
provoked  by  another  carrier's  demise 
Southwest  is  a  funny  place.  Few  of  the  top 
executives  have  worked  for  another  airline 
and  they  blissfully  ignore  strategies  lik< 
complex  fare  structures  that  are  common- 
place elsewhere.  Much  of  the  industry,  ir 
fact,  has  tried  to  imitate  Southwest,  dowr 
to  its  737  jetliners,  but  can't  seem  to  get  it 
right.  Parker  thinks  he  knows  why.  "Then 
are  a  lot  of  people  who  have  said  they  ar< 
going  to  duplicate  what  Southwest  does 
but  it's  always  Southwest  with  'improve- 
ments,' "  Parker  says,  smiling  malevolend) 
at  the  word  "improvements."  He  adds,  al- 
most unnecessarily,  "And  the  improve- 
ments haven't  proven  to  be  successful."  f 
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TV's  Heavy 
Thinkers 

Brian  Williams  is  studying  gravitas 

so  he  can  be  a  deeply  serious  shallow  liberal. 


BY  DAN  SELIGMAN 


EASILY  THE  FUNNIEST  DEBATE  IN 
medialand  these  days  is  the  one 
about  whether  Brian  Williams  has 
the  gravitas  needed  to  replace  Tom 
Brokaw  when  Tom  retires  in  2004.  A 
recent  Nexis  search  for  interpretive  arti- 
cles about  the  titanic  transition  at  NBC 
turned  up  at  least  15  entries  in  which 
somebody  weighs  in  on  the  gravitas  issue. 
A  couple  of  the  articles,  to  be  sure,  are  less 
concerned  with  Brian  than  with  the  col- 
lateral question  of  whether  this  issue  is 
keeping  women  from  serving  as  anchors. 
Here  the  main  weighers- in  were  Greta 
Van  Susteren  of  Fox  News,  who  was 
quoted  as  stating,  "There  are  280  million 
people  in  this  country — surely  they  can 
find  one  smart  woman  to  deliver  the 
news,"  and  Erik  Sorenson,  president  of 
MSNBC,  who  posited  that  there  are 
"major  pockets"  in  our  society  that  are 
not  yet  ready  to  accept  women  as  anchors 
"because  of  a  perceived  lack  of  gravitas." 
But  the  debate  centers  on  Brian's 


gravitas  shortfall,  and  an  Associated  Press 
story  leaves  you  thinking  that  the  chaps 
who  promoted  him  agree  that  there  is  a 
serious  issue  here,  and  not  just  in  some 
pockets.  "The  gravitas  issue  is  real," 
writes  AP  television  writer  David  Bauder, 
who  adds  that  NBC  News  President  Neal 
Shapiro  says  that  one  of  the  network's 
goals  over  the  next  two  years  is  to  season 
Williams.  In  other  words,  NBC  manage- 
ment first  irrevocably  commits  to  give 
him  the  job — Brian's  contract  appears  to 
be  airtight — and  then  trains  him  to  fill  it. 
This  is  not  what  they  teach  at  the  Harvard 
Business  School. 

Yet  what  is  truly  laughable  about  the 
whole  gravitas  debate  is  the  premise  on 
which  it  is  based.  An  individual  with 
gravitas  is  understood  to  be  a  deeply 
serious  person,  and  the  premise  is  that 
Tom  Brokaw  (like  Dan  Rather  of  CBS 
and  Peter  Jennings  of  ABC)  is  exactly 
that.  Far  more  plausible  is  an  alternative 
perspective:  that  Tom  (like  those  other 


two  guys)  combines  seriously  good  looks 
with  a  demonstrated  ability  to  swallow 
and  then  regurgitate  simplistic  liberal 
views.  Brokaw  was  clearly  tilting  against 
California  Governor  Pete  Wilson  when 
Pete  was  trying  to  eliminate  mandatory 
sex  and  racial  preferences  in  state  con- 
tract awards.  He  stuck  it  to  Dan  Quayle 
for  suggesting  that  Murphy  Brown  was 
setting  a  bad  example  for  America  in  the 
TV  episode  glorifying  single  mother- 
hood. Rejecting  the  possibility  that  there 
might  be  some  moral  issues  associated 
with  abortion,  he  said  in  an  interview 
with  Mother  Jones  magazine  that  it  was  a 
simple  matter  of  "whether  a  woman  has 
a  right  to  control  her  own  body"  (a  view 
rejected  even  in  Roe  v.  Wade). 

Especially  unforgettable  was  Brokaw's 
weird  discovery — this  was  in  1986 — that 
homelessness  was  now  engulfing  families 
with  breadwinners.  In  the  example  he 
brought  on-screen,  the  family  earned 
$20,000  ($32,000  in  today's  prices)  but 
somehow  couldn't  get  off  the  streets. 
Another  lulu  involved  Dan  Quayle  again. 
In  the  1988  vice  presidential  debate 
between  Quayle  and  Lloyd  Bentsen, 
Brokaw  was  given  the  opportunity  to  ask 
either  candidate  anything  he  wanted  and 
ended  up  by  asking  Dan  what  the  govern- 
ment should  do  about  "the  65  million 
American  children  who  live  with  their 
families  in  poverty."  Unfortunately,  nei- 
ther candidate  informed  him  that  his  fig- 
ure was  twice  the  total  number  of  Ameri- 
cans living  in  poverty,  and  also  exceeded 
the  total  number  of  American  children. 

The  evidence  suggests  that  the  major 
perpetrators  of  televised  liberal  bias  do 
not  see  their  views  as  biased.  Half  or  more 
of  the  country  votes  for  candidates  who 
oppose  these  views,  yet  television  anchors 
seldom  come  in  contact  with  this  alterna- 
tive world  and  see  themselves  as  express- 
ing ideas  that  represent  a  kind  of  noncon- 
troversial  high-minded  norm.  This  is 
evidently  the  way  Brian  Williams  sees 
things.  Two  years  ago  he  was  being  quoted 
(e.g.,  in  the  Philadelphia  Inquirer)  as 
deriding  the  idea  of  liberal  bias,  which,  he 
said,  "first  started  after  the  Earth  cooled." 

With  a  little  seasoning,  the  new 
anchor  can  be  expected  to  gravitate  even 
more  firmly  into  the  liberal  corner.        F 
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What  do  all  these  companies 
have  in  common? 


Airline  Professionals  Ltd. 


Low  taxes:  16% 


AOL  Time  Warner  HK  Ltd. 


Australand  HK  Co.  Ltd.    AXA  Asia  Pacific  Holdings  Ltd.    Boeing  International  Corporation 

Ciena  (Asia)  Ltd.    Citigate  Dewe  Rogerson    CNN    CSAV      Rul6  Of  ISW 

CI  Ban   government      DVne9V Asia  Communications  Ltd. 

Eli  Lilly  Asian  Operations  Ltd.    FootFall  Asia  Ltd.     FrBB  flOW  Of  infOrmdtiOfl 

GateWaV  tO   China      Fujitsu  Microelectronics  Pacific  Asia  Ltd.     Global  Gateway 

Harvey  Nash    Kumagai  Gumi  Co  Ltd.    March  Networks  Asia  Pacific  Ltd.    MessageLabs  (Asia)  Ltd. 

MitsuiosK  Lines  (Asia)  Ltd  World-class  i  nf  rast  ru  ctu  re 

Unrivalled  lOCatiOn      Morningstar  Asia  Ltd.    NCL  Shipping  Agencies  Ltd. 

Nuance  Communications  HK  Ltd.    OpenTV  HK  Ltd.    Partner  Reinsurance  Co  Ltd. 

Rojam  Entertainment  Holdings  Ltd.     Skilled  WOrkfOTCB 

LeVel  plaVinO  field      Sendmail  (Asia  Pacific)  Ltd.    Shipley  Asia  Ltd. 

SkyGolnc.    Standard  Life  (Asia)  Ltd.    SupertexLtd.     IflteTi 


U'dUDU'dl  nibsviia 


Terayon  Hong  Kong  Ltd.    Ubinetics  Ltd.    United  Commercial  Bank 


They  have  all  recognised  Hong  Kong's  many  advantages  and  put  their  regional  operation  here. 
Over  3,200  others  have  done  the  same.  Care  to  join  us? 


Invest-  ■* 


Find  out  more  at  www.lnvestHK.gov.hk 


The  Government  of  the  Hong  Kong  Special  Administrative  Region 


HONG 

KONG 


*m> 


Suites  1501-6,  Level  15,  One  Pacific  Place,  88  Queensway,  Hong  Kong    Tel:  (852)  3107  1000    Fax:  (852)  3107  9007    Email:  enq@lnvestHK.gov.hk 


,^ddmIylQQ_ 


The 


I  Wages 

Fame 


"TO  BECOME  A  CELEBRITY  IS  TO  BECOME  A  BRAND  NAME," 
Philip  Roth  said  more  than  20  years  ago.  He  was  right,  of  course,  but  the  novelist 
wasn't  thinking  big  enough.  Exploited  correctly,  celebrity  can  be  converted  into 
something  more  durable  than  a  mere  brand.  That  is  indelibly  evident  in  this  year's 
edition  of  FORBES'  annual  ranking  of  fame  and  clout,  the  Celebrity  100.  Hollywood 
talent-manager-turned-producer  Brad  Grey  leverages  the  star  status  of  his 
actors  to  increase  his  own  pull  at  the  bargaining  table  (p.  128).  David  Letterman 
uses  the  perks  of  late-night  fame  to  produce  TV  hits  in  prime  time  (p.  136). 
Money  is  still  the  most  important  metric  of  celebrity,  and  starting  on  the  next 
page  we  calculate  which  entertainers  and  athletes  have  earned  the  most  in  the 
past  year;  in  the  interest  of  diversity,  we've  selected  top  earners  from  different 
professions.  But  the  measure  of  celebrity  entails  much  more— media  mentions 
and  Web  buzz  and  other  touchstones  of  fleeting  fame.  Thus  our  Power  100  list 
(p.  123)  combines  earnings  with  media  exposure  to  calculate  the  relative  status 
of  a  vast  array  of  stars. 

This  year's  champ:  Britney  Spears.  She  doesn't  have  Steven  Spielberg's  pull, 
but  in  the  last  year  she  arguably  had  a  bigger  impact  on  pop  culture.  Celebrity  is 
at  peak  value  in  the  present,  but  these  days  even  minor  stars  can  extend  their 
fame  for  decades.  Some  still  make  money  milking  the  last  bit  of  adulation  from 

it  autogrcjih  shows  (p.  142).  Britney  won't  be  selling  her  signature  anytime 
soon,  but  if  is  nice  to  know  she  will  have  the  option.  Just  in  case. 
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WHO  MADE  WHAT  I 


LAST  12  MONTHS?  OUR  TALLIES  START  ON  THE  NEXT  PAGE 


intel.com 


Do  Intel 

engineers 

have  a  secret 

formula 
for  success? 


A  single  wafer  of  Inter  Itanium'  2  processors  Contains  over  13  billion  transistors. 


0  $25  MILLION.  THAT'S  A  SCARY  NUMBER  FOR  A  PRODUCT  THAT  CAN  FIZZLE  IN  A  WEEKEND. 


-Brett  Pulley 
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ROBERT  DENIRO 

He  helped  revitalize  the 
neighborhood  near  Ground 
Zero  by  launching  the  Tribeca 
Film  Festival.  And  after  years 
of  iconic  performances,  he's 
also  making  major  star  money 
for  films  like  Analyze  This  and 
its  sequel,  Analyze  That. 


SAMUEL  L.JACKSON 
$34  MILLION 

Tinseltown  insiders  say  he's  always 
looking  for  more  jobs.  Maybe  he's 
gunning  for  the  title  of  the  hardest- 
working  man  in  show  business. 
This  summer  alone,  he  appears 
in  three  films:  Changing  Lanes, 
Attack  of  the  Clones  and  XXX. 
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ARNOLD 
SCHWARZENEGGER 

As  he  famously  promised,  he 
will  indeed  be  back.  Just  as 
he  was  getting  close  to  the 
action-hero  retirement  home, 
he  signed  on  for  a  third 
Terminator  movie  and  a 
muscular  paycheck. 
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KEANU  REEVES 
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Some  of  his  recent  roles 
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stirred  little  excitement            i 

among  moviegoers,  but  action 
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fans  (and  studio  heads)  are     j 

already  worked  up  about  his 
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next  project:  two  sequels  to 

The  Matrix,  both  scheduled 

m 

for  release  in  2003. 

L 
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HARRISON  FORD 

Continuing  residuals  and  a 
huge  per-picture  price  mean 
he  has  to  work  on  only  one 
film  a  year  to  land  among  the 
top  earners.  This  year's  big 

payday  came  courtesy  of  the 

<K*> 

upcoming  submarine  movie 
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K-19:  The  Widowmaker. 

n  expect 


-'s  disappointing  Vanilla  Sk- 
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THE  $20-MILLI0N-A-PICTURE  CLUB  THAT  ONCE  DEFINED  ELITE  ACTORS  HAS  BEEN  UPGRADED 
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ADAM  SANDLER 
$47  MILLION 

A  well-paid  triple  threat:  He  writes,  he 
produces,  he  plays  the  class  clown.  Some 
pictures  flop— AOL  Time  Warner  tried  to 
blame  a  bad  quarter  on  Little  Nicky's 
devilish  performance— but  expectations 
are  high  for  this  summer's  Mr.  Deeds. 
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TOM  HANKS 
$45  MILLION 

After  producing  HBO's  Band 
of  Brothers  World  War  II  mini- 
series,  the  two-time  Oscar 
winner  is  back  on-screen  in 
two  films  this  year:  Sam 
Mendes'  Road  to  Perdition 
and  Steven  Spielberg's  Cafe/? 
Me  If  You  Can. 


BEN  AFFLECK 

He  has  turned  himself  into  a 
big-budget  action  hero  with 
successes  like  Pearl  Harbor 
and  The  Sum  of  All  Fears, 
and  he's  getting  paychecks 
to  match:  He  should  earn 
more  than  $10  million  for 
the  lead  role  in  Daredevil. 


Lately  he's  been  starring  in 
war  movies,  including  the 
poorly  received  Hart's  War. 
Now  his  Cheyenne 
Enterprises  is  producing  an 
entirely  different  kind  of  film, 
starring  TV's  Crocodile 
Hunter. 


MEL  GIBSON 
$40  MILLION 

He  made  most  of  his  money 
this  year  from  Signs,  a  summer 
thriller  from  Sixth  Sense 
director  M.  Night  Shyamalan. 
But  he's  still  raking  in  dollars 
from  video  sales  of  last  year's 
successful  comedy  What 
Women  Want. 
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And  the  key 

ingredient  in  the 

Intel  formula  is 

this:  our  core 

belief  that 

advanced 

engineering  will 

continue  to 

increase  the 

performance  of 

computing  year 

after  year.  And 

deliver  the 

tools  that  make 

business  run 

better. 


Innovate. 

It's  the  essence 
of  what  we  do: 

create  new 

technologies  to 

help  business  do 

more  at  lower  cost, 

It's  engineering 

applied  to 
real  business. 


technologies  that 
bring  tangible 

improvement  to 
computing  and 

communications, 
day  after  day. 
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It  takos  fom.uk. tu'     . 
lo  produce  such  compW 
In  mass  quanli 


The  electron  microscope 

allows  us  to  explore 

nanometer-sized  transistors. 


_. 


intel.com 


Mass  produce. 

Creating  one 
new  processor  is 

only  a  start. 
The  challenge  is 
to  manufacture 
millions  to  meet 
the  demands  of 
computer  makers 
and  corporations 

worldwide. 

Thinking  on  this 

scale  allows  us  to 

deliver  higher 

performance  and 

lower  cost  to 

business. 


Reinvest. 

Business  speaks, 

Intel  listens. 

Based  on 

real-world 

feedback,  we 

invest  heavily  in 

new-generation 

technologies. 

Last  year,  it  was 

over  $11  billion 

for  research  and 

new  facilities. 

We  think  of  it 

as  an  investment 

in  your  company's 

future. 
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In  just  one  week, 

a  typical  Intel  facility  can  produce 

thousands  of  wafers. 


The  Celebrity 
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MILLION.  BUT  HER  FELLOW  ACTRESSES  DO  OKAY,  TOO.  -Brett Puiiey 


JULIA  ROBERTS 
$20  MILLION 

America's  sweetheart  decided 
to  pass  on  the  (relatively)  big 
bucks  and  spent  the  past  year 
making  low-budget 
independent  films.  But  she'll 
be  back  to  her  full-wattage 
self  next  year  in  Mona  Lisa 
Smile. 


JENNIFER  LOPEZ 
$37  MILLION 

A  real  multimedia  diva; 

She's  on  the  radio  with 

crWt-topping  music,  on 

television  with  steamy 

videos  and  in  the  tabloids 

with  her  love  life.  But  she 

Wis  most  of  her  money 

the  movies,  starring  in 

thrillers  and  comedies. 
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NICOLE  KIDMAN 

She  didn't  make  much  for  her 
role  in  Moulin  Rouge,  an 
injury  forced  her  out  of  The 
Panic  Room  and  she  and  Tom 
Cruise  divorced.  Otherwise 
she's  fine,  with  a  full  plate 
that  includes  higher-paying 
films  like  The  Human  Stain. 
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REESE  WITHERSPOON 

She's  become  one  of 
Hollywood's  hottest 
actresses  since  she  starred 
in  the  surprise  comedy 
hit  Legally  Blonde.  The 
26-year-old  is  seeing  her 
pay  soar,  now  at  least 
$8  million  per  role. 
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LIAfiOBERTS  WAS  THE  FIRST  WOMAN  TO  EARN  $20  MILLION  PER  FLICK,  AND  NOW  SHE'S  THE  FIRST! 


CAMERON  DIAZ 
$40  MILLION 

Blonde,  busy  and  rich.  She  gets 

paid  close  to  Julia  money,  and  she 

works  constantly.  She'll  take  home 

$20  million  for  the  Charlie's 

Angels  sequel,  and  she's  also 

cashing  checks  from  a  starring 

role  in  Martin  Scorsese's  Gangs  of 

New  York  and  a  starring  voice  in 

the  Shrek  sequel. 


SANDRA  BULLOCK 

Her  bank  account  swells  this 
year  as  she  stars  in  two 
current  releases,  Murder  by 
Numbers  and  The  Divine 
Secrets  of  the  Ya-Ya 
Sisterhood,  where  she  gets  a 
chance  to  work  out  some 
mother-daughter  issues. 


LISA  KUDROW 
$26  MILLION 

She  generates  less  gossip  than 
her  Friends  costars,  perhaps 
because  she's  busy  working. 
Up  next:  She  reprises  her  role 
from  Analyze  This  in  the  clev- 
erly named  Analyze  That.  Not 
bad  for  someone  best  known 
for  playing  a  ditz. 


MEG  RYAN 
$25  MILLION 

She  has  deferred  some  of  her 
upfront  fee  for  the  low- 
budget  Against  the  Ropes. 
But  she  gets  paid  as  well  as 
any  of  her  Hollywood 
boyfriends  for  starring  in 
romantic  comedies  like  Kate 
and  Leopold. 
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COURTENEY  COX 
ARQUETTE 
$24  MILUON 

She  got  her  start  dancing  in  a 
Bruce  Springsteen  video,  then 
appeared  for  a  stint  on  Family 
Ties.  But  she's  making 
considerably  more  for  her 
final  season  of  Friends. 


JENNIFER  ANISTON 

Friends  is  paying  her 
$1  million  an  episode  for  the 
sitcom's  final  season.  She's 
starring  in  The  Good  Girl,  a 
comedy  due  out  this  fall.  And 
she's  married  to  Brad  Pitt. 
Can  you  say  Hollywood 
princess? 
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Repeat 
enthusiastically. 

It's  been  a 

successful  formula 

for  over  30  years. 

It's  also  our 

business  plan  for 

the  future. 

Because  it's  a 

formula  that  allows 

us  to  keep 

delivering 

innovative,  reliable 

and  cost-effective 

computing 

solutions.  That's 

the  way  Intel 

works. 

Enthusiastically. 
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In  the  world  of  Intel  It  takes  teamwork  — 

the  clean-room  i  and  Incredibly  advanced  technology  ■ 

a  way  of  life.  to  create  Intel  processors. 
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TOP  PRODUCE^  AND  DIRECTORS  COMMAND  HUGE  FEES  AND  A  PORTION 
whatever  their  films  gross,  wrfetrr   01  nt  their  product  makes  a  profit.  Or  they  can  go  anotf 
route:  Finance  their  ovfl  jlockbusters  and  keep  any  earnings  for  themselves.  -Brett  Pu 
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GEORGE  LUCAS 


His  first  science  fiction  film— 
THX/tffl-wasaflop,  but  he 
nailed  it  on  the  second  try, 
and  created  a  franchise  that's 
lasted  25  years.  The  latest  Star 
Wars  saga  isn't  performing  as 
well  as  his  last,  but  it's  still 
guaranteed  to  make  him 
money. 

BRIAN  GRAZER  AND 
RON  HOWARD 

The  producmg-and-directing 
learn  have  been  Hollywood  big 
shots  for  years,  but  critical  ac- 
claim largely  eluded  them  until 
A  Beautiful  Mind.  Fees  from 
upcoming  films  like  The  Cat  in 
the  Hat  will  pay  for  a  very  nice 
display  case  for  their  Oscar. 

JERRY  BRUCKHEIMER 

Maybe  he's  bored  with  making 
successful  blockbusters  year 
after  year:  How  else  to  explain 
his  foray  into  television 
production?  Of  course,  that's 
gone  well.  too.  yielding  the  hit 
CSI  detective  show  on  CBS.  Up 
next:  a  CSI  spinoff  in  Miami. 

MICHAEL  BAY 
$38  MILLION 

Once  known  as  Jerry  Bruck- 
heimer's protege  for  films  like 
Armageddon,  he's  now  known 
as  Bruckheimer's  very  rich  pro- 
tege. Directing  last  year's  Pearl 
Harbor  earned  him  lots  of  grief 
and  budget  headaches.  It  also 
earned  him  a  huge  payday. 


STEVEN  SPIELBERG 
$100  MILLION 

Even  he  has  some  occasional 
AuAs:  A.I.:  Artificial 
Intelligence  grossed  a 
disappointing  $79  million  in 
the  U.S.  last  year,  and  a  re- 
release  of  E.T.  underwhelmed. 
Unlikely  he's  Worrying  about 
the  prospects  for  this 
summer's  Men  in  Black 
sequel,  or  Minority 
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TIGER  SQUpZES  BY  MICHAEL  AT  THE  TOP,  BUT  IT'S  NOT  WHO 
you  think— thisMike  makes  his  money  on  the  road.  Meanwhile, 
hoop  stars  dominate  the  rest  of  our  list.  It's  gotta  be  the  shoes. 


— Kurt Badenhaus 
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MICHAEL 
SCHUMACHER 
$67  MILLION 

Last  year  the  German  driver 
signed  a  new  two-year  deal 
with  Ferrari;  recently  the 
automaker  caused  an  uproar 
by  ordering  another  Ferrari 
driver  to  let  Schumacher  win 
a  race. 

IORDAN 
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LENNOX  LEWIS 

In  addition  to  the  payday  he 
earned  for  fighting— and 
beating— Mike  Tyson  in 
June,  the  British  pugilist 
pocketed  another  $11  million 
last  year  when  he  knocked 
out  Hasim  Rahman. 

GRANT  HILL 

«*.  1 

What's  a  wounded  basket- 
ball star  worth?  Since  sign- 
ing a  $93  million,  seven-year 
contract  with  the  Orlando 
Magic  in  2000,  he's  been 
limited  to  just  18  games  in 
two  seasons  because  of 
ankle  injuries. 

SHAQUILLE  O'NEAL 

The  most  dominant  player  in 
basketball  has  deals  with 
Burger  King,  Digex,  Nestle 
and  Swatch.  Then  there's 
Ford's  new  Shaq-branded 
SUV— it's  oversized,  of 

•"'   w 

course. 

TIGE 


New  deals  with  Disney  and  Upper  Deck  help  him  earn 
$62  million  a  year  from  endorsements— more  than 
Michael  Jordan  made  at  his  peak.  He's  already  made 

some  $29  million  from  prize  money  and  another  $200 
million  nawking  goods  and  services,  putting  him  on  a 
pace  to  earn  $1  billion  before  he  turns  35. 

KEVIN  GARNETT 

His  six-year,  $126  million 
contract  is  the  NBA's  biggest 
but  it  could  get  bigger:  If  he 
extends  his  stay  with  the 
Minnesota  Timberwolves, 
Garnett  could  land  a  seven- 
year,  $240  million  deal. 

MIKE  TYSON 
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He  had  to  pay  Lennox  Lewis 
$335,000  for  biting  him 
during  a  January  news 
conference.  It  would  have 
cost  him  $3  million  had  he 
chomped  on  Lewis  again  and 
stopped  their  June  fight. 

KOBE  BRYANT 
$22  MILLION 

His  rap  album  never  made  it 
to  stores,  but  that's  the  only 
thing  that  hasn't  gone  the 
23-year-old's  way.  In  the 
last  year  and  a  half  the 
four-time  All-Star  won  his 
third  NBA  title,  and  still 
found  time  to  get  married. 

JEFF  GORDON 

The  30-year-old  won  a 
record  $10.9  million  on  the 
track  last  season.  With 
career  winnings  at  $45 
million,  he's  Nascar's  alltimi 
money  leader,  but  a  high- 
profile  divorce  could  cost 
him  half  of  his  holdings. 


a  JACQUES 
VILLENEUVE 

The  Formula  One  racer  pull: 
down  the  sport's  second- 
highest  salary,  courtesy  of 
sponsor  British  American 
Tobacco  and  others.  But  he 
hasn't  won  a  race  since  199 

MANNY  RAMIREZ 

The  Boston  Red  Sox  signed 
Ramirez  to  an  eight-year. 
$160  million  contract  in 
December  2000  in  the  hopi 
he'd  lead  them  to  their  first 
World  Series  title  since  1911 
They're  still  waiting. 
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Kiual  Calendar  and  ChronoAutomatic. 


at  &  c°  has  created  the  a.o.s.c. '  quality  label  in  order  to 
rantee  the  swiss  quality  of  its  components  and  the  high 
if  \(  turing   standard   of    its  timepieces.    information   or 
.logs  at  1-877-bedatco  (2332826)  ■  www.bedat.com 
lable  at  select  retailers 

YEVE   AND  5WISS  A.O.S.C"    VKF  RFCISTFRED  TRADEMARKS  OF  BEDAT  &  C    SA, 
'A,  SwiTZH 


cadillac.com     800  333  : 


title,  license  and  optional  equipment  extra.   ^v'OQl  cm  Corp  All  rights  reserved.  Cadillac  Cadillac  badge.  CIS 


THESE  ANGLES  ARE  IDEALLY  SUITED  FOR  CORNERS 

CADILLAC  CTS 

0  to  60  in  6.9  seconds.  5-speed  manual.  Refined  at  Germany's  Nurburgring. 

Starting  at  $29,990.* 
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ALEX  RODRIGUEZ 
$25  MILLION 

i  he  $252  million,  ten-year  deal  he 

signed  with  the  Texas  Rangers  in 

December  2000  is  the  biggest 

contract  in  sports  history.  The 

shortstop  has  endorsement  deals 

with  RadioShack,  EbizJets  and 

Colgate-Palmolive. 


ANDRE  AGASSI 

Last  fall  the  top-ranked 
American  tennis  player  wed 
tennis  great  Steffi  Graf,  and 
the  couple  had  a  baby  boy. 
They're  putting  him  to  work 
right  away:  All  three  will  star 
in  a  Deutsche  Telekom  ad. 

DEREK  JETER 
$18.5  MILLION 

He's  inherited  Cal  Ripken  Jr.'s 
spot  as  baseball's 
endorsement  king,  including 
deals  with  Nike,  Gatorade, 
Fleet  and  Kellogg.  Now  he  just 
has  to  make  sure  he  justifies . 
the  $189  million,  ten-year 
deal  the  Yankees  gave  him. 

ALONZO  MOURNING 

After  sitting  out  almost  all  of 
the  previous  season  with  a 
severe  kidney  ailment,  he 
returned  to  the  hard  court  last 
year.  He'll  also  be  in  theaters 
this  summer  in  Like  Mike. 

SCOTTIE  PIPPEN 

After  winning  six  NBA  cham- 
pionship rings,  a  loophole  in 
the  NBA's  old  collective 
bargaining  agreement  allowei 
Pippen  to  negotiate  a 
contract  rich  in  incentives, 
worth  an  extra  $16  million. 

SAMMY  SOSA 


i 


Most  of  his  endorsement 
deals  have  mysteriously  drier 
up,  but  a  new  four-year,  $72 
million  deal  with  the  Cubs 
helps.  Stats,  Inc.  thinks  Sosa 
has  the  best  chance  to  break 
Hank  Aaron's  career  home 
run  record  of  755. 


ipeiied  to  P 
nus  that  landed  him  i 


ARNOLD  PALMER 
$17  MILLION 

A  handshake  agreement  with 
lawyer  Mark  McCormack  in 
I960  led  to  the  formation  of 
sports  agency  IMG  and  revo- 
lutionized athlete  endorse- 
ments. The  aging  golf  great 
still  has  more  than  70  deals. 

KEN  GRIFFEY  JR. 

Playing  for  his  hometown 
Reds  hasn't  gone  as  planned 
for  Junior,  as  injuries  and 
losing  records  have  taken 
their  toll  on  his  performance 
Nearly  half  of  his  $117  milhor 
deal  with  the  Reds  is 
deferred,  at  5%  interest. 


•oils  quarteojack  is  still  the  NFL's  top  endorser,  but  didn't  get  the  same  $8.4  million  signing 
.the  estate  of  the  late  racer  DALE  EARNHARDT  earned  $20  million  in  the  last  12  months. 
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hp  LaserJet  9000  mfp 


Introducing  a  business  machine  that  multitasks  as  well  as  you  do.  That's  why  we  call  it  a 
Multifunction  Printer.  Besides  doing  the  job  of  a  copier,  the  MFP  also  moonlights  as  a  laser 
printer,  network-ready  color  scanner  and  fax  machine.  If  you  have  an  Internet  connection,  you 
can  even  scan  your  documents  and  e-mail  them  in  one  simple  step.  But  doing  more  doesn't 
mean  it  should  be  counted  on  less.  It  is,  after  all,  an  HP.  With  all  the  reliability  and  support 
that  has  made  our  printers  the  business  standard.  To  find  out  more,  call  888-355-9836  end 
mention  source  code  12142  or  visit  www.hp.com/go/mfp99.  Like  you,  it  never  complains  either. 


©2002  Hewletl-Packard  Company  All  righls  reserved. 
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ALL  FIVE  OF  THE  WORLD'S  HIGHEST-PAID  FEMALE  ATHLETES  ARE  TENNIS  STARS-TWO  OF 
whom  are  sisters  and  ranked  first  and  second  in  the  world— but  they  still  make  most  of  their 
money  off  the  court.  And  one  of  them,  for  that  matter,  has  yet  to  win  a  tournament.  -Kurt  Badenhausen 


VENUS  WILLIAMS 
$11  MILLION 

She's  won  eight  tourna- 
ments in  the  past  year, 
including  Wimbledon  and 
U.S.  Open,  and  her 
or  list  is  just  as  im- 
pressive, featuring  Wilson, 
Avon.  Wrigley  and  Sega.  Her 
deal  with  Reebok,  worth  up 
to  $8  million  a  year,  is  the 
richest  in  women's  sports. 
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ANNA  KOURNIKOVA 

Injuries  have  hurt  her  game,  but 
her  won-loss  record  isn't  what 
made  her  a  star  in  the  first  place. 
Ask  Penthouse  magazine,  which 
published  topless  pictures  it  (er- 
roneously) claimed  were  of  her, 
then  apologized  after  she  sued. 

MARTINA  HINGIS 

Last  year  she  filed  a  $40  million 
lawsuit  against  Italian  sports- 
wear manufacturer  and  former 
sponsor  Sergio  Tacchini  claiming 
its  shoes  were  defective.  It's  the 
only  court  she's  seen  lately  since 
recuperating  from  foot  surgery. 

SERENA  WILLIAMS 

The  younger  Williams  sister  has 
many  of  the  same  endorsements 
as  big  sis  Venus  with  one  major 
exception:  Mer  shoe  deal  is  with 
Puma.  One  other  big  difference: 
Serena  beat  her  sister  in  this 
year's  French  Open  finals. 
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In  a  world  where  there's  a  different  kind  of  threat  every  day,  you  need  a  different  kind  of  security. 

New  threats  can  blow  right  through  any  firewall  or  anti-virus  software.  That's  where  we  come  in.  Our  dynamic  protection 
nelps  you  conduct  business  safely  in  the  face  of  ever-changing  threats  and  increased  risk.  From  proactive  research  and 
award-winning  software  to  24/7  protection  and  response  services,  our  solutions  detect,  prevent  and  respond  to  online 
3ttarks  and  misuse.  No  matter  who  you're  up  against.  To  learn  more,  call  800-776-2362.  Or  visit  www.iss.net/ad/forbes. 
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Internet 
Security 
Systems™ 
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SOME  BLAME  INTERNET  PIRACY,  OTHERS  BLAME  BORING  RECORDS 
Either  way,  music  sales  dropped  5%  worldwide  last  year.  These  artists  made 
out  fine,  though,  largely  on  the  strength  of  their  tour  grosses.  -Peter Kafka 
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MARIAH  CAREY 

Lots  of  pop  stars  have  had  public 
meltdowns,  but  none  have  been 
as  lucrative  as  hers.  EMI's  Virgin 
label  paid  her  to  leave  last 
winter,  and  Universal  gave  her  a 
contract  worth  up  to  $20  million 
months  later. 

DAVE  MATTHEWS  BAND 

The  mellow  jam  band  stays  out  of 
the  headlines,  but  they  grossed 
more  than  $65  million  on  the 
tour  circuit  last  year.  Even  better, 
they  recently  achieved  a  rare  pop 
milestone:  their  own  Ben  & 
Jerry's  flavor. 

'N  SYNC 
$42.3  MILLION 

Their  teenie-pop  is  supposed 
to  be  on  the  decline,  but  they  still 
grossed  more  than  $90  million 
on  tour  last  year.  A  more 
worrisome  sign:  Lead  singer 
Justin  Timberlake  now  gets  more 
piess  than  his  bandmates. 

BRITNEY  SPEARS 

Bit  queen  mourned  only  a 
:  last  fall,  her  film 

led  and  sales 
i  '  laiest  album  don't 
irlter  efforts, 
"idising  deals  and 
isors  like  Pepsi 
■  I  .:.  m  '  she's  still  a 
'  favorite. 


$69  MILLION 

The  Irish  rockers  got  plenty  of 
airfime — and  dollars— during 
their  2001  U.S.  tour,  which 
grossed  more  than  $130  mil- 
lion. Lead  singer  Bono  was 
particularly  busy,  holding  forth 
on  Third  World  debt  relief  in 
New  York,  then  shuttling  to 
New  Orleans  for  a  Super  Bowl 
performance  in  the  same  week. 
No  word  on  whether  he  pumped 
Treasury  Secretary  Paul  O'Neill 
for  tax  tips  during  their  highly 
publicized  African  tour  in  May. 
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TOWN  &  COUNTRY 

Elevate  the  art  of  the  piggyback  with  seating  for  seven, 
the  industry's  only  remote  power  dual  sliding  doors  and 
liftgate.*  and  Three-Zone  Automatic  Temperature  Control 
System.  For  more,  1.800. CHRYSLER  or  visit  chrysler.com. 

able  on  select  Town  &  Country  models. 
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MADONNA 
$43MtUJ0N 

The  savviest  woman  in  music 
has  a  busy  schedule:  In  the 
last  year  she  went  on  a  47- 
show  tour  and  starred  in  a 
movie  directed  by  husband 
Guy  Ritchie  and  in  a  play  in 
London's  West  End.  She  also 
found  time  to  issue  a  denial  of 
a  rumored  pregnancy. 


BACKSTREET  BOYS 

Things  may  be  tailing  off  for  the 
boy  band:  Their  latest  album  is 
sliding  off  the  Billboard  charts, 
and  member  Kevin  Richardson's 
testimony  at  a  Senate  hearing  on 
water  pollution  was  boycotted  by 
Senator  George  Voinovich. 

ELTON  JOHN 

His  latest  album,  Songs  From  the 
West  Coast,  failed  to  light  up  the 
music  charts.  The  Rocketman 
stays  aloft  with  proceeds  from  a 
tour  with  Billy  Joel  and  a  steady 
stream  of  royalties. 


AEROSMITH 

They  used  to  cast  themselves  as 
rock  rebels,  but  now  they  are 
considered  elder  statesmen  by 
the  kids  on  MTV.  They  still  get 
plenty  of  lucrative  work,  like  a 
tour  sponsorship  by  Dodge.  And 
old  rock  fans  have  lots  of  extra 
cash  to  spend. 

ERIC  CLAPTON 

The  guitar  legend  doesn't  need 
more  accolades— he  has  been 
inducted  into  the  Rock  and  Roll 
Hall  of  Fame  three  times— but  he 
got  another  one  this  year  anyway 
He  took  home  his  15th  Grammy. 


budgets  have  always  been  the  toughest  part  of 
your  job.  But  you  now  find  those  skills 
being  tested  like  never  before  when 
challenged  to  reduce  infrastructure 
costs  without  risking  your  long-term 
business  objectives. 

HP  Services  can  help:  thousands 
of  infrastructure  specialists  who  have 
provided  IT  operations  for  hundreds  of 
companies  around  the  world.  People 
who  work  with  you  to  address  virtually 
every aspectofyour  infrastructure.  From 
streamlining  operations  to  reducing 
overhead  to  simplifying  processes. 
All  while  ensuring  that  the  solution  is 
flexible  enough  to  evolve  with  your 
changing  needs. 

That's  because  our  outsourcing 
solutions  always  start  with  you— your 
issues,  your  people,  your  challenges. 
So  we  can  take  on  entire  operations 
or  parts  of  operations  depending  on 
the  specific  business  goals  you  hope 
to  achieve. 

HP  infrastructure  solutions- 
servers,  software,  storage,  services 
and  beyond  — are  engineered  for  the 
real  world  of  business.  Because  the  last 
time  we  checked,  that's  where  we  all 
work.  Call  1.800.HPASKME,  ext.  246. 
Or  visit  www.hp.com/go/infrastructure. 

Infrastructure:  it  starts  with  you. 
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A  small  pharmaceutical  company  had  outsized  ambitions:  to  grow  quickly  into  aft 
glol        -        ous     Mr  :^an  Stanley  helped  make  it  happen.  First  by  searching  out 

partner.  Then  brokering  sensitive  negotiations  to  created 


securities  affiliates  of  nley  Dean  Witter  &  Co.,  including  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC  % 

:  Wittei  Asia  Limitei  .'  Stanley  Japan  Limited.  Issued  and  approved  in  the  UK  by  Morgan  Stanley  &  Cd  eer 
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Diabetes  Trials 


cultural  and  management  balance  that  allowed  for  a  merger  of  equals.  The  result? 
^  health  care  giant  was  born.  Such  complex  challenges  are  our  passion.  Such  client 
uccesses  are  our  mission.  What  can  we  do  for  you? 

iternational  Limited,  regulated  by  the  FSA,  and  in  Singapore  by  Morgan  Stanley  Dean  Witter  Asia  (Singapore)  Pte.  Employee  names  have 
aerrchanged  to  protect  their  privacy.  One  Client  At  A  Time  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  ©  2002  Morgan  Stanley. 
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AN  ADVERTISING  RECESSION  PUT  THE  SQUEEZE  ON  ALL  MANNER  OF  MEDIA  WORKERS, 
but  it  made  the  ones  who  can  still  command  big  audiences  even  more  valuable. 

Their  paychecks  reflect  their  preciOUS  StatUS.  -Doug  Donovan  and  Peter  Kafka 


TIECOURKI 
$13  MILLIO  I 

rica's  morning  sweetheart  has  anchored  NBC 
top-rated  morning  news  show,  Today,  for  li  year  i 
now,  and  in  December  she  landed  a  hefty  raisi 
She  has  used  her  high-profile  perch  to  help  figh  • 
cancer:  A  national  study  says  colonoscopic 
have  increased  20%  since  she  had  on 
two  years  ago-on  the  an  i 


Not  content  with  a  daytime 
TV  juggernaut  and  a  hot 
magazine,  she  is  adding  a 
spinoff:  Pop  psychologist  and 
Opi  ah  fixture  Phil  McGraw 
gets  his  own  show,  created 
by  her  Harpo  firm,  this  fall. 

LETTERMAN 

headlines  ones 

II  show 
■  hi-  should-l- 

i  dance 
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On  air,  the  King  of  All  Media 
pleads  relative  poverty.  But 
advertisers  covet  Stern's 
young,  loyal  audience,  even 
though  it  is  smaller  than 
some  of  his  competitors'. 

„  PAUL  HARVEY 

Why  the  fuss  over  aging  TV 
anchors?  The  83-year-old 
proves  there's  room  for  the 
wizened  on  the  airwaves.  His 
ABC  News  Radio  show  is 
carried  on  1,300  stations 
and  reaches  as  many  people 
as  Limbaugh's  show  does. 


ROSIE  ODONNELL 

She  is  handing  off  hosting 
duties  for  her  talk  show  with  I 
a  bang:  In  a  barrage  of 
national  interviews,  she 
came  out  of  the  closet 
this  spring,  then  hosted 
a  Survivor  special. 

JAY  LENO 
$20  MILLION 

He  doesn't  get  the  press, 
critical  acclaim  or  the  pay 
that  David  Letterman  gets, 
but  he  does  draw  a  bigger 
audience,  night  after  night. 
Off  camera  he  is  a  tireless 
stand-up  comic. 

REGIS  PHILBIN 


Two  years  ago  everyone 
wanted  to  be  a  millionaire; 
this  spring  ABC  pulled  the 
game  show  from  its  prime- 
time  schedule.  The  salary 
from  his  daytime  show 
ensures  he  won't  need  a 
lifeline  anytime  soon. 

JOHN  MADDEN 
$13  MILLION 

Moving  from  Fox  to  ABC's 
Monday  Night  Football 
means  the  rotund  announce! 
will  have  to  stay  up  later  ant 
take  a  pay  cut.  His  handlers 
say  his  endorsement  fees 
are  likely  to  keep  rising. 


Introducing  the  most  innovative 
shipment  information  technology. 
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Need  to  see  what's  coming, 

what's  going  and  what's  inside? 

Don't  worry.  There's  a  FedEx  for  that. 


SM 


YOU  WON'T  FIND  THESE  FAMOUS  FOODIE$ 
over  a  hot  stove— they're  too  smart  for  that. 
Clever  cooks  train  replacements,  get  out  of  the 
kitchen  and  watch  their  empires  grow. 

;   —Dorothy •  Pomerantz 


A  SLUMPING  ECONOMY  HASN'T  SLOWED  BOOI 
sales,  which  climbed  21%  last  year.  No  wonder 
Simon  &  Schuster  could  pay  Mary  Higgins  Clarl 
the  largest  advance  in  history.  -Michael  Maieiio 


TODD  ENGLISH 
$5  MILLION 

A  spot  on  People  maga- 
zine's 50  Most  Beautiful  list 
didn't  impress  the  Boston 
health  department,  which 
shut  down  his  flagship 
Olives  twice  in  two  weeks. 
He  fared  better  on  the 
American  version  of  the  r 
Iron  Chef  cult  cooking 
show,  where  he  won. 
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WOLFGANG  PUCK 
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Twenty  years  after  he  opened 
Spago  on  Sunset  Strip,  he's  ready 
to  franchise,  and  he  says  he  will 
have  300  Wolfgang  Puck  Express 
restaurants  in  five  years. 

EMERIL  LAGASSE 

His  name  is  now  Hollywood  short- 
hand for  sitcom  failure,  but  his 
embarrassing  turn  on  NBC  last  fall 
didn't  hurt  the  Bam  Man's  wallet. 
He's  still  the  highest-paid  star  on 
the  Food  Network. 

ALAIN  DUCASSE 


French  chef  is  trying  to  win 
rer  New  Yorkers  to  his  epony- 
i  !J~-and  very  expensive— 
ant  with  a  prix-fixe  lunch 
■red  at $65. 

IKI  MATSUHISA 


cookbook  is  festooned 
isc  from  partner 

e  Niro  and  long-time  fans 
and  Bill  Clinton. 

j  China  outpost. 
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NOBODY  SAID  BEING  BEAUTIFUL  WAS  EASY: 
Not  only  are  models  losing  endorsement 
work  to  the  likes  of  starlets  and  pop  stars, 
the  rates  for  the  deals  they  do  get  are 
droopin&But  these  women  can  still  afford 

tO  smikfcrKki  Blakeley 
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THE  MULTICHANNEL  UNIVERSE  MAKES  II 
easier  than  ever  to  happen  upon  instant  far 
All  those  pipes  need  content,  and  some  of  it 
bound  to  strike  a  chord.  But  sudden  celebri 
is  more  fragile  than  other  kinds.  Overexpoj 
can  turn  even  rabid  fans  into  drowsy  yawne 

—Kemp  Pov* 
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GISELE  BUNDCH 
$12.5  MILLI 

e  world'st- 
el  is  even 
er  native  Brazil;  after 
clothier  C&A  signed  her 
to  a  Brazilian  campaig 
shot  up  20%  ther 
TES  also  found  her 
of  a  cover  for  our 
izilian  edition  this 
be  does  fine  away 
ionic,  too,  with 
i-figure,  multiye?' 
m  Bulgari,  Dole 
Gabb 
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CHRISTY  TURLINGTON 

Many  models  want  to  act,  but  few 
want  to  report  from  Afghanistan. 
Yet  that's  where  the  33-year-old's 
gig  as  a  Today  show  correspon- 
dent landed  her  last  year. 

CAROLYN  MURPHY 

Last  year  she  took  Elizabeth 
Hurley's  crown  as  the  face  of 
Estee  Lauder  cosmetics.  The  pay 
is  better  than  for  her  last  job- 
running  a  surfside  restaurant  she 
owned  in  Costa  Rica. 

HEIDI  KLUM 
$4,5  MILLION 

A  Victoria's  Secret  favorite  who 
knew  she'd  make  it  big— she 
copyrighted  her  own  name  years 
before  she  became  famous.  She 
also  designs  her  own  swimsuits, 
available  only  on  her  Web  site. 

A  JOVOVICH 

of  L'Oreal  made  the  jump 
'lies  to  movies,  with  a 
n  in  Zoolander  and  the 
■  'dsnt  Evil. 


ORLANDO  JONES 
$2  MILLION 

The  former  7UP  pitchman  caught 
movie  executives'  collective  fancy 
and  has  appeared  in  seven  movies 
in  the  past  two  years.  Now  the  fizz 
appears  to  have  turned  flat. 

JAMIE  SALE 

AND  DAVID  PELLETIER 


Winning  a  controversial  Olympic 
gold  gave  these  Canadians  a 
chance  to  flash  their  smiles,  but 
little  in  the  way  of  endorsements. 

ASHLEIGH  BANFIELD 

She  has  become  the  most  famous 
face  on  MSNBC  since  last  year's 
terror  attacks,  but  that  hasn't  got- 
ten her  a  raise  from  the  contract 
she  signed  in  April  2000. 

BENJAMIN  CURTIS 

"Dude,  You're  Getting  a  Dell!"  But 
the  NYU  student  isn't  getting  a  cut 
of  the  PC  maker's  new  DudeWear 
line.  It's  hard  to  turn  a  catch- 
phrase  into  a  career. 


SBOURNEr 
ILLION 

Ozzy  has 
rock  mainstay 
for  decades,  but  his 
brood  was  anonymous 
until  MTV  cameras  showei 
up  in  their  Beverly  Hills 
mansion  and  made  them 
America's  newest— and  mosi 
vulgar— reality  stars.  MTV 
got  them  on  the  cheap  for 
their  first  season,  but  their  h 
paydays  start  next  fall,  wher 
the  cable  network  will  pony 
anywhere  from  $5  million  to 
$20  million,  depending  on 
whom  you  believe,  to  keep  fl 
acting  up  and  on  the  air.  No/ 
daughter  Kelly  wants  a  sine 
career,  but  she  should  hum 
This  show  may  not  have  a 
happy  ending. 
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Only  a  Xerox  Document  Centre  shifts  your  office 

into  overdrive.  It  prints,  copies,  faxes,  scans  and  e-mails 

like  no  other.  Saving  you  time  and  money. 

There's  a  new  way  to  look  at  it. 


ormance  proves  it.  Top  companies  know  it. 
\  whj  86%  of  Forum;  500®  companies  rely 
tocument  Centre  Multifunction  systems  to  save 
1  time  and  money*  Our  unique  design  provides. 
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maximum  network  performance.  The  result  is  cost- 
crunching  productivity  that  puts  your  business 
way  ahead  of  the  pack.  To  find  out  how  we  can  save 
your  business  time  and  money,  get  in  touch  today. 


tit:  www.xerox.com/vroom  Call:  1-800-ASK-XEROX  ext.VROOM 


The  Document  company 

XEROX 


i  Document  Centre  features  are  optional.  ©2002  XEROX  CORPORATION  All  rights  reserved  XEROX?  The  Document  Company,"  Document  Centre8  and  There's  a  new  way  to  look  at  it  are  trademarks  of  XEROX  CORPORATION 


THEY  FLY  UNDER  THE  CELEBRITY  RADAR, 
but  tykes  know  all  about  these  stars.  So  do 
their  parents,  who  foot  the  bill  for  these 
minimoguls'  music,  movies  and  videos. 

—Nicole  Ridgway  With  Kiri  Blakeley 
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HOLDING  PUBLIC  OFFICE  MAY  BE  A  NOBLE 
calling,  but  the  private  life  pays  much  better. 
Bill  Clinton  can  make  more  in  a  month  than 
he  did  in  his  eight  years  as  President;  Rudy 
Giuliani  can  finally  afford  to  pay  Manhattan 


rents.  -Matthew  Swibel 
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LIL'  BOW  WOW 
$3.2  MILLION 

The  pint-sized  rapper  sold  3.5 
million  copies  of  his  first  two  discs. 
Next  up,  the  15-year-old  gets  a 
starring  role  in  the  basketball 
movie  Like  Mike,  out  this  summer. 


Efforts  to  make  her  the  next 
Britney  Spears  haven't  panned  out, 
but  the  18-year-old  parlayed  her  MTV 
exposure  into  a  Neutrogena  ad  deal 
and  leading  roles  in  teen  movies. 

MELISSA  JOAN  HART 


She  charms  kids  in  Sabrina,  the 
Teenage  Witch,  now  in  its  seventh 
season  on  the  WB  network.  Hart, 
26,  and  mom,  Paula,  run  their  own 
Ion  company. 
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RUDY  GIULIANI 

The  ex-mayor  is  no  billionaire,  but 
he  does  okay,  charging  $100,000 
to  hold  forth  on  "Leadership  in 
Difficult  Times,"  for  clients  like 
Sodexho  and  Computer  Associates. 

JACK  WELCH 
$5.25  MILLION 

A  public  love  life  and  new  worries 
about  his  old  company  haven't  di- 
minished demand  for  the  former 
General  Electric  boss,  who  fields 
45  speaking  offers  a  month. 

BILL  COSBY 

vw  M1LUUN 

Most  college  students  were  too 
young  to  watch  his  last  hit 
television  show,  but  he's  still 
a  big— and  pricey— speaker  on 
campuses  like  Ohio  State. 

MARTIN  SHORT 

Companies  like  J.P.  Morgan  Chase, 
Schering-Plough  and  Gulfstream 
Aerospace  ask  him  to  help  rectify  a 
humor  shortfall,  and  he's  happy  to 
oblige-at  $100,000  a  shot. 


BILL  CLINTON 
$25  MILLION 

The  world's  most  famous 
retiree  denied  reports  he 
wants  his  own  talk  show, 
but  he's  a  well-paid 
gabber  nonetheless, 
commanding  up  to 
$125,000  per  lecture. 
When  he  speaks  overseas  i 
the  fees  go  even  higher- 
up  to  $250,000  a  chat  (» 
Secret  Service  detail 
accompanies  him  when  he  I 
globe-trots).  A  reported 
$12  million  book  deal  also  ||| 
helps  him  pay  the  bills. 


TURN  THE 
PAGE  FOR 
THE  FORBES 
POWER  100 
FOLDOUT. 
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Performance.  Unlike  any  other. 


Born  of  a  century  of  innovative  engineering,  even  the  most  luxurious  Mercedes-Benz  offers 
unrivaled  power  and  responsiveness.  Call  1-800-FOR-MERCEDES.  Visit  MBUSA.com.  The  S-Class 
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does  form  follow  function  with  greater  flair  than  in  a  Mercedes.  Witness  the  new  SL  with  its  16-sec.  retractable 


THEY  FLY  UNDER  THE  CELEBRITY  RADAR, 
but  tykes  know  all  about  these  stars.  So  do 
their  parents,  who  foot  the  bill  for  these 
minimoguls'  music,  movies  and  videos. 


-Nicole  Ridgway  with  Kiri  Blakeley 


HOLDING  PUBLIC  OFFICE  MAY  BE  A  NOBLE 
calling,  but  the  private  life  pays  much  better. 
Bill  Clinton  can  make  more  in  a  month  than 
he  did  in  his  eight  years  as  President;  Rudy 
Giuliani  can  finally  afford  to  pay  Manhattan 

rents.  -Matthew  SwibeiM 
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MARY-KATE 

AND  ASHLEY  OLSEN 

$15  MILLION 

They  are  the  Martha  Stew- 
arts of  the  pre- 
pubescent  set.  The  twins, 
now  16  years  old,  have 
leveraged  childhood  roles 
on  TV's  defunct  sitcom  Full 
House  (1987-1995)  into  a 
brand  that  will  generate 
sales  of  $1  billion  this  year. 
Wal-Mart  sells  Olsen 
clothes,  accessories  and 
cosmetics.  The  duo's 
Dualstar  Entertainment 
Group  also  peddles  videos, 
books  and  TV  shows.  Last 
year  they  launched  a  British 
invasion;  Asia  is  next. 
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FRANKIE  MUNIZ 

He  made  his  mark  in  Fox's  hit  sit- 
com Malcolm  In  the  Middle.  Now  he 
gets  grown-up  movie  money.  The 
16-year-old  earned  more  than 
$2  million  for  Agent  Cody  Banks. 

LIL  BOW  WOW 
$3.2  MILLION 

The  pint-sized  rapper  sold  3.5 
million  copies  of  his  first  two  discs. 
Next  up,  the  15-year-old  gets  a 
starring  role  in  the  basketball 
movie  Like  Mike,  out  this  summer. 

MANDY  MOORE 

Efforts  to  make  her  the  next 
Britney  Spears  haven't  panned  out, 
but  the  18-year-old  parlayed  her  MTV 
exposure  into  a  Neutrogena  ad  deal 
and  leading  roles  in  teen  movies. 

MELISSA  JOAN  HART 
$2.5  MILLION 

She  charms  kids  in  Sabrina.  the 
Teenage  Witch,  now  in  its  seventh 
season  on  the  WB  network.  Hart, 
26,  and  mom.  Paula,  run  their  own 
production  company. 
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Brad  Grey  has  muscled  in  on  showbiz,  parlaying  talent  agency  work  into  hits  like 

The  Sopranos  and  studio-like  power. 


BY  BRETT  PULLEY 


OLLYVVOOD  IS  OBSESSED  Willi  SIZE.  IT  IS  WHY  DISNEY 
night  ABC ,  why  Seagram  purchased  Polygram  Records  for  its 
niversal  unit  and  why  Paramount'*,  parent,  Viacom,  grabbed 
?s.  Yet  the  bigger-is-better  mind-set  is  rejected  by  one  of  the 
ost  successful  hitmakers  in  the  entertainment  industry:  a 
unpad  5-foot-6  producer  and  talent  manager  named  Brad 
rev.  In  a  23-year  career  he  has  never  been  hotter,  what  with  his 
BO  franchise.  The  Soprano*,  about  to  begin  its  fourth  season 
id  Ju>t  Shoot  Me,  on  NBC,  beginning  to  reap  a  fortune  on 
runs.  But  he  professes  no  desire  to  turn  his  boutique  into  a 
nergistic  beast. 

"We're  just  a  small-time  player,"  Grey  says  of  his  Brillstein- 
rey  Entertainment,  which  manages  stars  like  Jennifer  Aniston 
id  Brad  Pitt  and — in  an  unabashed  conflict  of  duties — tries  to 
ant  clients  in  the  shows  it  produces.  Grey,  44,  who  built  the 
m  alongside  his  mentor  and  former  partner,  venerable  pro- 
lcer  Bernie  Brillstein,  is  no  small-timer;  he  wields  sole  control 
er  Holh-wood's  most  successful  management  and  production 
m.  But.  he  insists,  "I  have  no  interest  in  building  this  into 
mething  that  we  are  not.  It's  not  that  we  don't  have  aspira- 
tions to  continue  to  grow,  but  it  has  to  be  done 
inglingwith  ,  ,  ,      .       , 

,,  ..  in  a  measured  wav,  because  we  understand 

e  Mob:  Brad 

ey  with  u  hat  our  core  business  is."  That  is  "represent- 


tpranos  stars  ing  j  actors  and  writers]  and  doing  TV  and  film 

lie  Falco.  production,"  he  says. 

indolfini  With  an  A-list  clientele  and  a  track  record 

d  Lorraine  of  hit  shows,  Grey  has  what  every  Armani-clad, 

acco.  Porsche-driving  would-be  mogul  west  of 


downtown  Los  Angeles  wants:  access.  "There  are  20  people  who 
basically  run  this  town.  Brad  can  get  any  of  them  on  the  phone 
immediately,"  says  Brillstein,  71,  who  sold  his  stake  to  Grey  sev- 
eral years  ago  but  still  works  for  the  firm.  "The}'  answer  his  call 
because  thev  never  know  what  he  might  say  that  will  be  vital  for 
them  to  hear." 

Grey  has  made  himself  rich  and  powerful  mainly  by  using 
other  people's  money,  Studio  partners  finance  the  shows  that 
his  Brad  Grey  Television  unit  creates,  then  the  two  sides  split  the 
equity.  It's  a  lucrative  arrangement  for  Grey.  He  still  has  his 
share  ot  flops — the  Jim  Carrey  movie  turkey,  The  Cable  Guy; 
Paul  Simon's  Broadway  fiasco,  Capeman;  the  disappointing  TV 
series  The  Naked  Truth.  But  when  a  show  works,  he  gets  rich. 
Reruns  of ///>/  Shoot  Me,  Brillstein-Grey's  most  profitable  series 
(and  a  vehicle  for  its  client,  actor  David  Spade),  have  been  sold 
for  a  hefty  S525  million  for  a  five-year  run,  or  S3  million  an 
episode  for  the  175  made  in  seven  seasons  on  the  air.  Half  goes 
to  the  studio  (in  this  case,  Universal),  and  Grey  gets  the  other 
half — some  S262  million.  Add  to  that  a  production  fee  at 
$50,006  per  episode. 

That  kind  of  comp  would  land  Grey  on  the  Forbes  Celebrity 
100  list  (see  p.  88),  but  we  exclude  suits  like  him  in  favor  of  cre- 
ative types  like  George  Lucas  and  Steven  Spielberg.  Suffice  it  to 
say  that  some  stars  make  the  list  by  knowing  him:  The  highest  - 
paid  actor  on  the  list  is  goofbaU  Adam  Sandler,  a  Grey  client., 

Brillstein-Grey's  most  impressive  paydays,  however,  have 
come  from  a  string  of  transactions  in  which  Bernie  and  Brad 
sold  much  of  the  equity  in  their  firm  to  media  giants  for  about 


PHOTOGRAPH  BY  NIGEL  PARRY  '  CPI  FOR  FORBES 


F    O    R    1?    H  '  S 


[*% 

V|J 

^k**^m 

^r^^P 

CO 

CD 
CD 
CD 
CO 
CO 
CO 

288,000  7 

CD 
CO 

SI 

J; 

CO 
CO 

CO 

CM 

s 

J 

BP9 

H  v^ 

1 
■  « 

^H 

^ 


©2002  Mercedes-Benz  USA,  LLC.  A  DaimlerChrysler  Company 


i 


2i 


\ 


I 


Brad  Grey  has  muscled  in  on  showbiz,  parlaying  talent  agency  work  into  hits  like 

The  Sopranos  and  studio-like  power. 


I 


BY  BRETT  PULLEY 


IOLLYWOOI)  is  OBSESSED  WITH  Sl/K 


IS  WHY  DISNEY 


x>ught  ABC,  why  Seagram  purchased  Polygram  Records  for  its 
Universal  unit  and  why  Paramount'*  parent,  Viacom,  grabbed 
IBS.  Vet  the  bigger-is-better  mind-set  is  rejected  by  one  of  the 
nost  successful  hitmakers  in  the  entertainment  industry:  a 
.ompact  5-foot-6  producer  and  talent  manager  named  Brad 
3rey.  In  a  23-year  career  he  has  never  been  hotter,  what  with  his 
IBO  franchise,  The  Soprano*,  about  to  begin  its  fourth  season 
ind  Just  Shoot  Me,  on  NBC,  beginning  to  reap  a  fortune  on 
eruns.  But  he  professes  no  desire  to  turn  his  boutique  into  a 
synergistic  beast. 

"We're  just  a  small-time  player,"  Grey  says  of  his  Brillstein- 
Jrey  Entertainment,  which  manages  stars  like  Jennifer  Aniston 
ind  Brad  Pitt  and — in  an  unabashed  conflict  of  duties — tries  to 
plant  clients  in  the  shows  it  produces.  Grey,  44,  who  built  the 
firm  alongside  his  mentor  and  former  partner,  venerable  pro- 
ducer Bernie  Brillstein,  is  no  small-timer;  he  wields  sole  control 
over  Hollywood's  most  successful  management  and  production 
firm.  But,  he  insists,  "I  have  no  interest  in  building  this  into , 
something  that  we  are  not.  It's  not  that  we  don't  have  aspira- 
tions to  continue  to  grow,  but  it  has  to  be  done 
Mingling  with  ,  ,  A '  , 

the  Mob-  Brad       in     measured  way,  because  we  understand 

Grey  with  what  our  core  business  is."  That  is  "represent- 

Sopranos  stars  ing  [ actors  and  writers]  and  doing  TV  and  film 

Edie  Falco.  production,"  he  says,      . 
Gandolfini  With  an  A-list  clientele  and  a  track  record 

and  Lorraine  ot  hit  shows.  Grey  has  what  every  Armani-clad, 

Bracco.  Porsche-driving  would-be  mogul  west  of 


downtown  Los  Angeles  wants:  access.  "There  are  20  people  who 
basically  run  this  town.  Brad  can  get  any  of  them  on  the  phone 
immediately,"  says  Brillstein,  71,  who  sold  his  stake  to  Grey  sev- 
eral years  ago  but  still  works  for  the  firm.  "They  answer  his  call 
because  they  never  know  what  he  might  say  that  will  be  vital  for 
them  to  hear." 

Grey  has  made  himself  rich  and  powerful  mainly  by  using 
other  people's  money,  Studio  partners  finance  the  shows  that 
his  Brad  Grey  Television  unit  creates,  then  the  two  sides  split  the 
equity.  It's  a  lucrative  arrangement  for  Grey.  He  still  has  his 
share  of  flops — the  Jim  Carrey  movie  turkey,  77a'  Cable  Guy; 
Paul  Simon's  Broadway  fiasco,  Capeman;  the  disappointing  TV 
series  The  Naked  Truth.  But  when  a  show  works,  he  gets  rich. 
Reruns  of  just  Shoot  Me,  Brillstein-Grey's  most  profitable  series 
(and  a  vehicle  for  its  client,  actor  David  Spade),  have  been  sold 
for  a  hefty  S525  million  for  a  five-year  run,  or  S3  million  an 
episode  for  the  173  made  in  seven  seasons  on  the  air.  Half  goes 
to  the  studio  (in  this  case,  Universal),  and  Grey  gets  the  other 
half — some-  $262  million.  Add  to  that  a  production  fee  of 
$30,000  per  episode. 

That  kind  of  comp  would  land  Grey  on  the  Forbes  Celebrity 
100  list  lice  p.  S3),  but  we  exclude  suits  like  him  in  favor  of  cre- 
ative types  like  George  Lucas  and  Steven  Spielberg.  Suffice  it  to 
sav  that  some  stars  make  the  list  bv  knowing  him:  The  highest- 
paid  actor  on  the  list  is  goofball  Adam  Sandler,  a  Grey  client., 

Brillstein-Grey's  most  impressive  paydays,  however;  have 
come  from  a  string  of  transactions  in  which  Bernie  and  Brad 
sold  much  of  the  equity  in  their  firm  to  media  giants  for  about 
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$200  million — and  then  regained  that  equity, 
almost  free  of  charge,  after  the  titans  got 
bought  or  changed  course.  In  the  end  most  of 
the  equity  ended  up  in  Grey's  pocket,  even  his 
elder  partner's  equity. 

All  money  is  funny  in  Hollywood,  and 
Grey's  is  no  exception.  His  blending  of  artist 
management  and  show  production  into  one 
company  is  rife  with  conflicts.  He  has  to  nego- 
tiate on  behalf  of  his  stars  and  assure  them  he 
has  only  their  interests  in  mind,  yet  at  the 
same  time  make  his  program  buyers  feel  their 
interests  are  paramount.  Can  anyone  blame 
the  envious  denizens  of  Hollywood  for  sus- 
pecting that  Grey's  own  agenda  wins  out? 

"It  is  a  conflict  of  interest,"  he  candidly  ad- 
mits. "I  don't  shy  away  from  it.  I  like  to  be  crys- 
tal clear  about  it  and  acknowledge  it."  His  pol- 
icy is  to  inform  all  clients  that  he  also  is  in  the 
content  business.  Any  performers  who  choose 
to  join  a  Grey  production  are  required  to  hire 
an  outside  attorney  and  agent  to  protect  them 
in  the  crossfire.  Tlte  Sopranos  began  as  a  project 
Grey  was  pitching  in  partnership  with  David 
Chase,  the  show's  creator.  Avoiding  any  con- 
flict, Chase  opted  for  outside  management. 

It  is  the  kind  of  double-dealing  that  the 
Screen  Actors  Guild  sought  to  prevent  when 
it  imposed  rules  63  years  ago  blocking  talent 
agents — as  opposed  to  the  newer  breed  of  managers  like  Grey — 
from  owning  a  stake  in  the  movies  and  TV  shows  that  employ 
their  clients.  (Agents  are  licensed  by  the  state  for  one  purpose: 
getting  their  clients  jobs,  typically  for  a  10%  cut.  This  singular 
focus  lets  them  handle  many  artists  at  once.  Managers  are 
unregulated  independent  contractors,  free  to  reap  commissions 
that  run  about  15%  and  to  own  a  piece  of  the  project.  So  why 
doesn't  every  agency  simply  declare  itself  to  be  a  manager? 
Because  the  work  load  is  a  lot  greater:  They  are  expected  to  pro- 
vide everything  from  career  advice  to  financial  planning.) 

The  first  Hollywood  mogul  to  build  a  production  company 
off  the  strength  of  talent  representation  was  the  late  Lew 
Wasserman,  who  won  a  special  exemption  from  SAG  in  the 
1950s  and  turned  his  talent  agency,  Music  Corp.  of  America 
(MCA),  into  what  is  today  Universal  Studios. 

In  the  late  1980s  and  early  1990s  agents  like  the  storied 
Michael  Ovitz,  then  of  Creative  Artists  Agency,  put  together 
packages  of  actor,  writer  and  director  clients  for  a  particular 
movie  and  then  raked  in  lucrative  fees  on  top  of  commissions. 
But  managers  can  reap  far  bigger  rewards  by  owning  a  stake  in 
the  productions.  That  is  why  agents  have  been  lobbying  SAG  to 
earn  the  right  to  strike  equity  deals  with  production  companies; 
the  actors  union  recently  voted  down  the  plan.  Ovitz  himself 
tried  to  ape  Grey's  approach  a  few  years  ago  when  he  opened 
his  new  shop,  Artist  Management  Group,  but  it  recently  buckled 
under  its  inability  to  produce  hits  on  TV  or  in  film. 
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Five  years  ago  Grey's  business  model  came  under  attacl 
when  his  longtime  client  and  friend,  comedian  Garry  Shan 
dling,  filed  a  $100  million  lawsuit  accusing  Grey  of  using  theii 
relationship  to  execute  other  deals  without  fairly  compensating 
Shandling.  Grey  countersued  for  $10  million,  claiming  Shan- 
dling  was  an  irresponsible  business  partner.  Name-calling 
ensued,  and  entertainment  honchos  on  both  coasts  watched  ir 
salacious  disbelief.  "It  was  about  as  ugly  a  situation  as  you  car 
get,"  recalls  Lome  Michaels,  the  producer  of  Saturday  Nigh 
Live  and  a  longtime  client  of  Brillstein-Grey.  The  case  was  set- 
Ued  before  it  went  to  court,  but  not  before  it  killed  a  friendship 
and  blemished  Grey's  image. 

"We  didn't  lose  one  client,  so  on  a  business  level  it  had  zerc 
effect,"  he  says.  "But  I'd  be  less  than  honest  if  I  said  it  had  nc 
effect  on  me  on  a  personal  level."  Shandling  won't  comment. 

Grey's  showbiz  odyssey  began  in  the  blue-collar  city  of  Buf- 
falo, N.Y.  Grey,  whose  father  was  a  sales  rep  for  a  garment  man 
ufacturer,  was  born  in  the  Bronx  and  raised  on  Long  Island 
While  attending  the  State  University  of  New  York  at  Buffalo  ir 
the  late  1970s,  he  worked  as  an  errand  boy  for  a  Buffalo  concer 
promoter — Harvey  Weinstein,  now  head  of  Miramax. 

When  he  graduated  in  1979,  Grey  went  to  work  with  Wein 
stein  and  the  two  soon  formed  a  management  company.  Gre} 
combed  comedy  clubs  on  the  East  Coast,  searching  for  clients 
and  one  of  the  first  he  signed  was  Shandling.  After  a  friendh 
parting  with  Weinstein  in  1983,  Grey  headed  to  Los  Angele: 
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where  he  built  his  client  list 
to  include  fledgling  stars  like 
Dennis  Miller  and  Dana 
Carvey.  In  1985  he  went  to 
work  for  Brillstein,  who  by 
then  had  already  blazed  a 
trail  as  a  successful  manager 
and  producer. 

Brillstein,  a  Manhattan 
native  who  grew  up  in  a 
showbiz  family,  had  built  his 
management  firm  on  com- 
ics, including  John  Belushi, 
Dan  Aykroyd  and  Gilda 
Radner.  He  produced  several 
films,  such  as  The  Blue* 
Brothers  and  Ghostbusters, 
and  helped  launch  hayseed 
TV  hit  Hee  Haw  and  a  list  of 
shows  and  films  for  another 
client,  Muppet-man  Jim 
Henson. 

In  Grey,  Brillstein  saw  a 
young  man,  27  years  his 
junior,  who  understood  tal- 
ent as  well  as  he  did  I  le  also 
viewed  Grey  as  an  anomaly 
in  Hollywood — a  business- 
man. "He  was  the  first  guy  I 
:ver  saw  in  this  business  who  read  the  Wall  Street  Journal," 
killstein  recalls.  "I  saw  him  with  the  paper  and  said,  'What  are 
'ou  doing  with  that  V 

In  1986,  when  the  firm  was  known  as  the  Brillstein  Co.  and 
wis  solely  owned  by  Bernie,  Lorimar  Telepictures  bought  it 
rom  him  for  $26  million.  Brillstein  became  a  Lorima'r 
Executive,  and  Grey  assumed  day-to-day  operation  of  the 
nanagement  firm,  which  remained  autonomous.  When 
he  old  Warner  Bros,  bought  Lorimar  in  1988,  Brillstein 
legotiated  to  regain  control  of  his  shop  in  exchange  for 
dving  Warner  a  stake  in  several  films  and  TV  shows.  It 
proved  lucrative  for  both  sides:  Bernie  pocketed  an  extra 
ew  million  and  had  sole  ownership  again,  while  Warner 
jot  all  future  profits  from  enduring  hits  Ghostbusters  in  film  and 
\I  I  and  Love  Connection  on  TV. 

In  early  1992  Brillstein  elevated  Grey's  status  from 
employee  to  equal  partner,  handing  the  younger  executive 
50%  ownership  and  putting  his  name  on  the  door.  A 
itring  of  fortuitous  deals  followed.  First,  Grey  secured 
Inancing  from  Sony's  Columbia  Pictures.  The  five-year 
igreement,  the  first  of  its  kind  for  a  management  and 
production  company,  called  for  Sony  to  provide  up  to 
5200,000  per  episode  to  finance  sitcoms,  and  in  return 
Columbia  held  syndication  rights  and  a  chunk  of  the  distribu- 
:ion  fees.  This  resulted  in  such  hits  as  NBC's  NewsRadio  and 
-IBO's  The  Larry  Sanders  Show,  a  wry  send-up  of  talk  shows. 


In  1994  Grey  struck  a  similar  deal  with  ABC,  then  owned  by 
Capital  Cities.  Worth  more  than  $100  million  to  Grey's  com- 
pany, the  agreement  called  for  ABC  to  fully  finance  new  shows  in 
exchange  for  50%  ownership  of  Brillstein-Grey's  TV  production 
arm.  Then  one  Sunday  morning  a  little  over  a  year  later,  Grey 
got  a  call  at  home  from  Robert  Iger,  then  Capital  Cities/ABC's 
president.  "He  told  me  that  [Disney  Chief  Executive]  Michael 
Eisner  just  bought  the  company  and  our  lives  were  never  going 
to  be  the  same,"  Grey  recalls.  Soon  thereafter  Grey  visited  Eisner 
at  his  home  in  Aspen  to  discuss  the  equity  arrangement. 
"Michael  Eisner  didn't  believe  Disney  should  own  just  50%  of 
anything,"  Grey  says. 

Grey  countered  by  signing  a  pact  to  sell  the  remaining  50% 
of  the  Brillstein  TV  business  to  Seagram's  Universal  television 
unit — for  $100  million.  Seagram  Chief  Edgar  Bronfman  eagerly 
paid,  given  that  ABC  was  on  the  hook  to  provide  most  of  the 
financing  of  projects  that  now  would  be  50%-owned  by  Uni- 
versal. (Before  the  Universal  deal  closed,  Grey  bought  out  Brill- 
stein for  a  "very  generous"  sum,  Brillstein  says.) 

Now  Disney's  Eisner  was  really  steaming.  "He  was  not 
happy,"  Grey  recalls  with  a  sly  smile.  Disney  wanted  out,  and 
Grey  finagled  a  deal  that  let  him  take  back  the  50%  stake  held  by 
AB< :  in  exchange  for  no  cash;  he  had  to  give  Disney  a  percentage 
of  a  few  shows,  including  Politically  Incorrect  and  NewsRadio. 
Disney  missed  out  on  a  golden  opportunity,  giving  up  equity  in 
one  future  hit:  The  Sopranos. 

Then  in  1998  Universal  sold  its  television  business  to  Barry 
Diller's  USA  Networks,  and  Grey  struck  again.  Universal  didn't 
have  transfer  rights  allowing  it  to  pass  along  the  Brillstein-Grey 


NOT  AS  EASY  AS  IT  LOOKS      HESBBK 

Brad  Grey  manages  more  than  120  stars,  from  Bob  Costas  to 
Martin  Short.  Some  present  special  challenges. 


SEAN  (P.  DIDDY)  COMBS 


een  lackluster  in  his  music 
t  of  late.  Grey's  challenge  is  to  breathe  new  life 
into  Combs'  career  by  managing  his  latest  foray  into 
acting  and  feature  films 


RUDOLPH  GIULIANI 


One  of  Grey's  partners  w 

the  U.S.  Attorney's  Office.  Now  Grey  has  R 

linked  to  an  HBO  documentary,  a  book  deal  and 

speaking  circuit.  Grey  needs  to  make  sure  his  cli 

isn't  seen  as  exploiting 


BILL.  MAHER 


^.itically  Incorrect  With  Bill  M 
,  Grey  has  to  manage  a 
smart-alecky,  slightly  offensive,  unemployed  comic 


BOB  SAGET 


Saget  was  an  upstate  New  York 
Grey  signed  him  in  the  1970s.  Gre. 
Saget  manage  his  career  now  that  he  has 
his  last  hit,  America's  Funniest  Home  Videos. 
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property  to  the  new  buyer.  Faced  with  little  choice,  Universal 
settled  with  Grey  and  returned  its  50%  share  to  him.  In  return, 
Universal  kept  its  stake  in  the  top  shows,  but  Grey  once  again 
controlled  100%  of  his  company — even  after  receiving  about 
$200  million  in  financing  from  ABC  and  Universal. 

The  lion's  share  of  Grey's  profit  comes  from  TV 
production,  but  the  backbone  of  his  business  is  Brill- 
stein-Grey  Management,  the  unit  that  manages  the 
careers  of  more  than  180  actors  and  writers.  Grey's  is 
one  of  the  highest-grossing  management  firms  in  town, 
taking  in  about  $50  million  a  year  in  commissions.  He 
employs  about  80  people,  and  while  a  handful  of  senior 
execs  own  small  stakes,  most  of  the  profits  are  his. 

By  controlling  the  performers,  Grey  can  package  stars  with 
shows  he  is  producing,  or  he  can  simply  leverage  his 
relationships  to  pitch  other  projects.  In  May,  Grey 
signed  a  three-year  deal  to  develop  prime-time  shows 
with  News  Corp.'s  Fox  television  studio.  Fox  will 
cover  all  deficit  financing  for  shows  that  Grey  devel- 
ops for  the  main  networks,  pay  development  fees  and 
give  him  an  ownership  interest  in  each  series,  offer- 
ing huge  back-end  revenue  from  the  few  that  last  long 
enough  to  rack  up  100  episodes  for  rerun  syndication. 

The  Fox  pact  is  even  more  lucrative  for  Grey  than  the  Sony 
deal  he  signed  in  the  early  1990s.  The  Sony  agreement  was  a  so- 
called  cross-collateralized  deal,  meaning  the  profits  and  losses 
of  all  of  the  shows — hits  and  duds — were  added  together,  and 
Grey  and  Sony  split  whatever  money  was  left.  With  the  new  Fox 
deal,  each  show  will  be  counted  individually,  freeing  Grey  of  any 
downside  when  shows  fail.  "I've  always  felt  Brad  had  a  good  eye 
for  talent  and  a  good  instinct  for  up-and-coming  genius,"  says 
Peter  Chernin,  president  of  News  Corp.  "Having  Brad  here  is 
like  having  a  satellite  operation  that  can  nurture  creativity." 

In  June  Grey  joined  one  of  his  stars,  matinee  idol  Brad  Pitt, 
in  a  three-year  film  deal  with  AOL  Time  Warner's  Warner  Bros. 
The  actor  and  his  manager  are  "gross  players":  They  get  their 
cut  based  on  transparent  box  office  numbers,  before  all  of  the 
mystical  accounting  takes  over. 

"Brad  [Grey]  is  one  of  those  guys  who  has  really  been  lucky 
with  other  people's  money  and  hasn't  had  to  invest  his  own," 
says  Jim  Wiatt,  head  of  William  Morris,  the  talent  agency.  Brill- 
stein,  paraphrasing  the  gangster  classic  Godfather  Part  II,  puts  it 
another  way:  "We  always  make  money  for  our  partners." 

The  relationship  between  Grey  and  Brillstein  is  akin  to  that 
of  father  and  son.  Their  families  vacation  together  and  their 
offices  are  connected.  This  past  Christmas  Grey  gave  Brillstein 
a  new  Mercedes  S500.  Price  tag:  $80,000.  Together  the  two  look 
like  Fred  and  Barney  of  the  Flintstones,  and  there  is  such  affec- 
tion between  them  that  when  they  meet,  they  each  plant  a  kiss 
on  the  other's  cheek.  "We've  really  had  some  great  fortune 
together  and,  I  think,  we  genuinely  love  each  other,"  Grey  says. 
Adds  Brillstein:  "We've  been  friends  for  over  18  years.  That's 
longer  than  most  of  my  marriages  lasted."  (He's  on  his 
fourth.) 

Low-key  by  Hollywood  standards,  Grey  remains  married  to 
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ITS  OR  MISSES? 

Brad  Grey  has  one  of  Hollywood's  most  enviable  hit  rates. 
Here's  a  look  at  some  of  his  latest  projects. 


\CC0RDING  TO  JIM 


llenged  ABC  just  renewed  a 
second  season  or  mis  Jim  Belushi  sitcom.  Bad  news: 
It's  been  moved  to  Tuesday,  opposite  Grey's  hit  on  NBC, 
Just  Shoot  Me.  Which  will  he  root  for? 


THE  WAYNE  BRADY  SHOW 


After  a  prime-time 
variety  show  stalled  as  four  planned  episodi 
canceled.  This  fall  the  format  changes,  and  it  mo. 

to  mid-mornii 


t.  Sketchy  outlook, 
e  film's  summer  2002  release  was  put  off  to 
new  scenes— it  wasn't  funny  en< 
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De  Niro . 

son  becomes  a  murder  suspect.  Big  bo 
office  potential  with  De  Niro  retumii 

his  dramatic  roots  following  a  strin 

successful  comedies. 


his  college  sweetheart,  Jill.  They  and  their  three  children  residi 
in  the  ritzy  Pacific  Palisades  neighborhood  overlooking  th<  _ 
ocean.  He  is  known  around  town  for  his  discipline,  neatnes* 
and  taste.  He  jogs  every  day,  and  his  clothes  are  crisp  and  flaw* 
less.  William  Morris  head  Wiatt,  who  attended  a  recent  ba( 
mitzvah  for  Grey's  son,  said  afterward:  "It  didn't  feel  lavish 
even  though  it  was." 

In  fact,  good  taste  is  one  recurring  theme  whenever  peopl  ) 
talk  about  Brillstein-Grey  "Brad  has  good  taste.  Bernie  ha 
good  taste.  And  their  taste  is  original,"  says  HBO  Chief  Jel 
Bewkes.  Witness  The  Sopranos,  produced  in  a  partnershi 
between  HBO  and  Grey  and  starting  its  fourth  season  in  Sep 
tember.  It  was  rejected  by  all  of  the  broadcast  networks,  bi 
Grey,  who  at  the  time  had  the  show's  creator,  David  Chas* 
under  a  two-year  deal  to  develop  projects,  never  wavered  in  h: 
belief  in  the  unconventional  program.  "No  one  wanted  a  sho1 
with  a  hero  who  was  a  gangster,"  says  Chase.  But  Grey  kep 
shopping  it  around.  Now  that  The  Sopranos  has  become  one  c 
TV's  most  successful  and  critically  praised  shows  ever,  the  ne 
works  are,  of  course,  trying  to  copy  the  format  themselves.  Wr 
did  Grey  get  it  when  others  didn't?  Says  Chase:  "Because  he 
intelligent." 

Grey  dismisses  such  accolades  and  says  his  business  wi 
meet  plenty  of  setbacks.  "We  fail  more  than  we  succeed  i 
show  business,"  Grey  says,  "but  every  now  and  then  we  real 
succeed." 
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•  Slim.  Rack-Mountable  1U  Form  Factor 

•  3-Yr  Next  Business  Day  Parts  Replacement' 

or  as  low  as  $37/mo.,  (46  pmts ")  60  Days 
Same-As-Cash  for  qualified  customers 
E  VALUE  Code:  12663  S10612 


S1299 


Recommended  upgrade: 

•  3-Yr  7X24  Same  Day  Parts  and  On-Site  Service,  add  $200 


With  Dell   PowerConnect 
switches,  performance  and 
reliability  can  cost  up  to  50%  less  than  the  competition. 

For  first  time  networks  or  even  expanding  data  centers, 
you  can  count  on  powerful  Dell  PowerConnect  managed 
and  unmanaged  switches  to  handle  your  business  needs. 
Equipped  with  industry-standard  technology,  PowerConnect 
switches  are  highly  interoperable  with  other  networking 
products.  So  they  easily  integrate  into  an  existing  network, 
while  still  giving  you  the  compatibility  you  need  for  future 
growth.  Of  course,  they're  all  backed  with  Dell's  award- 
winning  service  and  support,  including  Next  Business  Day 
Parts  Replacement.  Choosing  Dell  PowerConnect  switches 
means  you  won't  have  to  sacrifice  performance  for  price. 
And  that's  a  concept  you  should  definitely  plug  into. 


Growing  your  network.  Easy  as 


D0LL 


Visit  www.dell.com/switch  or  call  toll  free  1-800-953-5618. 


(variability  and  terms  of  offer  ma .  3ifl  notice  Taxes  and  shipping  charges  extra,  and  van/  U.S.  De!!  Small  Business 

|raphy  or  piiotogr .... 
>~.  not  been  approved  by  the  Fed  ssion  for  use  in  a  i  /ironment  This  device  is  not,  and  may  not  be,  offered  for  sale 

se  m  a  residential  environment  until  trie  approval  of  the  FCC  has  been  obtained 
1  .    .  merest  rate  for  qualified  business  customers  Youi  interesl  rate  and  monthly  payment  may  he  same  or  highet.depending 

r  ere  squired  Maximum  aggregate  financed  amounts  not  to  exceed  $25,000  Under  60  Days  Same-As-Cash 

50  days  after  the  Commencement  Date  Iwhich  is  five  days  after  product  ships]  if  balance  is  not  paid  within  these  60  days 

~ND  50  DAYS  SAME-AS-CASH  QUICKL0AN  ARE  FOR  QUALIFIED  ONLINE  BUSINESS  CUSTOMERS  OFFER  VARIES  BY  CREDITWORTHINESS  OF 
IINED  BY  LENDER.  Taxes,  fees  and  shipping  charges  are  extra  and  n  ay  van,'  Not  valid  on  past  orders  or  financing  QuickLoan  is  from  CIT  OnLins  Bank 
redil    Service  or  replacement  unit  Idepending  on  service  contract]  may  be  provided  by  third-party  provider 
vul  be  dispatched  it  necessary  following  phone-based  troubleshooting  To  receive  next  business  day  service.  Dell  must  notify  ti 

ce  contract)  customer  time  Availability  varies  Dell,  the  stylized  E  logo.  E-VALUE,  and  PowerConnect  are  trademarks  o!  Dell  Computei 
:annot  be  held  responsible  to  -  graphy  or  photography.  ©2002  Dell  Computer  Corporation.  All  nght^  reserved 


VALUE 


USE  THE  POWER  OF 
THE  E-VALUE  CODE. 

Match  our  latest  technology 
with  our  latest  prices.  Enter  the 
E-VALUE  code  online  or  give  it 
to  your  sales  rep  over  the 
phone  www  dell  com/evalue 
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TEST  YOUR  MARKET  IQ 


V 

110 

10C 


THE  S&P  500  IS  A  CAR  RACE. 
TRUE  OR  FALSE? 


80 


70 


60 


'Since  inception  in  1993,  the  St 
including  potential  risks,  on  SI 

SPDRs  are  subject  to  risks  simi 
shares,  when  redeemed  or  sr 


distributed  only  one  capital  gain  of  $.09  in  1996.  For  more  complete  information  and  a  prospectus 
-SOOTHE  AMEX  or  visit  www.amex.com/SPY.  Read  the  prospectus  carefully  before  you  invest 

'  to  those  )l  stocks.  Investment  ieturns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an  investor': 
m?y  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results 


ALPS  Distributors,  Inc.,  a  regiveied  broker-dealer,  is  distributor  lor  the  SPDR  Trust,  a  unit  investment  trust.  "Standard  &  Poors:'  S&R  '  "S&I 
500  '"  "Standard  &  Poor's  Depositary  Receipts  ''  and  SPDRs ■""  are  trademarks  of  The  McGraw-Hill  Companies,  Inc..  and  have  been  licensed  for  us 
by  PDR  Services  LLC  and  American  Stock  Exchange  LLC  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  S&P  a  division  of  The  McGraw 
Hill  Companies,  Inc..  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©  2002  American  Stock  Exchange  LU 
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If  you  chose  false,  congratulations! 
You're  savvy  enough  to  think 
about  investing  in  Spiders. 


If  you're  looking  at  ways  to  invest  in  the  S&P  500  Index™ 
compare  and  contrast  them  to  Spiders.  Spiders  are 
the  best  parts  of  a  stock  and  a  mutual  fund  all  pressed 
into  one  neat  little  package.  Each  share  you  buy  is  a 
portion  of  the  whole  basket  of  S&P  500®  stocks,  just  like  a 
traditional  index  fund.  And  with  Spiders,  the  management 
fees  and  taxes  are  very  low.  (One  capital  gain  of  nine 
cents  in  1996.  That's  it.*)  You  buy  and  sell  Spiders 
the  same  way  you  buy  stocks,  and  pay  your  usual 
commission.  And  they're  easy-in-easy-out,  allowing  you 
to  sell  anytime  without  a  penalty.  Spiders  (SPY)  are  one 
of  over  100  different  Exchange  Traded  Funds  listed  on 
the  American  Stock  Exchange,  making  it  possible  for 
you  to  spread  the  genius  all  over  your  portfolio.  Talk 
to  your  broker  or  financial  advisor.  Or  to  get  more  details 
call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 
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AMERICAN8 

STOCK    EXCHANGE 


Managed  by 

SSfA 


State  Street  Global  Advisors 
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BY  PETER  KAFKA 


CASUAL  VIEWERS  MIGHT  ASSUME  DAVID  LETTERMAN'S 
presence  on  their  TV  screens  begins  when  Late  Show  starts  at 
1 1:35  p.m.  on  weeknights  and  ends  an  hour  later,  after  a  dose  of 
Top  Ten  Lists  and  celebrity  interviews. 

But  through  his  production  outfit,  Worldwide  Pants  Inc., 
the  talk  show  host  has  been  able  to  make  his  mark — and  make 
money — across  the  broadcast  landscape.  Letterman  has  stakes 
in  another  six  and  a  half  hours  of  network  programming:  The 
Late  Late  Show  with  Craig  Kilborn,  the  fraihouse  friendly  chat 


show  that  runs  on  CBS  immediately  after  Letterman's;  Ed, 
quirky  one-hour  comedy/drama  now  entering  its  third  seasoi 
on  NBC;  and  CBS'  sitcom  hit  Everybody  Loves  Raymond,  whic 
will  generate  more  than  $500  million  in  syndication  revenue  fc 
him  and  his  partners. 

By  all  accounts  Letterman  never  set  out  to  become  a  Tj 
mogul.  He  doesn't  need  the  money:  The  five-year  renewal  h 
just  signed  with  CBS  for  Late  Show,  after  a  fleeting  but  wel 
timed  flirtation  with  ABC,  is  worth  some  $350  million;  moi 
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than  $155  million  of  that  will  go  straight  to  Letterman.  That  he 
also  has  created  a  side  business  making  other  programs  is  a  tes- 
tament to  celebrity  clout.  Using  his  leverage  as  a  talk  show  icon, 
Letterman  helps  his  pals  and  employees  generate  program  ideas, 
gets  third  parties  to  pay  for  their  production  and  sometimes  gets 
them  on  the  air. 

"There's  not  a  person  in  the  business  who  doesn't  want  to 
be  in  business  with  David  Letterman,"  says  Rob  Burnett,  who 
produces  Ed  and  runs  Worldwide  Pants  for  Dave.  "That's  going 
to  last  as  long  as  he's  on  the  air,  and  a  lot  of  this  was  us  thinking 
ahead  to  take  advantage  of  that." 

Letterman  didn't  start  thinking  about  producing  until  later 
in  his  career,  after  he  had  established  himself  as  a  star.  For  nearly 
12  years  he  i  rely  a  well-compensated  employee  of  NBC  as 

host  of  the  a,  light  talk  show  NBC  owned,  Late  Night 

with  David  Leti  i  le  longed  to  move  up  an  hour  earlier 

and  succeed  his  idol,  johnny  Carson,  as  host  of  The  Tonight 
Show  at  1 1:30.  But  whi  ive  the  slot  to  Jay  Leno  in  1992, 

a  spurned  Letterman  di  fected  to  CBS. 

Included  in  his  CBS  were  three  points  that  seemed 

at  fust  like  an  afterthought  Lettei  man,  rather  than  the  network, 
would  own  Late  Show  aii  ng  in  the  1 1:30  p.m.  slot;  he  also 
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Behind  the  scenes, 

Rob  Burnett  runs 

Worldwide  Pants  for 

Letterman;  he  also 

produces  Ed. 


would  have  the  opportunity  to  control  and  own  a  show  in  the 
time  period  that  followed  it;  and  he  would  have  a  development 
deal  funded  by  CBS.  After  two  decades  of  failed  attempts  to 
develop  a  successful  competitor  to  NBC's  Tonight,  CBS  eagerly 
agreed  to  all  three  requests. 

Letterman's  new  show  premiered  in  August  1993  and 
started  out  beating  Jay  Leno  handily  in  the  ratings  race,  but  by 
1 995  his  lead  had  eroded.  Now  Jay  consistently  beats  Dave,  win- 
ning the  past  six  years.  If  that  rankles  Letterman,  he  can  take 
solace  in  knowing  that  moving  to  CBS  gave  him  more  cash  and 
clout  than  his  rival  has  ever  had.  (Unlike  Letterman,  Lenc 
doesn't  own  a  stake  in  his  show.) 

CBS  pays  Letterman  a  $31  million  salary  on  top  of  the 
license  fees  it  pays  to  Worldwide  Pants  for  both  Late  Show  anc 
Kilborn's  slot.  CBS  even  lets  Letterman's  people  run  the  show; 
as  they  wish,  from  staffing  decisions  to  celebrity  bookings 
(Nor  does  Letterman  have  to  kowtow  to  CBS  and  consent  t< 
media  interviews.  He  declined  to  talk  for  this  story,  and  hi; 
publicist  says  he  hasn't  spoken  to  a  reporter  in  almost  foui 
years.) 

Letterman's  handlers  say  he  controls  a  majority  of  hi: 
company  but  won't  name  other  partners.  Worldwide  Pant: 


If  You  Own  or  Operate  a 

Commercial,  Residential  or  Public  Building 

Constructed  With  Asbestos-Containing  Products  or 

Have  Other  Claims  Against  W.  R.  Grace 


Your  Claims  Must  Be  Filed  By  March  31, 2003 


W.  R.  Grace,  its  predecessors,  subsidiaries,  and  other  related  entities  ("Grace")  have  filed  for 
protection  under  Chapter  1 1  of  the  U.S.  Bankruptcy  Code.  The  Bankruptcy  Court  has  ordered  that  all 
individuals  and  entities  with  Asbestos  Property  Damage  Claims  or  certain  Other  Claims  against  Grace 
must  file  these  claims  on  or  before  March  31,  2003  ("Bar  Date"). 


Who  is  Affected  by  this  Notice? 

Asbestos  Property  Damage  Claimants 
Individuals  and  entities  that  own  or  manage  commercial, 
public  and  high-rise  residential  buildings  that  have 
asbestos-containing  products  may  be  affected  including 
schools,  hotels,  government  buildings,  theaters, 
airports,  churches,  and  other  public  facilities. 

Asbestos  Property  Damage  Claims  include,  among 
other  claims,  the  cost  of  removal,  the  diminution  of 
property  value  or  economic  loss,  etc.,  caused  by 
asbestos  in  products  manufactured  by  Grace  or  from 
verm iculite  mined,  milled,  processed,  or  sold  by  Grace. 

Other  Claimants 

Other  Claimants  include  individuals  and  entities  with 
claims  other  than  Asbestos  Personal  Injury  Claims. 
These  include  general  unsecured  trade  claims,  contract 
claims,  environmental  claims,  and  Medical  Monitoring 
Claims  which  allege  no  current  personal  injury,  but 
significant  exposure  to  Grace  asbestos  or  vermiculite 
products  requiring  the  claimant  to  be  examined 
medically  or  tested  to  detect  possible  future  injury. 


What  Types  of  Products  are  Involved? 

Grace  Asbestos-Containing  Products 
Grace  produced  and  marketed  vermiculite  products 
containing  added  asbestos  primarily  to  the  commercial 
construction  industry. 

From  1959  to  1973,  Grace  marketed  Mono-Kote  3 
(MK-3),  an  asbestos-containing,  wet,  spray-applied 
fireproofing  product  used  to  provide  fire  protection  for 
the  enclosed  steel  structures  of  large  buildings.  Other 
Grace  products  included  Zonolite  Acoustical  Plastic, 
and  other  acoustical  plaster  and  texture  products  used 
primarily  on  interior  ceilings  and  walls. 

Grace  Vermiculite  Products 

Grace  mined,  produced  and  marketed  vermiculite 
products,  some  of  which  may  have  contained  naturally 
occurring  asbestos.  The  products  were  sold  to  the 
building  construction,  agricultural/horticultural  and 
consumer  markets.  These  products  included  Monokote 
Fireproofing,  Zonolite  Concrete  Roof  Decks  and  Zonolite 
Masonry  Insulation. 


How  do  I  file  a  Claim? 

To  preserve  your  claim,  you  must  file  the  appropriate  Proof  of  Claim  Form  with  the  Claims  Agent  so 
that  it  is  received  by  March  31,  2003.  Failure  to  file  a  Proof  of  Claim  Form  by  the  Bar  Date  may  result 
in  your  claim  not  being  considered  for  payment. 

This  is  a  Summary  Notice  only.  For  complete  information  including  the  Claims  Bar  Date  Notice,  Proof 
of  Claim  Forms,  instructions  for  filing  a  claim,  a  list  of  Grace  asbestos-containing  products,  and  a  list 
of  Grace  entities  write  to:  Claims  Agent,  Re:  W.  R.  Grace  &  Co.  Bankruptcy,  P.  O.  Box  1620, 
Faribault,  MN  55021-1620,  or  call: 

1-800-432-1909  or  visit  www.graceclaims.com 
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is  responsible  for  its  own  payroll  and  overhead,  and  controls 
the  rights  to  the  shows  after  they  air.  Letterman  even  picks 
which  reruns  CBS  uses  when  he  is  on  vacation.  So  far  there  has 
been  little  aftermarket  for  the  shows,  but  Worldwide  Pants  is 
in  talks  to  sell  repeats  to  Comedy  Central  for  roughly 
$150,000  a  week. 

The  original  CBS  deal  also  gave  Letterman  a  budget  of  a  few 
hundred  thousand  dollars  to  hire  a  development  executive  and 
pay  support  staff;  in  return  CBS  gets  the  first  peek  at  any  shows 
he  creates.  Such  development  deals  often  are  a  giveaway  to  buff 
a  celebrity's  ego.  Sometimes  networks  will  even  offer  up  pro- 
grams they  already  are  developing  to  stars  they  want  to  coddle, 
giving  them  a  chance  to  call  themselves  producers. 

Letterman  has  used  his  CBS  windfall  to  help  friends 
and  employees  get  their  own  shows  made.  Ed  is  the  cre- 
ation of  Burnett  and  Jon  Beckerman,  another  Letterman 
colleague;  Burnett  started  out  with  Letterman  at  the  NBC 
show,  rising  to  executive  producer  of  the  CBS  version. 
With  other  shows,  Letterman  has  worked  with  old  pals 
or  writers. 

Letterman's  approach  is  to  nurture  an  idea  with  seed 
money  from  his  production  company,  then  get  someone 
else  to  pay  for  the  rest  of  it.  He  isn't  particularly  hands- 
on  once  the  programs  get  past  the  initial  stages,  but  his  impri- 
matur carries  weight  with  network  buyers.  "They've  got  a  point 
of  view  about  everything  they  do,"  says  Chris  Albrecht,  presi- 
dent of  original  programming  at  HBO.  "These  guys  are 
making  television  every  night  and  have  been  for  a  long 
time.  You  feel  more  comfortable  with  them." 

Raymond,  Letterman's  most  successful  offering  to 
date,  is  a  prime  example.  Letterman,  Burnett  and 
Robert  Morton,  Late  Show  producer  at  the  time,  had 
been  discussing  the  possibility  of  creating  a  sitcom 
around  a  stand-up  comic,  a  la  Seinfeld.  After  Ray 
Romano  appeared  on  Letterman's  CBS  oudet  in  1994,  World 
wide  Pants  signed  him  to  a  $50,000  "holding  deal"  that  put  him 
on  ice  while  they  worked  on  a  show. 

They  eventually  joined  up  again  with  HBO,  which 
brought  in  writer  Phil  Rosenthal  and  assumed  some  of 
the  initial  development  costs  of  the  sitcom.  CBS,  which 
later  ordered  the  show  for  prime  time,  ended  up  cover- 
ing most  of  the  production  costs.  All  three  companies 
share  in  the  profits;  Worldwide  Pants'  share  of  syndica- 
tion profits  co  ild  total  more  than  $100  million. 

Letterman  can't  force  a  network  to  put  a  show  on  its  sched- 
ule or  keep  a  sputtering  one  on  the  air,  but  his  clout  is  impres- 
sive. Worldwide  Pants  initially  developed  Ed  for  CBS,  which  paid 
for  a  pilot  episode  ied  on  the  show  in  the  spring  of 

1998.  CBS  could  1 1.  i  to  the  pilot  for  at  least  six 

months,  but  CBS  utive  Les  Moonves  handed 

the  show  back  to  Burnt'!  that  summer,  giving  him  a 
chance  to  get  it  on  NBC's  fa    schedule. 

Moonves  had  never  gi  en  a  :.how  an  early  release 
before  that,  and  he  hasn't  si  n  I  id  so,  he  says,  to  keep 

Burnett  happy — and,  by  exten  ion,  Dave  himself.  "He's 
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an  important  part  of  this  network,  and  he  deserves  special  treat! 
ment,"  Moonves  says.  .    ' 

That  treatment  no  longer  extends  to  Worldwide  Pants 
CBS  deal,  though.  The  firm's  development  pact  expired  ii 
May,  and  Letterman  and  Burnett  declined  to  renew  it 
Moonves  says.  The  Letterman  folks  are  negotiating  with  NBC 
which  already  makes  Ed.  But  Moonves  insists  he  doesn't  set 
any  problem  in  moving  the  CBS  star's  production  company  t( 
a  competing  network.  Even  if  he  did,  it  is  unclear  whether  hf 
would  dare  try  to  do  much  about  it,  given  the  extent  of  Davie 
Letterman's  clout.  I 


an  and  h 
imano  after  he  performed  on  hi. 
show;  now  they're  reaping  the  benefits  of 
the  sitcom's  success. 
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The  sitcom  featured  a  hero  with  a  similar  background  I 
as  Letterman:  Midwestern  weatherman  comes  to 
New  York.  But  it  didn't  enjoy  the  same  success. 


THE  LATE  LATE  SHOW  WITH  CRAIG  KILBORN 


ESPN  and  Comedy  Central  and  tries  to  draw  a 
er  audience.  Hence  the  steady  stream  of 
models  dropping  into  the  guest's  chair. 


resent,  NBC 
passed  on  it,  but  the  one-hour  comedy/drama 
'^  about  a  New  York  lawyer  who  comes  back  to  the 
l:Hwest  is  entering  its  third  season  on  NBC. 


That's  what  they  call  Duke  Energy  in  Tasmania  - 

fair  dinkum  -  the  real  thing,  the  original  article.  Honest.  True. 
They  respect  Duke  Energy's  guts  -  opening  up  a  new  market 

by  building  a  pipeline  from  mainland  Australia  to  its  island  state. 
Not  just  any  company  would  mount  that  expedition. 
But  then,  not  just  any  company's  committed  to  growing  energy  market  share  in  key  worldwide  markets. 
Fact  is  -  we're  not  waiting  for  regions  like  Tasmania  to  develop  energy  markets. 

We're  creating  those  markets.  We're  generating  a  new  source  of  energy. 
The  energy  of  turning  tomorrow  into  now.  In  Tasmania,  we're  digging. 
It  looks  like  we're  building  a  natural  gas  pipeline. 

But  we  know,  as  the  Tasmanians  know,  it's  more  than  that. 
We're  cultivating  a  future.  Creating  jobs. 
Opening  up  a  whole  new  marketplace.  And,  mate,  that  s  fair  dinkum. 


Duke 
'Energy® 

we  generate  what's  next" 


carTDuke  Energy  generate  for  you?  Visit  us  at  www.duke-energy.com  or  1-800-use-duke. 
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Forget  Broadway.  Forget  Hollywood.  For  yesterday's  celebrities,  a  little  bit  of  their  old  fame- 
and  even  fortune— can  be  found  in  places  like  the  Meadowlands  in  New  Jersey. 


BY  MICHAEL  FREEDMAN 


RON  PALILLO'S  ACTING  CAREER  PEAKED  MORE  THAN  20  YEARS 
ago,  back  when  he  played  Arnold  Horshack,  the  annoying 
nog  in  \ \  elcotne  Back,  Kotter,  which  ran  on  ABC  from  1975 
to  1979.  Palillo  .till  dabbles  in  regional  theater,  illustrates  chil- 
dren s  bool  lints  professionally.  But  that  isn't  the  same  as 
must  head  to  the  Sheraton  Meadowlands 
Hold  in  New     rsey. 

The  ho!  vear  home  of  Chiller  Theatre,  an 

autograph  and  paraphernalia  show  that  draws  100-odd  formerly 
famous  and  sort-of-famous  personalities — and  thousands  of 
people  who  still  want  to  meet  them.  Palillo  spent  an  April  week- 
end at  the  show,  signing  autographs  and  selling  his  children's 
books.  I  [e  wasn't  there  to  get  i  ich,  he  says.  After  two  decades  out 
of  the  spotlight,  he  just  wanted  a  little  more  time  with  his  fans. 


"Oh,  I  loved  it,"  he  swoons.  "I  had  the  best  time.  EveryboC' 
was  just  so  gracious." 

Recycling  old  celebrities  for  mass  consumption  is  a  growl 
industry,  from  Playboy  spreads — former  teen  pop  star  Tiffar 
recendy  doffed  her  clothes  for  the  magazine — to  cable  tell-a 
shows  like  El  True  Hollywood  Story.  Autograph  shows  work  on 
more  intimate  scale.  Held  nearly  every  weekend  somewhei 
around  the  country,  they  draw  thousands  of  fans,  at  up  to  $15 
head,  eager  to  rub  elbows  with  cult  film  actors  and  sitcom  sta 
from  shows  canceled  long  ago.  For  the  formerly  famous  it  is 
chance  to  show  the  world  they  are  more  than  a  character  or 
catchphrase — and  a  shot  at  regaining  center  stage. 

"It's  like  when  you  do  a  performance  and  you  meet  tl 
people  after;  as  long  as  people  are  really  nice,  it's  fun,"  sa 
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rc»  Bloomberg  Data  correct  at  market  close  27th  May  2002. 


Investor  Awareness  Examination 
Little  Known  Facts  (Part  III) 


Question:  Place  the  following  corporations  in  order  of  their  market  capitalization: 

a)  Royal  Hank  of  Scotland  Group 

b)  American  Express 
a  Deutsche  Bank 

d)  Gillette 

e)  General  Motors 
l>  Boeing 

id  Malar  Company 


y  V  The  Royal  Bank  of 
?l£  Scotland  Group 


lapio  ;q6u  aq;  ui  Ap^ipe  aie  Xaqi  usmsuv 


Make  it  happen 


www.rbs.co.uk 


■elehritylOO 


Ruth  Buzzi,  best  known  for  her  role  as  Gladys  on  Rowan  and 
Martin's  Laugh-In.  Buzzi  is  still  on  television,  recently  in  a 
recurring  role  on  Sesame  Street,  but  she  went  to  the  Mead- 
owlands  after  prompting  from  her  personal  trainer,  Lou  Fer- 
rigno,  the  erstwhile  Incredible  Hulk.  Working  with  Muppets 
hardly  compares  to  meeting  old  fans.  "They  are  there  because 
they  genuinely  want  to  meet  you,  because  you've  entertained 
them." 

Celebrities  enjoy  it  so  much,  they  return  again  and  again. 
Linda  Blair,  now  43  and  best  known  for  her  role  as  a  possessed 
12-year-old  in  The  Exorcist,  is  an  autograph  show  mainstay, 
selling  photos  of  herself  and  hawking  her  new  book,  Going 
Vegan!  Lisa  Loring — now  44,  who  played  daughter  Wednesday 
on  The  Addams  Family  36  years  ago — goes  to  four  shows  a  year. 


Some  fans  have  commerce  in  mind,  too.  Mark  Gutmann,  a( 
high  school  English  teacher  in  New  Jersey,  brought  his  screen- 
play and  handed  it  off  to  Doors  keyboardist  Ray  Manzarek,  who: 
later  gave  Gutmann  permission  to  adapt  Manzarek's  Jim  Mor- 
rison novel  as  a  play.  Melissa  Golden,  a  Pennsylvania  software 
engineer,  pays  $40-to  buy  one  autographed  picture  of  a  celeb  for 
herself  and  another  to  sell  on  Ebay.  "They  make  money  off  ofi 
us,"  she  says,  standing  in  line  to  meet  Jeff  Conaway,  who  played! 
the  frustrated  actor  on  Taxi.  "I'm  sure  they  know  we  make! 
money  off  of  them." 

Kevin  Clement  has  the  most  at  stake  in  the  show.  Clement, 
who  owns  a  New  Jersey  collectibles  shop,  paid  $100,000  to  put 
the  show  on  at  the  Sheraton  and  set  a  circus  tent  on  the  lawn 
outside  for  the  weekend.  He  charges  vendors  $275  each  to  set  up 


After  the  Addamses  left  the  air, 
she  struggled  through  very  pub- 
lic drug  problems,  raised  a  fam- 
ily and  appeared  in  the  soap 
opera  As  the  World  Turns.  She 
has  returned  to  acting,  but  her 
most  enthusiastic  audiences 
are  Addams  fans  who  can 
quote  lines  even  she  doesn't 
ember. 

;  very  surrealistic,  how  far  this  has  carried  into  the  years 
c  tpular  it  still  is,"  she  says.  "It  is  just  really  rewarding." 
n  be  remunerative,  too.  Butch  Patrick  no  longer  receives 
lis  role  as  Eddie  Munster,  the  little  Munster  with 
low's  peak.  Now  48,  he  last  played  Eddie  in 
1966  and  I  ,  acted  in  20  years.  He  earns  a  living  promot- 

ing time  itio  as  a  nd,asa  former  Munster,  consulting  to 

theme  park-  nted  houses.  To  augment  his  income  he 

attends  six  ;  a  year,  earning  up  to  $2,000  a  day.  He  some- 

times pays  his  own  way  and  always  brings  his  own  glossies.  "I 
enjoy  meeting  the  fans,"  h  hut  1  wouldn't  go  there  if  I 

wasn't  compensated." 


shop,    while 

actors  pay  nothing  and  keep  what  J 
they  earn.  Clement's  shows  are 
ostensibly  horror-  and  science-fic- 
tion-themed,  but  he  doesn't  dis- 
criminate. Even  relatively  obscun 
names  still  have  some  kind  of  draw 
he  says — even  if  it's  morbid.  "Peoplf 
are  going  to  say,  'Holy  mackerel 
This  girl  is  alive?  " 
Some  of  the  most  popular  shows  in  the  country  are  run  b] 
Raymond  Courts,  who  built  a  business  selling  feature  films  vi< 
mail  order  in  the  days  before  video  rentals.  Five  times  a  year,  ii 
hotels  in  Hollywood  and  Chicago,  he  draws  names  like  Cy< 
Charisse,  of  the  old  MGM  musicals,  plus  comic  actors  liki 
Mickey  Rooney  and  Soupy  Sales.  Some  donate  their  earning, 
to  charity,  Courts  says.  Others  need  the  cash. 

Still  others  just  want  to  be  famous — even  just  a  little  bit,  oro 
more  time.  Dorothy  DeBorba,  77,  was  a  regular  in  the  Litde  Ras 
cals  films  of  the  early  1930s;  she  frequently  petitions  Courts  fo 
appearances,  and  he  relents.  "She  says,  'Just  being  back  in  th 
spotlight  for  48  hours— it  keeps  me  alive.' "  I 
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NOVATI 


ION  IS 


SEEING  WHAT  EVERYBODY  SAW, 


tUT THINKING  WHAT 

IOBODY  THOUGHT. 

ovative,  original  ideas  require  unconventional  thinking.  Which  is  exactly 
strategy  behind  the  totally  new  2003  Ford  Expedition, 
had  to  forget  what  we  knew  about  SUVs  and  think  without  boundaries. 

i  result  -  123  major  innovations. 


*m 


IE  TOTALLY  NEW 

D03  FORD  EXPEDITION 

HAS  NO  EQUAL. 


— -^ 

i\  *i 

INN0VATI0N>^/ 1 

PowerFold     3rd-Row 

Seat*  >  Expedition  is  t 

he 

only  full-size  SUV  with 
3rd-row  seat  that  folds 
completely  flat  into  th< 

; 

^■B^ 

floor  at  the  push  of 

i^H 

a  button. 

W 

6 -SUV-FORD  See  all  123  innovations 


..fordvehicles.com/expcdition. 

r  assist  optional  for  3rd  row  seat.  --Optional. 


m& 


-- 


'OVATION  > 


jm! 


Expedition  is  the  only  full-size 
SUV  with  a  fully  Independent 
Rear  Suspension. 


INNOVATION >Q3  Safety 
Canopy™  System**  >  Expedition 
is  the  only  full-size  SUV  with 
this  new  safety  canopy  and 
rollover  sensors. 

rhe  Celebrity!  00 


Value 


Which  jocks  provide  the  best  bang  for  the  buck? 


BY  KURT  BADENHAUSEN 

BELLYACHING  ABOUT  OVERPAID  ATHLETES  IS  A  PROUD  AMERI- 
can  tradition.  And  as  salaries  keep  increasing — the  average 
basketball  player  now  makes  $4.5  million,  up  from  $1.1  mil- 
lion in  1991 — so  does  the  griping.  But  some  jocks  provide  a 
far  better  value  than  others.  The  surfeit  of  sports  data  makes  it 
easy  to  distinguish  between  bargain-priced  players  and  under  - 
achievers  with  bloated  salaries. 

For  football,  FORBES  used  the  NFL's  "quarterback  rating" 
system  which  combines  touchdowns,  completions  and  other 
offensive  statistics.  St.  Louis  Rams  quarterback  Kurt  Warner 
ranked  highest  last  year  at  101.4,  but  the  New  England  Patriots 
got  the  best  value:  Tom  Brady  led  his  team  to  a  Super  Bowl  win, 
won  the  game's  Most  Valuable  Player  award  and  posted  the 
league's  sixth-highest  rating — all  for  just  $298,000,  the  smallest 
pay  for  any  starting  quarterback.  The  Baltimore  Ravens'  Elvis 
Grbac  ranked  25th  among  30  quarterbacks,  yet  he  earned  18 
times  more  than  Brady.  Grbac  retired  after  the  season  ended 
rather  than  take  the  $5  million  pay  cut  his  team  demanded. 

We  evaluated  baseball  players  using  another  offensive-out- 
put statistic:  OPS,  or  "on  base  plus  slugging  percentage."  Barry 
Bonds  led  baseball  with  a  record  OPS  of  1.379,  but  the  dia- 
mond-in-the-rough  was  St.  Louis  Cardinals  rookie  Albert 
Pujols,  who  earned  the  league  minimum  yet  had  the  12th-best 
OPS  in  the  league.  In  basketball,  Los  Angeles  Lakers  center 
Shaquille  O'Neal  is  tops  with  a  score  of  49.4,  based  on  points, 
assists,  steals  and  blocked  shots.  But  the  NBA's  best  bargain 
played  for  the  other  team  in  town:  Clippers  point  guard  Jeff 
Mclnnis,  who  scored  32.8  yet  made  the  league  minimum  for 
fifth-year  players.  F 
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VII  H  AT    CAN    A 

THUNDERSTORM 

TEACH    US    ABOUT 

LEADERSHIP? 


When jou  arrive,  people  take  notice 

You  can  bring  a  tremendous  amount  of  energy  to  bear 

The  power  to  make  things  grow  is  a  great  gift 

Wisdom  15  everywhere.  Uncommon  wisdom  is  knowing  how  to  apply  it.  As  one  of  the  nation  s  leading 

corporate  and  investment  banks,  we  work  side-by-side  with  thousands  of  growing  companies. 

If  jou  knew  us  as  First  Union  Securities,  we're  now  Wachovia  Securities.  Talk  to  us.  We'll  take     Cetttctttttc 

all  that  jou  know  and  all  that  we've  learned  and,  together,  realize  uncommon  possibilities.       Uncommon  Wisdom 


Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation 
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TECHNOLOGY 


How  to  Hack  Your  Car 

Want  to  goose  your  engine?  Get  out  your  laptop— 
the  days  of  wrenches  and  screwdrivers  are  long  gone. 

BY  JONATHAN  FAHEY 


JOB  SPETTER  DRESSES  FOR  WORK 
like  any  24-year-old  might  dress 
for  a  Saturday  afternoon:  jeans, 
T  shirt,  sneakers.  But  Spetter 
works  on  car  engines.  When  he 
is  done  adding  a  couple  of  hundred 
horsepower  to  a  Ford  Mustang,  his  eyes 
may  be  a  little  glazed,  but  his  shirt  is  spot- 
less and  his  fingernails  are  grease-free. 
Instead  of  tearing  apart  a  carburetor  or  a 
transmission,  Spetter  plugs  his  laptop 
into  the  car's  computer. 

"I  don't  like  getting  dirty,"  he  says.  "I 
just  fly  in  with  my  laptop  for  a  few  hours 
and  move  on." 

Spetter  is  a  tuning  maestro,  an  expert 
in  the  vehicle  hack,  one  of  a  growing  cadre 
of  engine  reprogrammers  in  demand  all 
over  the  country.  Using  hard-core  hacking 
skills  or  Windows-based  software  from  lit- 
tle-known firms  such  as  Mr.  Gasket  and 
Electromotive,  tuners  like  Spetter  can  fid- 
dle with  150-odd  engine  functions  using 
drop-down  menus  and  on-screen  gauges. 
In  an  hour  or  so  Spetter  can  get  a  l,000hp 
engine  to  set  speed  records  and  smoothly 
cruise  through  suburbia  without  over- 
heating in  traffic. 

Hacking  into  automotive  microproces- 
sors from  the  likes  of  Intel,  Bosch,  Siemens 
and  Motorola  was  once  the  province  of  en- 
gine aficionados  and  the  street- racing  set. 
Now  light-truck  drivers  with  fishing  boats 
and  Airstreams  to  tow  are  calling  in  the 
tuners.  "It's  the  guy  who  wants  a  little  extra 
power  to  pull  things  through  the  mud," 
says  Richard  Rollins,  head  of  sales  at  Su- 
perchips,  a  Sanford,  Fla. -based  chipmaker 
that  has  grown  tenfold  in  four  years,  to  $15 
million.  It  sells  Palm-size  modul  s  thai  flash 
new  programs  into  the  compute  -  of  trucks 
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nd  SUVs  through  the  diagnostic  port 
inder  the  steering  wheel. 

Predictably,  automakers  don't  look  too 
indly  on  these  so-called  chipping  outfits. 
Thev're  attempting  to  trick  the  existing 
alibration  on  the  vehicles,"  complains 
lobert  Adams,  Ford  Motor's  liaison  with 
ftermarket  partsmakers.  "The  risk  you 
lave  is  the  potential  for  advanced  engine 
ailure  or  emissions  problems  or  drivability 
•roblems." 

For  the  chippers,  this  is  a  hack  whose 
ime  has  come.  The  auto  industry  has 


spent  25  years  computerizing  any  and 
every  engine  function  once  handled 
mechanically.  Information  pours  in  from 
scores  of  sensors  that  constantly  read  tem- 
perature, barometric  pressure  and  load.  A 
microprocessor  controls  the  air  and  fuel 
flowing  into  the  engine,  the  timing  of  the 
spark  that  ignites  explosions  that  move  the 
pistons  and  even  the  distribution  of  that 
power  to  the  appropriate  wheels  to  pre- 
vent slipping  or  add  boost.  The  computer 
under  the  dash  of  a  BMW  7-series  sedan  is 
on  par  with  a  Pentium  PC  circa  1997. 

This  complexity  scares  the  jumpsuit 
off  the  amateur  grease  monkey  who  used 
to  juice  his  Barracuda  with  a  socket 
wrench.  (But  then,  Spetter  is  equally  fear- 
ful of  a  plain  old  carburetor.  "If  my  lawn- 
mower  didn't  start,  I  wouldn't  know  what 
to  do,"  he  says.  "If  I  can't  plug  my  laptop 
into  it,  I'm  screwed.") 

What  sends  most  drivers  out  looking 
for  hacked  car  chips  is  the  tradition  of  the 
programmers  at  Volkswagen  and  General 
Motors  of  delivering  cars  to  the  showroom 
tuned  for  the  lowest  common  denomina- 
tor: the  driver  who  will  use  low-octane  gas 
and  go  years  between  oil  changes  and  com- 
plain to  Car  Talk  if  the  car  doesn't  shift 
from  gear  to  gear  with  nary  a  peep.  There 
are  marketing  considerations,  too.  Volk- 
swagen has  to  make  sure  the  four-cylinder 
engine  in  the  Jetta  and  Audi  A4  doesn't 
outperform  the  six-cylinder  in  the  Passat 
and  Audi  A6. 

"Manufacturers  don't  always  take 
everything  to  the  nth  degree,"  admits 
Paul  Gagliardi,  a  Porsche  technician. 
"There  is  room  for  more  power. 
I've  seen  remarkable  results." 

High-end  custom  tuners 
such  as  Job  Spetter  start  with  a 
blank  slate  and  reprogram  each 
engine's  computer.  But  the  real 
hacking  is  done  by  Superchips 
and  dozens  of  other  outfits  that 
produce  off-the-shelf  modules 
that  alter  an  engine's  computer 
code.  Brett  Augsburger,  a  26-year- 
old  mechanical  engineer  and 
Audi  fanatic,  founded  Audi  Per- 
formance &  Racing  in  Auburn, 
Ala.  to  offer  computer  upgrades 
to  Volkswagens,  Audis  and 
Porsches  for  about  $500  each. 


Every  time  a  new  engine  comes  out, 
Augsburger  sets  about  hacking  a  new  pro- 
gram for  it.  First  he  copies  the  software 
code  (carmakers  don't  encrypt  it)  and 
loads  it  into  a  PC  database.  Then  he  must 
perform  an  elaborate  three-step  transla- 
tion to  turn  it  into  readable  English.  He 
then  drives  the  car  onto  a  dynamometer,  a 
big  contraption  that  measures  the 
engine's  torque  and  horsepower  while  the 
car  runs  standing  still.  With  the  engine 
running,  he  can  see  on-screen  how  much 
fuel  should  be  injected  given  X  throttle 
pressure  or  Y  coolant  temperature. 

"Now  we  know  the  design  and  get  a 
feeling  of  the  potential,"  he  says.  By  typ- 
ing over  the  old  commands,  he  can  push 
the  turbocharger  to  run  faster  or  prod  the 
fuel  injector  to  add  more  fuel. 

He  watches  engine  temperatures 
carefully  and  has  to  make  sure  he  doesn't 
push  the  fuel  injectors  so  far  that  they  are 
always  open.  Once  he  has  it  right — it 
takes  months — the  new  module  is  ready 
for  the  market. 

To  some  extent  these  hackers,  while  not 
doing  anything  illegal,  are  feeling  around  in 
the  dark,  backing  into  adjustments  through 
trial  and  error.  Some  make  outlandish 
horsepower  claims  on  $300  chips  that  tweak 
just  one  or  two  parameters.  Some  programs 
can  expose  an  engine's  weak  links.  If  a  hose 
is  faulty,  it  might  tear  faster.  Some  dealers 
offer  performance  chips  as  an  option,  oth- 
ers say  this  will  void  your  warranty. 

But  what  do  you  expect?  They're  hack- 
ing your  car,  after  all.  There  are  bound  to 
be  a  few  chills  with  the  thrills.  F 


The  Juice  Bar 

New  engine  chips  claim  big  power  gains. 


VEHICLE 

HORSEPOWER 
FACTORY     RETUNED 

COST 

Audi  S4  2.7  turbo 

250 

307 

$599 

Chevy  Tahoe  5.3  liter 

285 

307 

419 

Dodge  Ram  1500 

245 

265 

310 

Ford  F-250  Diesel 

230 

290 

419 

Subaru  WRX 

227 

267 

1,095 

VW  GTI  1.8  turbo 

180 

215 

499 

Sources:  Audi  Performance  &  Racing;  Superchips; 

JET  Performance  Products;  Vishnu  Performance  Systems. 
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On  Hold 

Jeffrey  Ganek  sits  on 
a  digital  Fort  Knox,  but 
he  doesn't  own  the  key. 

BY  MATTHEW  SWIBEL 


JEFFREY  GANEK  HAS  A  BLACK  BOOK 
big  enough  to  make  Russell  Crowe 
jealous.  Ganek's  privately  held  firm, 
a  Lockheed  castoff  called  Neustar,  holds  the 
exclusive  government  contract  to  keep  elec- 
tronic records  of  160  million  phone  num- 
bers in  North  America.  Its  database  gets 
updated  every  time  someone  switches 
phone  numbers  and  tracks  the  best  routes 
when  networks  are  clogged.  Its  computers 
continually  broadcast  these  changes  to 
some  4,000  local  and  long-distance  carriers. 
After  the  World  Trade  Center  collapse  de- 
stroyed an  AT&T  switch,  Neustar  rerouted 
calls  in  less  than  20  hours — a  task  that 


would  have  taken  45  days  to  do  by  hand. 
The  Sterling,  Va. -based  firm  generated  $100 
million  in  revenue  last  year  for  such  work. 

Ganek's  little-known  database  could  be 
a  treasure  trove  of  data  as  Microsoft  and 
big  rivals  race  to  gain  control  of  consumers', 
digital  identities  for  Web  commerce  and 
services.  Neustar  could  mine  the  informa- 
tion, repackage  it  and  sell  it  to  businesses 
that  want  easier  ways  to  reach  consumers. 
But  Ganek  is  in  an  excruciating  fix.  He 
doesn't  originate  the  data — the  phone 
companies  do — so  he  can't  make  a  move 
without  their  blessing.  "We  have  to  main- 
tain people's  trust,"  he  says. 

Neustar  failed  to  show  a  profit  last 
year  and  likely  won't  until  2003,  but 
Ganek  thinks  he  can  easily  double  rev- 
enue if  he  can  persuade  telcos  to  let  him 
mine  their  data  and  run  a  digital  identity 
database. 

AT&T  used  to  handle  Neustar's  duties, 
but  new  competition  created  by  the  Tele- 
com Act  of  1996  prompted  a  sudden  need 
for  an  independent.  Defense  contractor 


Lockheed  Martin  beat  out  a  spate  of  cpn- 
tenders,  including  Perot  Systems,-  Nortel 
and  IBM,  for  the  right  to  manage  the  data- 
base through  May  2006. 

In  1999  Ganek  and  other  Lockheed  ex- 
ecutives bought  the  group  for  less  than  $100 
million,  with  financing  from  Warburg  Pin- 
cus,  and  renamed  it  Neustar.  Warburg, 
Deutsche  Bank  and  other  investors  own 
77%;  Neustar's  325  employees  own  the  rest. 
Ganek  raised  another  $54  million  in  2001. 

The  search  was  on  for  moneymaking 
ideas.  One  obvious  one  was  helping  long- 
distance carriers  recoup  lost  revenue.  Each 
year,  WorldCom,  AT&T  and  other  providers 
can't  bill  for  an  estimated  $1  billion  worth 
of  phone  calls  because  they  can't  identify 
which  local  network  the  phone  calls  origi 
nated  from — a  simple  task  made  difficultl 
by  deregulation  of  phone  service. 

Last  February,  with  permission  from 
carriers,  Ganek  began  dipping  into 
Neustar's  registry  to  retrieve  the  originat- 
ing phone  numbers  and  pass  that  infor- 
mation along  to  carriers.  Ganek  collects  a 


CI0+663% 


Unicenter 

Infrastructure  Management 
663%  Return  on  Investment 


It's  true!  The  numbers  are  in  and  it  all  adds  up.  Unicenter,  the 
global  leader  in  infrastructure  management  solutions,  can  deliver 
a  whopping  663%  ROI.  Just  ask  IDC.  It's  right  there  in  their 
recent  white  paper.  And,  because  Unicenter  is  now  modular,  you 
can  buy  just  the  pieces  you  need,  just  when  you  need  them. 


Can't  touch  this:  Neustar  Chief 
Executive  Jeffrey  Ganek. 

fee  of  nearly  $1  per  query; 
he  thinks  he  can  generate  an 
extra  $20  million  in  revenue 
by  2004. 

Neustar  also  snagged  two 
contracts  last  year  to  dole  out 
and  manage  Internet  domain 
names  under  the  new  head- 
ings of  dot-biz  and  dot-us, 
collecting  $6  per  address. 
Neustar  has  tallied  a  million 
new  addresses  so  far. 

The  biggest  opportunity 
for  Ganek:  making  phone 
numbers  interchangeable 
with  Internet  Protocol  ad- 
dresses, the  ten-digit  numbers 
used  to  route  e-mails,  wire- 
less data  and  streaming  audio 
or  video.  The  glue  for  this 
would  be  an  emerging  tech- 
nology standard  called  elec- 


tronic numbering,  or  Enum. 

With  Neustar  as  gatekeeper,  telcos 
could  sell  a  service  that  would  let  businesses 
reach  their  customers  via  e-mail,  cell 
phone,  pager  or  PDA,  even  if  they  only  had 
a  home  phone  number  to  begin  with.  Con- 
sumers would  have  to  grant  permission  on 
a  Web  site  to  allow  this  single  point  of  con- 
tact. But  Sears  could  use  e-mail  to  remind 
customers  who  last  bought  stereos  five 
years  ago  that  their  model  is  outdated.  Or, 
in  the  event  of  an  air  bag  recall,  Ford  would 
be  able  to  dial  an  Explorer  owner's  phone 
number  and  reach  his  up-to-date  pager 
and  e-mail  as  well. 

Running  an  Enum  database  would  eas- 
ily double  Neustar's  revenue.  Trouble  is, 
that  pesky  federal  contract  forbids  Neustar 
from  cranking  the  cash  register  without  the 
blessing  of  the  telcos  and  Internet  service 
providers.  Decisions  on  how  to  offer  and 
how  to  price  any  of  Neustar's  digital  iden- 
tity services  lie  mostly  with  the  carriers — 
and  the  privacy  advocates  who  will  resist 
every  step  of  the  way.  F 


All  while  still  enjoying  the  benefits  of  pay-as-you-go  licensing.  So  there's 
no  better  way  for  your  company  to  realize  its  true  potential.  And,  if  you're 
the  CIO,  there's  no  better  way  for  you  to  realize  yours. 

To  read  the  white  paper,  just  go  to  ca.com/unicenter/roi. 
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TECHNOLOGY  i  DIGITAL  TOOLS  by  Stephen  Manes 
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Bluetoothaches 


IMAGINE  A  WORLD  WHERE 
electronic  devices  have  al- 
ways talked  to  one  another 
over  the  airwaves.  Suddenly  a 
lone  inventor  rides  in  from 
what  comes  to  be  known  as 
Copper  Valley  with  a  stunning 
new  connection  system  that's 
easy  to  use,  highly  dependable 
and  an  order  of  magnitude 
cheaper     than     existing 
methods.  She  calls  the 
development  "wiring," 
and     a     couple     of 
years  later,  her  Forbes 
400    bio    dubs    her 
Cable  Gal. 

That  fictional  scenario  is  the  best  way  to  gauge  its  real- 
world  opposite,  a  scheme  whose  very  name — Bluetooth — 
appropriately  calls  to  mind  the 
more  depressing  aspects  of 
dentistry.  Not  only  is  Bluetooth 
quirky  and  confusing,  it  is  ulti- 
mately an  expensive,  wireless 
way  to  replace  cheap,  reliable 
cables.  This  bet  that  early 
adopters  (a.k.a.  "suckers")  will 
help  drive  hardware  prices 
down  quickly  and  that  some 
young  genius  will  one  day  fig- 
ure out  how  to  make  the  soft- 
ware comprehensible  could 
only  happen  in  the  world  of 
technology. 

The  simpler  the  application, 
the  more  likely  Bluetooth  will 
work.    I    nu  i3ged    to    mate 

Motorola's  elf .  o  new  Bluetooth  over-the-ear  headset  with  both 
a  Mo  to  phon  i    from  Sony  Ericsson.  Once  you  get  the 

headset  comm  ini  ith  the  handset,  you  simply  flip  the 

mike  open  to  use  it  r  witch  adjusts  the  volume;  a  button 

lets  you  answer,  hang  .■  or  voice  dial,  depending  on  how 

the  phone  is  configured  [Tie  1  eadset  can  work  as  far  as  30  feet 
from  the  handset  and  - .  with  a  lanyard  that  turns  it 

into  a  high-tech  pendant. 

It  is  particularly  attractive  when  compared  with  Sony  Erics- 
son's misconceived  HBH-20  Hi.'-'.dsfree  headset,  whose  design — 


Want  a  pricey, 

quirky,  wireless 

way  to  replace 

cheap,  reliable 

cables?  Try  one 

whose  name 

appropriately 

reminds  you  of 

dental  pain. 


FOfhCS  I  S,ephon  Manes  (steve@cranky.com).  cohost  of  Digital  Duo.  has  been  covering 
^^_^_.  ..,.•  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  wvAV.forbes.com/manes 
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a  transceiver  you  clip  to  your 
shirt  with  an  earbud  connected 
to  it  via  a  wire — mocks  the  very 
idea  of  wirelessness.  But  even 
though  the  Moto  unit  doesn't 
make  that  mistake,  it  is  tough  to 
justify  shelling  out  $200  for  it, 
not  to  mention  a  premium  of 
about  $100  for  Bluetooth  in 
your  phone,  just  to  eliminate  a 
single  skinny  wire.  And  in  both 
cases  you're  saddled  with  one 
more  battery  to  keep  charged.  At  least  when  the  juice  goes  out,i 
you  can  still  talk  the  old-fashioned  way. 

Add  complexity  and  things  get  uglier.  Palm's  $130  Secure 
Digital  Bluetooth  card  managed  to  connect  an  organizer  with 
the  Motorola  and  Sony  Ericsson  cell  phones  but  was  able  to 
access  my  dial-up  Internet  provider  only  via  the  Motorola 
model.  But  Palms  already  have  wireless  connectivity  via  their 
infrared  ports,  which  for  now  are  far  more  common  on  phones 
than  Bluetooth.  Printing  from  the  Palm  was  an  option  onl) 
with  an  expensive  Bluetooth-enabled  HP  printer  I  didn't  hap- 
pen to  have. 

I  did  have  3Com's  $210  Wireless  Bluetooth  Printing  Kit,  which 
includes  a  USB  adapter  for  your  PC  and  a  printer  adapter  that 
promises  to  let  you  "connect  any  printer  equipped  with  a  paral- 
lel port."  Not  exacdy.  My  printer  uses  a  smaller  parallel  connec- 
tor and  needed  an  adapter  for  the  adapter.  An  Epson  ink-je 
printer's  connector  fit,  but  3Com's  marketers  don't  mention  tha 
Bluetooth  behaves  like  a  serial  port  rather  than  a  parallel  one 
making  installation  difficult  and  keeping  many  printers  from  re- 
porting things  like  the  status  of  ink  cartridges  or 
paper  jams.  And — surprise! — with  most  print- 
ers it  needs  an  extra  AC  cable  of  its  own. 

Bluetoothies  can't  even  get  their  terminol- 
ogy straight.  Depending  on  the  company,  devices 
may  be  "bonded"  or  "paired"  (it  means  the  same 
thing),  and  no  two  software  implementations 
seem  to  work  quite  the  same  way.  You  can 
network  computers  via  Bluetooth,  but 
why  bother  when  Wi-Fi  is  cheaper, 
faster  and  simpler? 

If  Bluetooth  hardware  gets  cheap 
and  the  software  gets  manageable,  it's 
easy  to  envision  happy  adventures  in 
cable-cutting.  For  now,  infrared,  Wi-Fi 
and  an  ancient  invention  called  wire 
make  Bluetooth  an  avoid 
able  ache. 


GLOBAL    VISION 
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Colorized  picture  of  a  flower 
petal  and  pollen  grain  taken 
through  an  electron  microscope 


'■' 


«x 


I 


Hitachi's  visionary  technology  is  revealing  nature's  deepest  secrets  to  the 
naked  eye.  Our  versatile  electron  microscopes  -  indispensable  tools  in  the 
nanotechnology  revolution  -  have  a  multitude  of  uses  in  fields  ranging  from 
semiconductors  to  biotechnology.  And  our  non-invasive  Magnetic  Resonance 
Imaging  (MRI)  systems  provide  medical  professionals  with  fast,  accurate 
diagnostic  and  surgical  tools.  Saving  lives,  or  simply  making  life  better,  is  the 
global  vision  at  Hitachi.  Visit  us  on  the  web  and  see  how  we're  inspiring  the 
next  with  our  advanced  technologies  and  innovative  solutions. 

*The  focus  has  been  intentionally  adapted  for  this  advertisement. 


HITACHI 

Inspire  the  Next 


http://global.hitachi.eom/i 


9:01  AM:  2.500  EMPLOYEES. 
9:0       M:  COMPANY  MERGES! 

18.002  EMPLOYEES 


JUST  ANOTHER  DAY  AT  THE  OFFICE.) 


In  business,  change  can  happen  with  a  vengeance.  But  you  can  also  adapt  with  a 
vengeance,  il  you  have  the  right  tools.  mySAP™  HR  helps  your  organization  align  and 
rage  people  quickly  to  meet  business  objectives.  It  also  integrates  all  aspects  of  Human 
I  apital  Management  with  the  rest  of  your  business,  so  you  can  analyze  and  measure 
performance  or  need  in  real  time.  Which  could  have  a  real  impact  on  your  bottom  line 
\  lsit   ap.i  .-in  solutions/hr  or  call  us  at  800  880  1727  for  details. 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


WILL  THE 
WHEELS  S 


The  indomitable  MALCOLM  BRICKLIN  is  at  it  again— this  time  with  the  Yugo,  part  two. 


BY  DOUG  DONOVAN 

OMEONE  ONCE  SAID,  'THE  GREATEST  GENIUS  IS 
I  perseverance,' "  says  Malcolm  Bricklin  over  cof- 
fee at  a  Manhattan  greasy  spoon.  If  that's  the 
case,  Bricklin  ranks  somewhere  ahead  of  Leibniz 
and  Einstein.  Despite  a  history  of  personal  and 
corporate  bankruptcies  over  the  last  35  years,  and  a  trail  of 
furious  investors  and  creditors,  the  guy  just  won't  quit.  "If 
you  give  up,  that's  when  you're  a  failure,"  he  insists. 

Bricklin's  latest  scheme  is  to  import  what  would  be 

the  cheapest  car  in  America.  The  ZMW  (as  in  Zastava 

'Motor  Works)  can  be  built,  he  says,  for  around  $3,000  and 


would  list  for  $5,000  to  $9,000,  putting  it  in  competition 
with  Hyundai's  Accent  ($9,494)  and  Kia's  Rio  ($9,590). 
The  name  Zastava  (Serbian  for  "banner"  or  "standard") 
should  ring  an  ominous  bell:  It  made  the  Yugo. 

Bricklin  himself  notes  that  the  Yugo  was  called  "the 
worst  car  of  the  millennium."  (That  didn't  stop  him  from 
acting  as  the  car's  U.S.  importer  between  1985  and  1988.) 
He  insists  the  ZMW  is  totally  different,  exuding  quality  from 
end  to  end.  Sort  of.  The  front  of  the  car  curves  like  a  Jaguar; 
its  boxy  notched  back  recalls  its  cheesy  predecessor.  PSA 
Peugeot  Citroen  will  supply  a  1.6-liter,  four-cylinder  engine 
with  a  single  overhead  camshaft  eking  out  98hp. 
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Now  for  the  hurdles.  The  car  will  need 
hundreds  of  adjustments  to  meet  U.S. 
safety  and  emissions  standards.  Serbia- 
based  Zastava,  which  made  very  few  cars 
in  the  1990s  during  the  unraveling  of  Yu- 
goslavia, is  now  producing  just  2,500  or  so 
vehicles  per  month  for  local  consumption 
and  export  to  Egypt.  Which  makes  Brick- 
lin's  aim — to  import  60,000  in  the  first 
year,  beginning  in  the  fall  of  2003 — some- 
what optimistic.  To  achieve  that  he  needs 
ten  distributors  to  scare  up  a 
$100  million  credit  line  to  buy 
the  cars  from  him  and  sell  them 
to  dealers.  Doesn't  help  that 
there  are  only  four  distributors 
left  in  the  continental  U.S.  not 
owned  by  a  rival  carmaker. 

Perhaps  the  biggest  obsta- 
cle: Bricklin's  own  past.  A  Uni- 
versity of  Florida  dropout,  he 
launched  Subaru  of  America  in 
1968  with  partner  Harvey 
Lamm.  The  bubble-shaped 
Subaru  360  sold  well  until  Con- 
sumer Reports  called  it  "unac- 
ceptably  hazardous."  In  1970 
Subaru  of  America  lost  $3.7 
million,  and  the  360  was  dis- 
continued. Bricklin  left  in  1972; 
new  investors  bailed  out  the 
company.  He  took  his  stock, 
worth  $20  million,  and  put  it  up 
as  collateral  for  his  next  project. 

In  that  venture,  Bricklin 
took  to  heart  the  failings  of  the 
Subaru  360,  coming  out  with 
the  sporty  two-door  Bricklin 
Safety  Vehicle.  The  car  sported  electric- 
powered  gull-winged  doors  that  opened 
like  those  on  the  DeLorean  that  came  a  few 
years  later.  Some  200  U.S.  dealers  parted 
with  a  total  $5  million  for  parts,  tools  and 
signs  before  production  started  at  a  Cana- 
dian plant.  Unveil  \\  in  1974,  only  3,000 
units  were  mai  le,  plagued  as  the  car  was  by 
quality  problem  .,  including  doors  that 
leaked  water  tied.  At  $13,000  the 

cars  cost  twici        mu  h  as  anticipated.  In 
1975  Bricklin  d  -  ma]  bankruptcy 

(liabilities:  issets:  $2,000); 

his  compart  pter  1 1,  too. 

Even  the  V  business,  while  once 
wildly  profitable  led  Bricklin  in  trou- 
ble. In  1989,  l<  SS  liter  lie  sold 
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out  for  $15  million,  Global  Motors,  the  im- 
port company  he  founded,  went  belly  up, 
as  Yugoslavia  spiraled  into  ethnic  violence 
and  economic  chaos.  In  1991  Bricklin 
again  filed  for  personal  bankruptcy  after  a 
federal  judge  ordered  him  to  pay  $17.3  mil- . 
lion  for  breach  of  contract  with  John  and 
Rebecca  Bednarik,  a  Maryland  couple  who 
claimed  they  had  bought  350,000  shares  of 
Bricklin's  brief  1983  Italian  sports-car  ven- 
ture in  exchange  for  U.S.  distribution  rights 


AN  ARTICLE  OF  FAITH 


I 


T 

I   s 


he  public  washed  its  hands  of  the  Yugo  a  decade  ago. 
But  as  pop  art,  the  boxy  budget  car  is  the  hottest  thing 
since  Campbell  Soup  cans.  In  1995  a  group  of  stu- 
dents from  New  York's  School  of  Visual  Arts  retrofitted  29 
Yugos  into  sculptures  like  a  giant  telephone,  an  accordion,  a 
diner,  a  shower,  a  toaster  and  the  confessional  above.  Will 
the  new  ZMW  have  such  a  long — and  amusing — life? 


for  the  Yugo,  which  never  materialized.  "He 
has  never  paid,"  says  Rebecca. 

Bowed  but  unrepentant,  Bricklin 
started  the  Electric  Bicycle  Co.  in  1995  with 
Malcolm  Currie,  a  former  chief  executive 
of  Hughes  Aircraft.  "Bricklin  is  a  brilliant, 
charismatic  visionary,"  says  Currie.  The  two 
put  up  $4.5  million  to  create  die  EV  War- 
rior, a  mountain  bike  with  an  electric  motor 
that  could  hit  speeds  of  20mph  and  a  price 
tag  that  started  at  $1,300.  Within  two  years 
of  the  launch  Bricklin  found  another  one  of 
his  companies  in  bankruptcy  court.  "I 
would  do  an  IQ  test  on  anyone  who  gets  in- 
volved with  Bricklin  this  time,"  says  Ron  B. 
Tonkin,  a  Portland,  Ore.  car  dealer  who  lost 
money  Investing  in  the  Yugo  and  nearly 


$200,000  backing  electric  bikes. 

Apparently  some  subsequent  in 

vestors  never  took  the  test.  In  1998  Brick-' 

lin  and  a  handful  of  partners  chipped  in 

$500,000  to  finance  a  portable  fuel-cell 

technology  developed  by  NASA's  Jet 

Propulsion  Laboratory — and  another 

$750,000  for  complementary  technology 

developed  by  Adelan,  a  British  company. 

But  when  Bricklin  decided  to  exchange 

the  fuel-cell  licenses  for  a  16%  stake  in 

TechSys,  a  public  company 

with  high-tech  aspirations, 

some  investors  were  enraged. 

It's  easy  to  see  why.  Tech- 
Sys, a  former  dialysis  outfit,  is 
on  the  verge  of  being  delisted 
from  Nasdaq.  Today  it  bills  it-i 
self  as  a  fuel-cell  company  But 
96%  of  its  $  1 . 1  million  in  rev-,, 
enues  last  year,  when  it  lost  $4.1 
million,  came  from  an  Arizona 
dry-cleaning  business  run  byj 
convicted   felon   Jeffrey  M 
Trenk.  (Trenk,  a  son  of  Alvin  S* 
Trenk,    TechSys'    chairman 
pleaded  guilty  to  bribing  an  FB 
agent  posing  as  a  broker  ir 
1996  and  was  sentenced  tc5 
eight  months'  house  arrest  ana' ;! 
five  years'  probation.) 

What  does  Bricklin  say 
about  this?  He  claims  he  knev  "* 
nothing  of  Jeff  Trenk's  history c 
and  that  he  wants  TechSys  t 
get  out  of  dry  cleaning.  Thi.  I 
after  an  inauspicious  start 
where  Bricklin  sued  TechSys  t< 
keep  fuel-cell  licenses  for  Central  an< 
South  America  and  for  China,  and  Tech 
Sys  countersued,  claiming  he  had  ahead 
revoked  ownership  of  the  licenses.  Th 
case  was  settled  before  coming  to  trial,  bu  w 
not  before  a  July  31,  2001  letter  fron 
Bricklin  came  out,  admitting  that  hi 
company  had  defaulted  on  $700,000  iljW 
loans  from  Holding  Capital  Managemen  ■ 
LLC,  a  lending  organization  that  count  * 
Alvin  Trenk  as  a  founding  partner.  Brick 
lin  testily  declines  to  discuss  the  details  c 
the  loans.  "It's  like  talking  about  an  ic 
cream  cone  I  ate  1 3  years  ago,"  he  snaps 
His  full  attention  is  now  on  the  ZMV 
At  63,  Bricklin  promises  this  venture  wi 
be  his  swan  song.  Believe  it — or  not. 
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>eping  up  with  online  advertising  isn' 
lough  information,  but  because  there 
mtradictory,  or  downright  confusing.  T 


?  awash  in  data,  but  it  has  been  a  desei 


o  much  -  and  i 


A/hat  every  advertiser  should 
know  about  e-advertising. 


■orbes.com  presents  the  definitive  overview  of  research 

■ 

data  covering  key  aspects  of  the  online  advertising 
lustry,  developed  and  vetted  with  insights  from  eMarketer  - 
\  world's  leading  provider  of  e-business  statistics. 


Online  Advertising  Update: 
view  of  Research  Data 
suring  the  Growth  and 
:tiveness  of  Online 
trtising  in  the  U.S.  aggre- 
s  and  analyzes  the  latest 
bers  to  provide  an 
ctive  picture  of  the  current 
i  of  online  advertising. 

data  is  conclusive. 

internet  is  a  powerful 
ceting  tool  that  smart 
misers  are  using  to  their 
petitive  advantage, 
jading  the  Online 
irtising  update,  you  learn: 
3  e-advertising  growth 
aspects  for  2002  and 
yond 

four  key  reasons  driving 
line  ad  growth 
ook  at  who's  online  and 
w  much  time  they  spend 
w  e-advertising  gets  results 


The  data  shows  the  more 
affluent  and  more  senior  the 
manager,  the  more  valuable  the 
internet  becomes  to  marketers. 

If  you  are  faced  with  the 
challenge  of  reaching  and  influ- 
encing busy  business  profes- 
sionals, you  may  be  interested 
to  know  that: 
■  CEOs  spend  more  time 

online  than  with  any  other 

medium. 


Average  Number  of  Hours  Spent  per  Week  with 
Different  Media  among  US  Corporate  Executives,  2002 

Internet 

16.0 

Television 

■  8.6 

Magazines 

6.6 

Newspapers 

6.6 

Is7 

Note:  n=262 

Source  Research  Net,  Februar 

V2002 

For  affluent  investors,  the 
internet  is  the  medium  of 
choice. 


■  The  internet  is  emerging  as 
the  "prime-time"  medium  for 
reaching  business  profession- 
als during  the  workday. 

The  Online  Advertising  Update 
reviews  many  facts  and  figures 
of  interest  to  advertisers  and 
their  agencies.  For  example, 
despite  the  economic  and 
media  downturn  in  2001, 
online  advertising  is  poised  to 
grow  11%  in 
2002.  Online 
buyers  will 
number  70 
million  by 
year-end.  The 
white  paper 
also  provides 
compelling 
evidence 
that  online  advertising  is  an 
effective  tool  for  branding  as 
well  as  direct  response. 


Mrbes 


Online 

Advertising 

Update: 


A  Review  of  Research  Oats  Measuring 
the  Growth  and  Effectweness  of 
online  Advertising  in  the  US 


^ 


Free! 


Extraordinary  offer! 

The  Online  Advertising  Update 
not  only  contains  a  wealth  of 
information,  it  is  absolutely 
free.  It  is  also  online,  so  it  can 
be  on  your  desktop  in  seconds. 

Go  to:  www.emarketer. 
com/forbes.  a  pdf  file  will 
be  sent  to  your  e-mail  address 
immediately.  (For  a  paper  copy, 
call  toll-free  1-877-378-2871). 

For  a  complete  review  of 
spending  estimates,  online 
advertising  success  strategies 
and  more,  get  eMarketer's 
new  Online  Advertising  Report. 


Forbes    eMarketer. 
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BY  CHANDRANI GHOSH 

KENNETH  L.  KRAMM  HAD  A  GOOD 
product  on  his  hands — but  slim 
means  for  getting  the  word  out. 
While  filling  prescriptions  in  his  family's 
Washington,  D.C.  pharmacy,  he  labored  to 
make  the  taste  of  phenobarbital  palatable 
to  his  infant  daughter,  Hadley,  who  had 
cerebral  palsy  and  suffered  from  seizures. 
After  a  few  months  he  hit  on  a  banana  fla- 
vor that  could  be  mixed  with  the  drug 
without  compromising  its  efficacy.  Why,  he 
thought,  couldn't  he  do  the  same  for  other 
medicines  that  kids  and  pets  hated  to  swal- 
low? Result:  an  eventual  42  flavors,  from 
orange  Creamsicle  and  mocha  cappuccino 
to  licorice  and  chocolate  silk  pie. 

That  was  the  easy  part.  Flavorx  (pro- 
nounced "flavor-ex"),  launched  in  1995, 
was  a  big  hit  with  independent  pharma- 
cies. People  were  driving  20  or  more  miles 
to  get  their  prescriptions  filled  at  the  drug- 
store owned  by  Kramm's  mom  and  dad, 
where  the  liquid  concentrate  was  mixed  in 
with  medicine.  Hoping  to  spread  the  reach 
of  his  flavors,  Kramm  raised  $]  million 
from  family,  friends  and  outsiders  and 
bought  eight  weeks  of  I V  ads  that  ran  in 
mid-Atlantic  states  and  I  as  Vegas  (where 
Kroger,  whose  pharmacies  1  eedto 

carry  Flavorx,  has  a  heavy  cona  ntrati  m  i 
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stores).  Though  the  campaign  built  aware- 
ness, Kramm  had  a  hard  time  swallowing 
the  cost.  He  ended  1999  with  a  loss  of 
$600,000  on  sales  of  $860,000.  He  didn't 
want  to  shell  out  for  more  ads.  "A  person 
needs  to  see  the  ad  an  average  of  six  times 
to  retain  it,"  says  Kramm,  40.  "Then  you 
have  to  remember  to  mention  it  next  time 
you  are  at  the  doctor's  or  pharmacy." 

Solution:  Lift  a  page  from  big  pharma- 
ceutical companies,  which  send  marketers 
to  visit  doctors.  Kramm's  detail  staff  makes 
office  calls  to  drop  off  samples  and  urge 
physicians  to  ask  pharmacies  to  stock  them 
along  with  medication.  After  Kramm  hired 
his  first  detailer  in  July  2001,  the  impact 
was  immediate:  Widiin  days  of  her  visit  to 
pediatricians  in  Atlanta,  pharmacies  started 
placing  orders  with  Flavorx.  During  the 
year  Kramm  hired  another  49  detailers. 

He  thinks  it's  well  worth  the  $2.5  mil- 
lion he'll  shell  out  this  year  in  salary,  travel 
expenses  and  bonuses — about  one-tenth, 
he  figures,  of  what  he'd  have  to  spend  for  a 
national  campaign.  Thirty  of  the  50  detail- 
ers are  part-timers,  drawing  no  benefits. 
Everyone  is  on  the  bonus  plan,  sharing  a 
10%  commission  on  whatever  revenues 
each  region  pulls  in.  Including  base  salary, 
the  average  full-timer  on  the  detail  staff  gets 
about  $50,000  a  year. 


Who  wants  to  work  for  so  little  money? 
Folks  in  their  20s,  who  are  known  (we  kid 
you  not)  as  "Flavorx  gals  and  guys."  They 
compete  with  one  another  to  see  who  can 
visit  more  pediatricians  and  veterinari 
ans — while  wearing  white  shirts  with  huge 
orange  Flavorx  logos  and  dispensing  Skit 
des — during  the  week.  Those  who  call  on 
more  than  100  doctors  get  an  honorable 
mention  at  Monday  morning  meetings, 
which  are  punctuated  by  cheers  and  chants 
("Who  are  we?  Flavorx!  What  do  we  doi 
Take  the  yuck  out  of  medicine!"). 

Flavorx  has  been  largely  self-financed 
Kramm  insists  he  has  been  profitable  each 
year  save  one,  with  gross  margins  ranging 
from  8%  to  20%.  He  recendy  raised  $2  mil- 
lion from  venture  groups,  leaving  him  witl 
34%  of  the  company. 

In  die  fiscal  year  ended  last  June  30  Fla 
vorx  earned  $150,000  on  revenues  of  $U 
million.  This  fiscal  year,  Kramm  claims,  he' 
on  track  to  net  $750,000  on  sales  of  $5  mil 
lion.  Flavorx  is  now  in  more  than  7,70( 
pharmacies  (up  from  4,000,  predetailing) 
Latest  nab:  Winn-Dixie  Stores,  the  super 
market  chain,  with  730  pharmacies. 

Kramm  plans  to  expand  more  vigor 
ously  into  the  veterinary  market.  Get  read 
for  Mom's  Banana  Bread  Fish  Chowde 
and  Barkin'  Bubblegum  Roasted  Lamb.  I 


We're  committed  to  solar.  In  the  last  six  years, 
we've  invested  over  $200  million  in  solar  power, 
and  are  now  one  of  the  largest  producers  in  the 
world,  bringing  this  renewable  energy  to  over 
160  countries.  Our  goal:  to  make  solar  a  $1  billion 
business  by  2007. 

It's  a  start. 


beyond  petroleum 
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TOMORROW 


TOYOTA 
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Sometimes  it  takes  a  great  idea  to  give 

power  to  good  intentions.  We  think  the  Ml 

National  Center  for  Family  Literacy  is  a     r 

great  idea,  and  that's  why  Toyota  is  prouiflp 

to  be  one  of  its  major  supporters.  ^ 

jl 
NCFL  is  the  leader  in  parent-child  learning  r 

It's  a  powerful  way  to  develop  learning 

skills  in  young  children  by  helping 

disadvantaged  parents  complete  their 

own  education  and  learn  important  life 

skills  at  the  same  time. 


Toyota  has  provided  support  to  more 
than  150  family  literacy  programs  across 
America.  By  supporting  NCFL,  we  hope 
that  the  book  on  missed  opportunities 
will  one  day  be  closed  forever. 

To  learn  more  about  the  great  work  of 
NCFL,  visit  www.famlit.org. 

www.toyota.com/tomorrow 


01 
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Ml  eyes  in  the  food  biz  are  on  delivered 
lesigner  grub.  Zone  Gourmet  has  the  edge. 
Jut  will  expansion  sour  its  success? 


Y ALAN FARNHAM 

I  DON'T  CARE  IF  YOU  WRITE  A  STORY 
about  us  or  not,"  says  Edward  Fasano, 
Zone  Gourmet's  founder  and  chief  ex- 
ecutive. He  says  this  in  a  friendly  way. 
The  former  bodybuilder  shrugs  the 
loulders  of  his  black  T  shirt  and  gives  his 
iamond  Rolex  a  nonchalant  flick. 

Hard  to  fault  his  indifference.  Until 
ow  Zone  Gourmet  didn't  need  much 
yjje  where  it's  available  in  New  York  and 
mthern  California.  No  wonder:  The  meal 


service,  which  delivers  precooked,  healthy 
dishes  to  your  doorstep,  is  the  near-perfect 
union  of  fast  food  and  nutrition.  They're 
delicious,  too.  How  tasty?  Good  enough 
that  when  this  reporter  spilled  chicken  on 
his  shirt,  he  scooped  it  up  and  ate  it,  rather 
than  throwing  it  away. 

Even  better,  the  meals  are  customized. 
No  scallops,  asparagus  or  kale  for  Bonnie  in 
San  Diego.  Pamela  in  L.A.  doesn't  do  oat- 
meal but  wants  cheesecake  every  day.  What 
everyone  does  get  are  meals  prepared  in 


From  his  hands  to  your  mouth:  custom-made, 
home-delivered  meals  by  Edward  Fasano. 

conformity  with  the  Zone  Diet,  which  fol- 
lows a  strict  fat-to-carbohydrate-to-protein 
ratio  of  30-30-40.  The  diet  was  popular- 
ized by  Barry  Sears,  Ph.D.  and  author,  who 
doesn't  have  a  stake  in  Zone  Gourmet, 
which  is  80%  owned  by  Fasano. 

But  convenience  is  the  real  draw.  With 
Zone  Gourmet  there  are  no  recipes  to  fol- 
low. No  drive-through  window.  Just  open 
your  front  door,  unzip  the  bag  and  swal- 
low. Until  food  can  be  catapulted  directly 
into  one's  mouth,  this  is  as  simple  as  eating 
is  likely  to  get.  Which  is  why  privately  held 
Zone  Gourmet  expects  $45  million  in  sales 
from  an  average  of  4,000  daily  customers 
this  year,  up  from  $500,000  in  1998. 

Initially,  the  dishes  were  most  popular 
among  celebs,  newscasters  and  fashionistas 
who  watch  their  weight  more  closely  than 
their  wallets:  The  $35-a-day  price  tag  didn't 
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CHANGING    JOBS? 

Our  ROLLOVER  IRA  offers  you: 

Choice.  Value.  Service. 

Your  401  (k)  may  be  the  most  important 

savings  you  have,  so  make  sure  you  roll 

it  over  with  the  right  investment  company. 

At  T.   Rowe   Price,   our  broad   range   of 

no-load  mutual  funds,  unwavering  com- 

mitment to  customer  service,  and  over 
60  years  of  experience  mean  you  can 

100%  no-load  mutual 
funds  covering  a  wide 
range  of  investment 

invest  with  confidence. 

strategies,  including: 

Choice:  For  Rollover  IRAs,  we  offer  over 
60   no-load    mutual   funds.    No   wonder 

•  Value  Stock  Funds 

Capital  Appreciation 
Equity  Income 

Morningstar  called  T.  Rowe  Price  a  "great 
place  for  investors  to  build  a  diversified 

Mid-Cap  Value 
Value 

portfolio."* 

•  Growth  Stock  Funds 

Blue  Chip  Growth 

Value:  With  no  sales  charges,  commis- 
sions, or  12b-1  fees,  more  of  your  invest- 

Equity Index  500 
Growth  Stock 

ment  works  for  you. 

•  Industry-Specific  Funds 

Financial  Services 

Service:  Our  dedicated  Rollover  Specialists 
will  help  you  set  up  your  account,  from 

Health  Sciences 
Science  &Technology 

handling  paperwork  to  assisting  you  with 
your  investment  choices. 

•  International  Funds 

European  Stock 
International  Stock 

For  more  information,  call  today  to  discuss 

•  Bond  Funds 

your  rollover  options  and  to  receive  a  free 
rollover   kit,   including    prospectuses   or 

High  Yield 
Short-Term  Bond 
Spectrum  Income 

orofiles. 

1-800-541-4983 

WWW.TROWEPRICE.COM 

T.RoweRrice  8k 

INVEST    WITH    CONFIDENCE 

Mormngslar  fund  Family  Repoil,  June  30. 2001  For  more  in             i  luding  lees,  expenses,  and  risks,  read  the  hind  profile 
or  prospectus  caielully  belore  invesling.  I.  Rowe  Price  Inveslmei.i  ieivices.  Inc..  Distributor.                           IRAR064204 
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faze  them.  (About  $8  of  that  is  gravy  for 
Fasano.)  But  others  quickly  caught  on.  Al-j 
though  70%  of  subscribers  say  they  signed 
on  because  they  are  watching  their  weight, 
Zone  Gourmet's  fastest-growing  group  of 
customers  are  time-challenged  profession- 
als who  aren't  trying  to  shed  pounds.  "B 
don't  have  to  cook;  I  don't  have  to  go  to 
the  store,"  says  Sally  Tillotson,  24,  a  Santa 
Monica  property  manager.  "I  don't  have  to 
worry  'Is  it  healthy?  Should  I  be  eating  it?'" 

But  it's  one  thing  to  cook  for  and  cater 
to  4,000  folks  in  two  cities.  It's  another  to 
send  Zone  Gourmet's  Prada-esque  little  ' 
black  bags  to  doorsteps  in  Boston,  Sanij 
Francisco  and  south  Florida  in  the  next  12J 
months.  Fasano  also  wants  to  set  up  shop  | 
in  Dallas,  Chicago,  Atlanta  and  other  cities.  ■ 
Consumers  outside  New  York  and  Los  An-iL 
geles  are  likely  to  need  cajoling  to  cougq 
up  for  Zone  Gourmet's  pricey  service,  sd 
Fasano  plans  to  reduce  his  dependence  on 
word-of-mouth  and  ramp  up  marketing] 
This  year  he'll  spend  $3  million  on  TV  and] 
print  ads  in  New  York  and  Los  Angeles 
alone — up  from  a  total  of  $1.8  million  id 
the  previous  three  years  combined. 

Expansion  could  compromise  Zona 
Gourmet's  appeal.  Until  now,  all  dishes  havJ 
been  prepared  out  of  two  kitchens,  in] 
Nesconset,  N.Y.  and  West  Los  Angeles.  They 
are  monitored  by  Fasano,  a  former  dell 
owner,  who  on  a  recent  day  supervised  1 ,800) 
chicken  Caesar  salads  and  1,800  salmon 
teriyaki  dinners  in  the  Nesconset  kitchen. 
That  kind  of  scrutiny  won't  be  possibll 
much  longer,  since  he  has  just  inked  a  deal 
with  publicly  held  Compass  Group — one  of 
the  world's  largest  food  service  outfits — to 
make  meals  for  him  in  his  expansion  cities. 

The  Compass  deal  also  allows  Fasano , 
to  offer  different  types  of  meals,  including .. 
no-carb  dishes  based  on  the  popular  Atkins  I 
Diet.  On  a  future  menu:  food  that  adheres  u 
to  diet  programs  besides  Zone  and  Atkins,  j1 

Tricky,  but  manageable.  What  is  mosl  y 
questionable  is  Fasano's  plan  to  pulf" 
his  meals  in — yes — vending  machines.  Be- 
ginning this  month  Zone  Gourmet  entrees  £' 
such  as  Chilean  sea  bass,  will  be  available 
for  $6  each  from  vending  machines  in  1 
health  clubs.  A  natural  progression — or 
quick  way  to  kill  cachet? 

Could  be  time  for  Fasano  to  swallo 
some  of  his  nonchalance.  I 


Si 
SS! 


Generate 
Traffic. 


Now  you  can  generate  traffic — and  excitement — 
your  product  or  service  in  a  whole  new  way. 
the  SiliconView  Electronic  Billboard,  the  only  one  on 
jhway  101  that  everyone  notices.  A  recent  Harris  Poll 
jnd  that  67%  of  the  respondents  that  travel  the 
jhway  101  corridor  notice  one  billboard  more  than 
/  other.  The  board  noticed  most  by  76%  of  these 
vers  was  the  SiliconView  Electronic  Billboard.  In  fact 
six  times  more  effective  than  static  billboards 
:ause  it's  electronic,  so  you  can  feature  several 
ferent  messages — for  the  cost  of  only  one! 
SiliconView's  illuminated  screen  displays  in 
ess  of  36,000  discernibly  different  colors  in  ' 


a  single  photographic  image,  maximizing  clarity  and 
visibility.  Day  or  night.  Rain  or  shine.  The  "smart"  LED 
technology  automatically  adjusts  for  all  lighting  conditions. 

Get  on  board!  Just  e-mail  us  your  art  file  and  you  can 
be  up  and  commanding  attention  in  as  little  as  24  hours. 
You'll  be  seen  by  7  million  monthly  commuters — 
at  a  rate  that's  surprisingly  affordable. 

To  send  for  a  media  kit  or  to  find  out  if  you 
qualify  for  a  free  test  drive  on  SiliconView,  call 
650-493-3500  or  email  us  at  info@siliconview.com. 
See  the  board  in  action  at  www.siliconview.com 


SiliconView 

THE      ELECTRONIC     BILLBOARD 
IN     SILICON      VALLEY 

Copyright  2002  SiliconView,  LLC.  All  rights  reserved.  SiliconView  is  a  trademark  of  Landmark  Screens,  LLC. 
Copyright  2002  Handspring  Inc.  All  Rights  Reserved.  Treo  and  the  Handspring  and  Treo  logos  are  trademarks  of  Handspring  Inc. 


Why  Not?  By  Ian  Ayres  and  Barry  Nalebuff 

Opt-Out  Advertising 


WHY  NOT,  INDEED.  THANK  YOU  FOR  YOUR 
generous  response  to  our  first  column.  FORBES 
readers  have  posted  900-plus  ideas  and  com- 
ments to  forbes.com/whynot.  This  is  an  interac- 
tive site  where  we  and  you  readers  explore 
unconventional  marketing  and  product  ideas. 

Today  we  take  on  television  advertising.  There  are  two  big 
problems  with  TV  ads.  One  is  content  and  the  second  is  the  rev- 
enue model.  Let's  start  with  the  content. 

Under  the  status  quo,  the  advertiser  has  only  one  objective: 
to  sell  products.  If  the  content  of  the  ad  is  boring  but  the  prod- 
uct sells,  that's  fine.  Advertisers  have  no  incentive  to  make  their 
ads  entertaining.  (There  is  even  the  perceived  wisdom  that 
Clio-winning  ads  don't  sell  products.)  And  since  12  to  15  min- 
utes of  each  hour  of  broadcasting  are  filled  with  commercials, 
that  means  that  at  least  20%  of  what  you  see  has  no  incentive 
to  be  good. 

Why  not  reward  advertisers  for  good  content  and  punish 
them  for  bad,  just  as  you  would  a  soap  opera  scriptwriter? 
Charge  according  to  how  many  people  switch  channels  during 
the  ad.  To  do  this,  Nielsen  or  someone  else  would  have  to  mon- 
itor viewing  habits  during  commercial  breaks.  The  idea  is  that  a 
commercial  that  turns  off  viewers  is  very  expensive  to  the  net- 
work. It  loses  viewers  for  the  next  show.  Even  more  immedi- 
ately, it  loses  viewers  for  the  next  commercial. 

Under  this  system,  if  a  show  hands  the  advertiser  10  million 
viewers,  but  the  ad  turns  off  1  million,  then  the  advertiser  would 
have  to  pay  a  high  ad  rate.  But  if  the  ad  enter- 
tains viewers  and  keeps  them  watching  so  that 
it  hands  off  all  10  million  (or  more)  to  the  next 
ad,  then  the  price  would  be  reduced. 

If  one  network  adopted  this  policy,  it 
would  have  the  best  ads  and  do  a  better  job  of 
retaining  viewers.  Even  if  it  got  copied,  the 
end  result  would  be  fewer  kitchen  runs  during 
nercials,  less  channel  surfing,  more  TV 
watching  and  fewer  TV  watchers  using  TiVo  to 
fast  forward  f  the  ads. 

Reader  A.  o  submits  a  varia- 

tion on  this  pi  consumers  to  pay 

to  avoid  being  a 

Can  you  make.'  i  to  how  much  the 

networks  are  1  watch  an 

hour  of  TV?  Five  dollars?  \  buck?  It  turns  out 
to  be  only  32  cents  an  hour  for  prime  time, 


Why  not  collect  this  mone 
from  the  viewer  instead  of 
advertisers,    at    the    viewer: 
option?  As  a  viewer,  your  time  i 
being  valued  at  $1.60  for  ever 
hour  of  advertising  that  yoi 
watch,  well  below  the  minimi 
wage.  Wouldn't  you  like  a  buy 
out  option?  You  get  this  option 
to  some  degree  with  premiur 
movie  channels,  but  it's  not 
available  on  network  shows. 
Let  us  anticipate  some  sauce-for-the-goose  criticism  of  1 
proposal  coming  from  magazine  subscribers.  You  want  yoi 
issue  of  FORBES  ad-free,  and  you'll  pay  extra.  We  are  not  priv 
to  net  ad  revenue  figures  (which  reflect  agency  and  frequenc 
discounts),  but  the  published  rates  imply  that  an  ad-freel 
FORBES  would  have  to  be  priced  at  an  extra  $10  a  copy,  and  not 
many  subscribers  would  prefer  that  to  the  present  arrange- 
ment. Here,  the  advertising  makes  sense  for  both  the  advertis- 
ers and  the  readers. 

On  TV,  the  adverising  is  more  obtrusive  and  less  efficient. ' 
That's  why  you  would  like  the  option  of  buying  ad-free  shows. 
Instead  of  fighting  TiVo,  networks  should  let  you  pay  32  cents  to 
download  an  episode  of  ER  to  watch  sans  ads  when  you  want 
Cable  systems  are  rolling  out  this  technology.  Networks,  why 
not  lead  the  way?  F 


Forbes 


Ian  Ayres  is  Townsend  Professor  at 
Yale  Law  School  and  Barry  Nalebuff 
Is  Steinbach  Professor  at  Yale  School  of  Management.  F 
ideas  or  to  send  your  own,  visit  www.forbes.com/whynot. 


Smorgasbord  of  Your  Ideas 

►  Baby-sitting  at  movie  theaters— A.  Park.  If  Ikea  can  make  this  idea  work,  why 
can't  the  local  cineplex?  For  a  fee  parents  could  drop  off  their  tots  and  go 
beeper-in-hand  to  that  R-rated  movie.  The  kids  might  watch  videos  in  a  day 
care  room  or,  better  yet,  be  chaperoned  to  watch  a  G-rated  movie  in  the  next 
theater. 

►  DVD  movies  with  tamer  versions— Henry  Ayres-Brown.  You  can  get  DVDs  with  the 
director's  cuts.  Why  not  also  offer  the  tamer  versions  produced  for  airlines 
and  TV?  With  this  new  feature,  we'd  let  our  7-year-olds  watch  Shallow  Hal. 
*■  Starbucks  at  public  libraries— ideamave.  Some  libraries  in  Brooklyn,  Los 
Angeles  and  Portland,  Ore.  now  have  little  cafes.  In  Dallas,  Boston  and 
Washington,  they're  talking  about  it. 

»■  Corporate  postage  stamps— David  Aitken.  Corporations  can  put  their  logos  on 
postage  meter  imprints.  Why  not  allow  them  to  put  their  images  on  stamps 
sold  to  the  public— if  they  subsidize  the  cost?  Australia's  and  Canada's  posts 
both  make  money  selling  vanity  postage  stamps. 

*■  Deflated  transcripts— Joseph  E.  Stiglitz.  Why  not  have  college  transcripts  dis- 
close the  grade  distribution  of  each  course  alongside  the  individual's  grade? 
Transcripts  might  even  list  the  median  G.P.A.  of  other  students  in  the  class. 
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BANK  OF  AMERICA 


Winning  without  owning:  Maybe  you  don't  want  to  own  and  operate  your  e-business  infrastructure  or  the 
overhead  that  goes  with  it  -  maybe  it  makes  more  sense  to  rent  it.  That's  why  companies  like  Bank  of 
America  have  tapped  into  IBM  e-business  on  demand!"  They  get  instant  access  to  applications  and  a 
state-of-the-art  e-business  infrastructure;  meanwhile,  IBM  takes  care  of  the  systems  and  maintenance 
headaches.  Winning  in  e-business  is  about  flexibility.  Get  in  the  game  at  ibm.com/e-business 
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Beyond  The  Mobile  Frontier 
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You  want  your  investments  to  go  places,  i-mode  is  going  places. 


NTT  DoCoMo  launched  the  i-mode  mobile  multimedia  service  in  Japan  in  February  1999.  In  just  three  years, 

subscriptions  rocketed  to  32  million*  on  the  strength  of  mobile  e-mail  capabilities  and  a  wealth  of  useful  content. 

Mobile  phones  evolved  from  simple  portable  telephones  to  powerful  data  portals. 

Communications  in  Japan  was  transformed  into  something  never  seen  before. 

Now  NTT  DoCoMo  is  teaming  up  with  leading  European  mobile  operators  to  introduce  i-mode  to  an  all-new 

customer  base,  i-mode  was  launched  by  E-Plus  in  Germany  on  March  16,2002  and  by  KPN  Mobile  in  the 

Netherlands  on  April  18,2002. 

The  service  is  currently  starting  up  in  Belgium  through  BASE  (formerly  KPN  Orange). 

And  the  recent  agreement  with  NTT  DoCoMo  enabled  Bouygues  Telecom  to  introduce  i-mode  to  customers  in  Frai 

i-mode  is  up  and  running  and  ready  to  support  a  wealth  of  business  opportunities. 
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N  FT  DoCoMo  was  listed  on  the  New  York  Stock  Exchange  and  the  London  Stock  Exchange  on  March  1 ,  2002. 
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The  i-mode  service  is  only  available  to  NTT  DoCoMo's  subscribers  in  Japan  and  other  alliance  partners'  subscribers  in  Europa 

i-mode  and  the  i-mode  logo  are  registered  trademarks  ot  NTT  DoCoMo,  Inc.  In  Japan. 

The  FOMA  logo  is  a  trademark  ot  NTT  DoCoMo.Inc,  in  Japan, 
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Constructing  a  postmortem  solution:  Carlyn  McCaffrey. 


Setter  Late  Than  Never 

id.you  inherit  a  mess?  There's  hope.  Sometimes  you  can  fix  a  faulty  estate  plan. 


T  COULD  HAPPEN  TO  YOU.  AFTER 
burying  your  spouse,  parent  or  sib- 
ling, you  get  more  bad  news:  The  will 
is  outdated,  ambiguous,  has  a  draft- 
ing error  or  misses  a  tax-saving 
portunity.  Lawmakers'  incessant  fid- 
ng  with  estate  tax  laws  makes  this  a  fre- 
ent  problem,  says  New  York  lawyer 
rlyn  McCaffrey,  a  partner  with  Weil, 
tshal  &  Manges.  But  don't  despair. 
Iges  and  the  Internal  Revenue  Service 
m  readier  to  go  along  with  post- 
rtem  fix-ups,  she  says. 
One  important  change:  Last  year  the 


IRS  gave  heirs  more  ability  to  stretch  out 
distributions  from  an  Individual  Retire- 
ment Account  (see  box,  p.  168).  Even 
Congress,  in  a  tacit  admission  of  just  how 
tricky  its  laws  are,  has  seen  the  need  to  be 
flexible:  Last  year's  tax  cut  included  pro- 
visions for  repairing  defects  in  genera- 
tion-skipping trusts  (FORBES,  Apr.  29). 
Here  are  some  helpful  techniques: 
The  Construction  Business.  Where  a  will 
or  trust  is  ambiguous,  one  approach  is  to 
ask  a  judge  to  decide  what  it  really  means. 


BY  BRIGID  MCMENAMIN 


That's  called  construction.  Judges  used  to 
decide  most  of  these  cases  based  strictly  on 
the  document's  wording.  Now  they're 
more  likely  to  consider  other  evidence, 
making  it  easier  to  influence  the  outcome. 
Construction  proceedings  can  help 
where  a  lawyer  has  botched  the  drafting 
of  a  trust  so  that  the  assets  in  it  don't 
qualify  for  the  unlimited  marital  deduc- 
tion from  the  estate  tax.  Example:  A  fam- 
ily was  in  danger  of  losing  $750,000  to 
estate  taxes  because  the  husband  had  left 
assets  to  his  wife  in  a  trust  that  said  the 
children  could  take  some  of  the  principal 
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once  they  hit  a  certain  age.  The  wording 
didn't  make  clear,  however,  that  this  right 
kicked  in  only  after  Mom  died.  If  the  chil- 
dren were  allowed  to  claim  assets  before 
Mom  died,  the  trust  wouldn't  qualify  for 
the  unlimited  marital  deduction.  McCaf- 
frey got  a  judge  to  rule  that  the  trust  lan- 
guage meant  the  children  would  get  theirs 
only  after  Mom  dies  and  they  reach  the 
required  age.  The  IRS  hasn't  made  a  peep 
about  the  change. 

In  fact,  in  the  past  few  years  the  IRS 
has  issued  several  private  letter  rulings 
approving  similar  corrections.  But  getting 
a  state  court  on  your  side  doesn't  always 
sway  the  IRS.  The  agency  refused  to  defer 
to  a  California  state  court  order  that  the 
heirs  of  Bert  B.  Rapp  hoped  would  enable 
his  $3.4  million  trust  to  qualify  for  the 
marital  deduction.  In  that  case  the  trust 
wasn't  really  ambiguous  and  the  Califor- 
nia court  modified  it  without  proof  that 
Rapp  had  intended  to  create  a  maritai 
deduction  trust.  A  federal  appeals  court 
backed  the  IRS. 

If  you  want  to  make  it  easier  for  your 
heirs  to  fix  any  such  mistakes,  state  in  your 
will  that  your  intent  is  to  minimize  taxes. 

Disclaimers.  A  disclaimer  is  a  docu- 
ment in  which  an  heir  waives  his  right  to 
a  certain  bequest.  Chicago  lawyer 
Thomas  McGuire  used  a  disclaimer  to 
help  the  heirs  of  a  doctor  avoid  estate 
taxes  on  a  $2.5  million  trust  that  didn't,  as 
written,  qualify  for  the  marital  deduction. 
The  problem:  It  clearly  permitted  the 
trustee  to  pay  income  and  principal  to  the 
children  during  Mom's  life.  The  children 
waived  their  rights  to  the  trust,  and  the 
tax  bill  was  zip. 

Disclaimers  can  also  preserve  the 
$1  million  exemption  from  estate 
:  >f  the  fir  ;t  spouse  to  die.  In  a  typical 
plan,  at  the  ■!  the  first  spouse 

(assui  id),  his  exemption 

amoi  nl  bypass"  or  "credit 

shelter"  ,    investment 

income  (and,  I     rincipa     to  his 

widow.  Whei  i  the  trust  bypasses 

her  estate  and  i  i  the  chil- 

dren— free  of  es  a  if  the  bypass 

trust  gives  the  widow  to h 

the  IRS  is  likely  to  count  the  assets  in  the 
trust  as  having  been  left  to  hei  dii 
and  to  include  them  in  her  estate.  That 
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means  the  husband's  $1  million  exemp- 
tion is  wasted.  McGuire  had  a  widow  in 
one  such  case  sign  a  disclaimer  renounc- 
ing part  of  her  control  over  the  trust. 

The  IRS  also  has  no  problem  with  tax- 
payers using  disclaimers  to  increase  an  es* _ 
tate's  charitable  deductions.  Last  year  it  per- 
mitted an  estate  to  take  a  charitable 
deduction  for  assets  the  decedent's  children 
disclaimed  to  the  family's  foundation. 

Not  surprisingly,  the  IRS  doesn't  look 
kindly  on  disclaimers  used  to  dodge  its 
own  bills,  notes  New  York  estate  and  trust 
lawyer  Gideon  Rothschild.  Rohn  Drye  of 
Pulaski  County,  Ark.  tried  to  disclaim  the 
$233,000  his  mom  left  him  when  she  died 
without  a  will  in  1994,  so  it  wouldn't  be 
grabbed  by  the  IRS  to  cover  the  $325,000 
he  owed  in  back  taxes  and  would  instead 
go  to  his  daughter.  The  IRS  rejected  that 
ploy,  and  in  1998  the  U.S.  Supreme  Court 
agreed.  The  mother  could  have  kept  the 
money  out  of  the  IRS'  (or  Rohn's  other 
creditors')  hands  by  creating  a  "spend- 

SPARE-THAT    IRA! 


thrift  trust"  for  him.  Once  she  was  gone! 
it  was  too  late. 

Warning:  Disclaiming  an  interest  can 
be  tricky;  if  the  disclaimer  isn't  done 
right,  the  IRS  may  view  it  as  a  gift  to  the 
next  person  in  line  and  your  family 
could  wind  up  owing  both  estate  and 
gift  taxes. 

Rewriting  History.  Kathryn  Neal  gave 
up  part  of  her  rights  to  a  trust  to  make 
sure  it  didn't  fall  under  a  new  law  that 
would  subject  the  whole  trust  to  the  gift 
tax.  The  release  cost  her  $420,000  in  gift 
taxes  in  1989,  just  one  year  before  Con- 
gress repealed  the  law,  retroactively.  Too 
late  for  Neal?  You  would  think  so.  But  she 
persuaded  a  Pennsylvania  court  to  let  her 
take  back  her  rights  to  the  trust,  on  the 
theory  that  since  the  law  had  changed 
retroactively,  it  was  just  as  if  she'd  beerc 
mistaken  about  the  law.  When  she  tried  to: 
recover  the  gift  tax,  the  IRS  turned  her. 
down.  But  Neal  won  her  refund  from  a 
federal  appeals  court.  Fl 


A  76-year-old  California  woman  died  last  fall,  leaving  a  $3.8  million  estate, 
including  a  $1.8  million  Individual  Retirement  Account,  to  her  son  and 
daughter.  On  the  advice  of  a  broker,  the  kids  rolled  the  IRA  proceeds  into 
their  own  IRAs.  Bad  move:  That  sort  of  rollover  is  prohibited  by  the  IRS.  The  kids 
had  effectively  ended  the  IRA  and  owed  not  only  estate  taxes,  but  also 
$800,000  in  federal  and  state  income  taxes  on  the  funds,  leaving  them  with  just 
$165,000  each  from  the  IRA.  By  the  time  these  heirs  consulted  Ashland,  Ore.  IRA 
expert  Thomas  Gau,  it  was  too  late.  "It  was  a  nightmare,"  he  says. 

If  you  inherit  an  IRA,  get  expert  advice  before  you  do  anything.  New  IRS  rules 
give  you  more  flexibility  to  stretch  out  the  life,  and  the  tax  deferral,  of  an  inher- 
ited IRA.  But  most  mistakes  are  still  irreversible. 

Under  the  new  rules  the  brother  and  sister  could  have  split  the  IRA  in  two,  but 
left  each  part  in  Mom's  name— as  an  "inherited"  IRA,  titled  Jane  Doe,  deceased,  for 
the  benefit  of  the  child.  Each  IRA  would  be  paid  out  slowly,  over  each  sibling's  life 
expectancy,  says  Boston  lawyer  Natalie  Choate,  an  IRA  expert.  Before  2001  the 
younger  child  couldn't  stretch  out  the  payments  using  his  own  life  expectancy  un- 
less Mom  had  the  foresight  to  split  the  IRA  or  die  before  70'/2.  Both  had  to  take 
payouts  based  on  the  age  of  the  older  child. 

Better  yet,  if  the  mother  had  named  her  grandchildren  as  alternate  beneficia- 
ries, the  children  could  have  disclaimed  some  of  the  IRA  to  their  own  kids, 
thereby  getting  the  benefit  of  a  longer  stretch-out,  based  on  the  grandchildren's 
life  expectancies.  (This  works  so  long  as  the  mother  hasn't  otherwise  used  up 
her  $1.1  million  generation-skipping  transfer  tax  exemption.)  But  once  the  kids 
took  the  money  out  of  Mom's  IRA,  all  these  options  were  lost. 

Still,  children,  as  heirs,  have  a  lot  more  flexibility  when  dealing  with  inherited 
IRAs  than  with  inherited  401  (k)s.  So  after  you  retire,  it  usually  makes  sense  to 
roll  over  your  40l(k)  balance  to  an  IRA.  —B.McM. 
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A  PERSPECTIVE  ON  GLOBAL  INVESTING 


AftOUT  HALF  THE  WORLD'S 

INVESTMENT  OPPORTUNITIES 

ARE  OVERSEAS.  WE  KNOW 

HOW  TO  FIND  THEM. 


Most  of  the  world's  population 
resides  outside  the  United 
States.  So  it's  not  surprising  how 
many  investment  opportunities 
can  be  found  there,  as  well. 

Our  analysts  continually  search 
the  globe  to  uncover  stocks  that 
we  believe  are  priced  low  relative 
to  their  true  worth.  But  we  don't 


Bargains  are  borderless"  That's  why  we  circle 
the  globe  to  uncover  hidden  opportunities. 


by  swings  in  the  market,  they 
generally  have  performed  well 
over  the  long  term.  For  example, 
the  Templeton  Growth  Fund 
received  a  5-Star  Overall 

TM 

Morningstar  Rating    by 
Morningstar,  Inc.,  against  a  uni- 
verse of  1,398,  935  and  176 
international  equity  funds  for  the 


Templeton  Growth  Fund   |  Morningstar  Ratings "  4/30/02* 


OVERALL 
•  •••• 


THREE  YEAR 
•  ••.• 


FIVE  YEAR 
•  ••• 


TEN  YEAR 
•  •••• 


stop  there.  Using  research  techniques  honed  over  50 
years,  we  isolate  the  bargains  from  the  merely  cheap 
stocks  to  help  achieve  maximum  value  for  our  share- 
holders. The  result:  Although  the  recent  performance 
of  some  Templeton  global  funds,  including  the 
Templeton  Growth  Fund,  has  been  adversely  affected 


3-,  5-  and  10-year  periods  respectively,  ended  4/30/02.' 
Of  course,  past  performance  does  not  guarantee 
future  results. 

To  gain  further  perspective,  mail  in  the  postage- 
paid  card,  call  1-800-FRANKLIN  Ext.  T463  or  visit 

our  website  at  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE'"  > 


l  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  fund  information,  including  sales  charges,  expenses 
iks.  Please  read  it  carefully  before  you  invest  or  send  money.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

.  MORNINIiSIl0  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  4/30/02.  The  ratings  are  subject  to  change  every  month.  Past  performance  does  not  guaran- 
ure  results.  Morningstar  ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments  and  a 
tor  that  reflects  funcf  performance  below  90-day  T-bill  returns.  The  top  1 0%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the 
1.5%  receive  2  stars  and  the  bottom  1 0%  receive  1  star.  Morningstar  does  not  guarantee  the  accuracy  of  this  information.  Ratings  are  for  Class  A  shares  only;  other  classes  may  vary.  For  more 
t  performance  information,  please  call  Franklin  Templeton  Investments  at  1  -800-342-5236.  fobwm 
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Spider  Versus 
S&P  Index  500 

Exchange-traded  funds,  which  typically  mirror  index  funds, 
are  supposed  to  be  superefficient.  So  why  don't  these  hugely 
popular  new  vehicles  beat  index  funds  by  a  wide  margin? 

BY  SCOTT  WOOLLEY 

SELLING  UNDER  FLASHY 
names  such  as  Spiders, 
Vipers  and  Diamonds, 
exchange-traded  funds  are 
the  hottest  new  investment 
product  in  the  last  ten  years. 
They  are  baskets  of  stocks 
held  in  fixed  proportions — 
Spiders,  for  example,  match 
S&P  500  weightings,  and  a 
$103  share  contains  $3.28 
worth  of  GE  stock,  $1.20  of 
Cisco  and  so  on.  ETFs  de- 
buted in  1993  and  since  then 
have  accumulated  $80  bil- 
lion in  assets.  That's  only 
2.4%  of  what  stock  mutual 
funds  hold,  but  the  ETFs  are 
gaining  on  the  funds,  having 
climbed  450%  in  the  last 
three  years.  Chief  benefi- 
ciary: the  American  Stock 
Exchange,  half  of  whose 
trading  volume  is  now 
in  ETFs. 

But  while  ETFs  have  real 
advantages,  superior  perfor- 
mance isn't  necessarily  one  of  them. 
These  things  often  lag  the  boring  old 
index  mutual  funds  that  the  major 
ETFs  mimic. 

A  recent  study  by  economists  at 
Stanford  and  the  Massachusetts  Insti- 
tute of  Technology  found  that  the  Van- 
guard 500  index  fund  outperformed 
Spiders  from  1994  through  2000.  The 
index  fund  won  by  an  average  pretax 
difference  of  22  basis  points,  or  0.22  per- 
ige  points.  If  you  had  invested 
S  100,000  at  the  beginning  of  that  period 
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your  money  would  have  roughly  dou- 
bled and  the  index  fund  would  have  left 
you  $3,377  better  off. 

Lesson:  The  only  way  to  own  ETFs 
that  brings  you  ahead  of  index  funds  is  to 
buy  a  lot  of  them  and  hold  on  to  them. 
Trading  ETFs,  as  many  do  to  a  fault,  will 
hurt  your  returns. 

First,  some  quick  background:  Shares 
of  exchange-traded  funds  represent  own- 
ership stakes  in  a  trust  that  holds  the  bas- 
ket of  stocks.  You  trade  ETFs  like  an] 
other  stock,  which  gives  them  the  virt 


*t[ 


flexibility.  Unlike  mutual  funds,  ETFs 
n  be  bought  or  sold  throughout  the 
y.  You  also  can  short  ETFs,  something 
u  can't  do  with  funds,  and  can  short 
em  more  easily  than  you  can  stocks: 
'Fs  are  exempt  from  the  uptick  rule, 
lich  forbids  short  sales  in  a  declining 
arket. 

On  the  surface  ETFs  seem  to  have  the 
ge  over  funds,  even  index  ones.  Over- 
ad  is  low.  Spiders  recently  cut  their 
nual  expense  ratio  to  0.12%,  versus 
18%  for  the  Vanguard  500  index  fund, 
ut  recently  Vanguard  has  introduced  a 
mpetitive  0.12%  rate  for  index  fund 
ilders  with  new  accounts  over 
50,000.  Long-time  investors  face 
.ver  minimums.)  And  even  Vanguard 
elf  seems  to  acknowledge  the  advan- 
ces of  ETFs — Vipers  are  the  fund  fam- 


ital  gains  occasioned  by  changes  in  the 
index  (as  when  a  component  company  is 
acquired  in  a  cash  merger).  They  do  this 
by  playing  weird  games  with  arbitragers. 
In  a  complicated  maneuver,  the  arbs  swap 
ETF  shares  bought  on  the  open  market  for 
an  ETF's  highly  appreciated  underlying 
stock,  which  allows  ETF  trust  managers  to 
replace  it  with  stock  that  has  a  higher  cost 
basis.  That  minimizes  year-in,  year-out 
taxes,  although  you  still  must  pay  the  full 
freight  using  your  original  cost  basis 
when  you  unload  the  ETF. 

Result:  Spider  shares  have  each  aver- 
aged a  single  penny  worth  of  realized  cap- 
ital gains  per  year  in  their  nine-year  his- 
tory. Each  share  of  the  Vanguard  500 
index,  in  the  same  period,  averaged  an 
annual  distribution  of  28  cents. 

Unfortunately  for  ETFs,  there  are  hid- 


Idle  dividends,  transaction  fees  and 
spreads  SAP  THEIR  PERFORMANCE." 


's  new  ETF  designed  to  ape  returns  in 
e  broader  market.  Another  advantage 
Fs  enjoy  over  funds  is  they  don't  have 
keep  a  batch  of  return-distorting  cash 
ound  to  pay  departing  investors. 
hen  you  sell  a  Spider  you  sell  to  an- 
rier  investor.  If  there  is  an  excess  of  sell 
ders  on  any  given  day,  institutional  in- 
stors  step  up  to  the  plate  with  buy  or- 
rs  and  then  cash  the  shares  in  for 
ares  of  the  component  companies, 
hen  demand  is  high,  new  ETF  shares 
i  created  in  a  reverse  fashion. 

The  chief  plus  for  ETFs  is  their 
jatsr  tax  efficiency.  Many  mutual  fund 
/ners  have  found  to  their  horror  that, 
len  their  fund  sells  a  stock  at  profit, 
ey  can  get  socked  with  a  tax  bill  for 
eir  share  of  the  realized  capital  gains, 
ugh  luck  if  they  are  new  to  the  fund 
d  weren't  around  when  it  bought  that 
iderappreciated  stock  that  has  since 
omed  in  price.  And  it  doesn't  matter  if 
e  fund's  portfolio  is  losing  money 
erall;  net  realized  capital  gains  must 

distributed. 

ETFs  are  designed  to  avoid  forcing  a 
w  investor  to  pay  for  capital  gains 
:rued  before  he  arrived.  Better  still,  they 
l  protect  old  holders  from  the  rare  cap- 


den  costs,  says  Stanford  economist  John 
Shoven,  who  coauthored  the  study.  The 
reasons: 

►  Idle  dividends.  ETFs'  treatment  of  pay- 
outs is  the  main  cause  for  their  lag,  says 
Shoven.  When  an  ETF's  underlying  stock 
issues  dividends,  managers  typically  keep 
the  money  in  an  interest-free  account  for 
as  long  as  thr,ee  months  before  distribut- 
ing it  to  ETF  investors.  With  a  mutual 
fund,  dividends  are  reinvested  right  away 
in  fresh  equity  holdings. 

►  Transaction  fees.  ETFs  may  be  enticingly 
easy  to  sell,  but  if  you  do  that  often,  the 
costs  will  nibble  you  to  death.  Buy 
$10,000  worth  of  Spiders  from  Charles 
Schwab  &  Co.  and  sell  after  a  year,  and 
you'll  pay  $60  in  commissions  and  $12  in 
Spider's  yearly  expenses.  Total  is  $72.  Go 
in  and  out  of  the  Vanguard  500  index 
fund  and  you'll  spend  just  $18  in  fund 
expenses.  But  take  note:  A  $100,000  posi- 
tion in  ETFs  held  five  years  costs  you  $660, 
versus  $900  in  the  Vanguard  index. 

►  Bid-ask  spreads.  These  add  to  the  price 
of  admission  on  an  ETF.  For  the  ultra- 
liquid  Spider,  the  spread  is  0.07%,  or  $70 
per  $100,000.  The  smaller  Ishares  Europe, 
Australia,  Far  East  (EAFE)  fund  runs  a 
0.35%  spread.  F 
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MONEY  &  INVESTING     STOCK  FOCUS 


Take  a  Chance 
On  Growth 

The  crash  of  2000-02  has  made  speculative  stocks  if  not 
cheap,  at  least  a  lot  cheaper.  Some  are  worth  a  look. 

BY  TRICIA  MCGINNIS 

GROWTH  STOCKS  HAVE  BEEN  MUR- 
dered  the  past  two  years.  Now  is  a  fine 
time  to  poke  around  the  corpses.  Per- 
haps a  few  will  come  back  to  life. 

We  had  our  computer  hunt  down 
companies  whose  stocks  are  off  at  least 
30%  from  their  52-week  highs  and  whose 
earnings,  the  analysts  predict,  will  grow  at 
least  25%  a  year  over  the  next  three  to  five 
years.  Yes,  analysts  are  habitually  overop- 
timistic  (see  "What  Earnings  Recovery?" 
p.  182).  But  even  allowing  for  that,  the 
companies  shown  below  are  intriguing. 
And  they  all  beat  analysts'  forecasts  in 
their  most  recent  quarter. 

One  is  Polycom,  a  Milpitas,  Calif,  firm 
that  makes  video-,  voice-  and  Internet- 
conferencing  hardware  and  software.  Poly- 
com recendy  introduced  VoicePlus,  a  uni- 
fied platform  for  voice  conferencing,  Web 
collaboration  and  video  communications. 
From  Sept.  17,  the  first  day  of  trading 

Growth:  A  Contrarian  Approach 


after  the  terrorist  attacks,  through  Dec.  31, 
Polycom  stock  rose  34%,  on  the  theory 
that  videoconferencing  would  boom  with 
the  decline  in  air  travel.  The  shares  have 
given  up  all  those  gains  and  then  some; 
since  December  they  have  sunk  59%. 
Among  the  negatives:  Polycom  went 
through  a  Securities  &  Exchange  Com- 
mission inquiry  (since  settled  without 


fines)  concerning  a  recendy  acquired  com-| 
pany;  before  extraordinary  items  it  lost 
$27.7  million,  or  33  cents  a  share,  on  sales 
of  $383  million  in  2001. 

Despite  these  setbacks,  Polycom  ap- 
pears to  have  a  promising  future.  Lasl 
year's  acquisitions  contributed  to  a  40% 
sales  gain  and  a  profit  of  14  cents  pel 
share  in  the  first  quarter.  Wall  Street  now 
expects  Polycom's  profits  from  continu- 
ing operations  will  rise  at  a  33%  annua 
pace  over  the  next  three  to  five  years.  I 
Polycom  can  deliver  on  this  projection, 
it's  cheap  now  at  15  times  estimated 
2002  profits. 

Electronics  Boutique  runs  a  chain 
of  952  videogame  hardware  and  soft- 
ware stores  in  ten  countries.  Games  art 
hot  and  this  retailer  enjoyed  a  21%  revj 
enue  gain  in  the  May  quarter,  to  $212 
million.  Earnings  flipped  to  a  positive 
6  cents  per  share  from  a  2-cent  loss  the! 
year  before.  Electronics  Boutique  sells 
at  a  33%  discount  to  its  December  high! 
and  for  18  times  projected  2002  earn-J 
ings;  analysts  predict  the  firm's  profits 
are  on  a  33%-a-year  growth  track.  The 
stock  is  cheap  if  this  company  can  live 
up  to  expectations. 

These  are  all  risky  stocks.  AmeriCredit 
makes  new-  and  used-car  loans  to  weak 
borrowers.  Is  it  setting  aside  an  adequate 
allowance  for  loan  losses?  We  won't  know 
until  the  recent  recession  has  finished  rip- 
pling through  the  economy.  F' 


Investors  are  understandably  nervous  about  growth  stocks,  but  this  might  be  a  good  time  to  explore  stocks  of  companies  like 
those  listed  below.  All  ten  of  these  stocks  are  discounted  at  least  30%  from  their  52-week  highs. 


Company/business 


Change 
from 
Recent    52-week 
price        high 


Latest 

12-mo 
sales 
($mil) 


Three-year 

annualized 

sales 

growth 


ESTIMATED 


2002 
P/E 


2002 
EPS 

growth 


Long-te 
EPS 
growth 


AmenCredit/car  loans 


$27.86     -57%     $1,114 


57% 


^pharmaceuticals 


46.53    -41 


331 


157 


t  Boutique  Holdings/electronic  entertainment  retailer  29.93     -33  1,015 


21 


reservations 
Mar  juo/ integrated  circuits 

Polys 
Priority  Hear!  <- 


44.68  -37 


597 


101 


24.18  -48 


289 


139 


13.40  -69 


421 


49 


icals  distributor 


22.43     -38 


903 


43 


TriZetto  Ciro.i;  ;,-ition  technology 

UTStarco 

Xilinx/programmabio  logic  devices 


8.84  -38 


232 


250+ 


20.40  -43 


691 


81 


29.35  -38 


1,016 


26 


48% 


25% 


43 


250* 


61 


18 


47 


33 


30 


50 


30 


58 


179 


36 


15 


51 


33 


23 


38 


26 


29 


94 


42 


21 


36 


35 


9 


49 


87 


26 


Prices  as  of  June  12    Sources  Bloomberg  I  mancial  Marknts:  FT  Interactive  Data  and  Market  Guide  via  FactSet  Research  Systems 
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American  Ingenuity 


h  imagination,  good  tools  and  a  lot  of 
ow  grease,  anything  is  possible.  = 

vation  is  more  than  a  buzzword  here.  It's  always  been  a 
of  the  way  we  manage  investments.  In  1972,  our  founder 


have  to  rely  on  the  packaged  analysis  coming  from  Wall  Street. 


Other  times,  it  means  putting  our  heads  together.  To  manage 


investments,  we  use  teams.  We've  found  that  better  ideas  come 


from  a  group  of  people  with  a  common  goal.  It  also  assures  that 


eered  the  use  of  software  to  identify  earnings  acceleration  our  mutual  funds  and  other  investments  are  managed  with  the 


srns.  Today,  this  is  reflected  in  our  proprietary  database 
:racks  the  earnings  of  16,000  companies  worldwide  for  our 


disciplined,  long-term  approach  that  has  been  our  hallmark 


for  over  forty  years.  To  learn  more,  please  ask  your  financial 


th  funds.  Sometimes,  it  means  thinking  independently.  advisor  or  visit  us  at  americancentury.com.  It's  easier  to  find 

xample,  we  do  our  own  research.  Which  means  we  don't  companies  with  new  ideas  when  you  have  a  few  of  your  own. 


call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including 
s,  expenses  and  minimums.  Be  sure  to  read  it  careftdly  before  you  invest  or  send  money. 

:an~Centun/  Investment  Services,  Inc.  ©2002  American  Century  Services  Corporation 


American 
Century. 

Investment  Managers 


MONEY  fl.  INVESTING 


- 


Makers  &  Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


Time  Bomb 


CEO  James  Dolan 


CABLEVISION  SHARES  ARE  DOWN  70%  THIS  YEAR,  TO  $14.  THE  MARKET 
is  too  kind.  This  stock  should  be  in  the  single  digits. 

Cablevision  Systems  (NYSE:  CVC)  is  a  Bethpage,  N.Y. -based  enter- 
tainment company  sputtering  on  all  cylinders.  It  consists  of  a  cash- 
draining  cable  system  with  3  million  subscribers,  a  moneylosing  elec- 
tronics retailer  (the  Wiz),  sports  teams  (Knicks,  Rangers)  with  bloated 
payrolls  and  an  in- 
ability to  get  into  the 
playoffs,  and  the  59- 
screen     Clearview 
Cinemas  chain. 

The     company 
has  a  tangible  net 
worth  of -$19.08  a 
share.  If  you  don't 
count  capital  gains 
from  selling  off  sub- 
scribers to  other  outfits,  it's  losing  money.  Neither  of  these  sins  is  un- 
forgivable in  a  cable  outfit,  which  typically  has  big  depreciation  charges  that 
depress  net  income  without  impairing  the  company's  ability  to  service  debt.  But  the  cable 
business  should  at  least  generate  lots  of  cash,  enough  to  cover  its  interest  bills.  Not  this  one. 

Cablevision  ran  up  a  $223  million  cash  drain  from  operations  last  year  and  another  $62 
million  in  the  first  quarter  of  2002.  Both  of  these  figures,  moreover,  are  before  capital  ex- 
penditures— which  ran  to  $1.4  billion  and  $261  million  in  the  respective  periods.  Almost  all 
of  this  capital  expenditure  is  not  for  expansion  but  simply  for  outlays  to  keep  existing  sub- 
scribers happy — new  wires  and  set-top  boxes  and  so  on.  Not  surprisingly,  Cablevision  has 
to  borrow  money  to  keep  the  lights  on.  In  the  first  quarter  of  2002  it  ran  to  the  banks  for  an- 
other $689  million  in  funding.  Madison  Square  Garden  LP,  its  sports  sub,  would  have  been 
in  default  had  its  bankers  not  relaxed  a  loan  covenant  last  November. 

For  now  the  lenders  are  still  lending.  Cablevision  has  taken  down  only  $1.1  billion  of  $2.4 
billion  in  bank  credit  lines.  But  eventually  the  blank  checks  will  be  used  up.  The  company  con- 
fesses to  a  projected  $600  million  funding  gap  for  the  third  quarter  of  2003  and  having  no 
clear  way  to  bndge  it,  short  of  further  asset  sales.  Already  interest-bearing  debt  adds  up  to  $7 
billion,  an  oppi  e  sive  sum  for  a  business  whose  revenues  plateaued  at  $4.4  billion  a  year. 

What  would  this  company  be  worth  to  an  acquirer?  Not  much.  Last  year's  operating  in- 
come, in  the  sei  ;e  of  net  income  after  allowance  for  minority  interests  but  before  deprecia- 
tion/amortization, Interest,  taxes  and  nonrecurring  gains  and  losses,  was  $480  million.  Cable 
businesses  tend  to  change  hands  at  17  times  that  operating  income  figure.  The  assets,  that  is, 
might  be  worth  $8. 1  billion  free  and  clear.  That's  not  enough  money  to  pay  off  debt  and  $1.5 
billion  in  preferred  stock,  much  less  leave  anything  for  common  shareholders. 

Ticking  bomb:  Fox  Entertainment  Group  has  the  right  to  force  a  Cablevision  unit  to 
buy  out  Fox's  minority  stake  in  Cablevision  sub  Regional  Programming  Partners  (which 
includes  Madison  Square  ( Jarde  i)  during  a  30-day  window  beginning  Dec.  18.  Fox  won't  say 
what  its  intern  ions  are,  but  if  it  i  ■  the  demand,  Cablevision  must  come  up  with  $1  bil- 
lion in  cash  over  three  years  or  *  i  ike  in  a  public  offering,  giving  Fox  the  proceeds. 

Chairman  Charles  Dolai  t  ivc  Jan  tes,  his  son,  have  special  voting  stock 

cementing  theii  control  although  th         i    ownsonh,  4.4%  of  Cablevision.  Post-Adelphia, 
family-run  cablers  are  suspect  lately.  Short  the  stock;  cover  at  $8.        — Michael  K.  Ozanian 
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Rewired 


TELECOM  STOCKS  ARE  THE  LEPEH 

of  Wall  Street.  But  Salomon  Smitq 

Barney  analyst  Michael  Rollins  sayl 

TRITON  PCS  HOLDINGS  does  not  deserve 

to  be  shunned. 

The    firm    sells 

wireless  services 

under  the  Sun- 

Com  and  AT&T 

Wireless  brands 

in  the  Southeast. 

The    stock    has 

fallen  80%  from  its  52-week  high  lasj 

summer  to  $7. 

Triton  (NYSE:  TPC)  lost  $200  mil-] 
lion  last  year,  but  its  revenues  rosl 
54%  to  $550  million.  In  this  year's  first 
quarter  revenues  were  up  40%,  to 
$158  million.  The  enterprise  multi- 
ple— enterprise  value  (market  cap 
plus  debt  minus  cash)  divided  by 
operating  income  (earnings  before 
interest,  taxes,  depreciation  and  amor} 
tization) — is  an  affordable  15. 

— Nathan  Vardt 

Humming  Along 

IF  YOU  ARE  COMFORTABLE  BETTIN(j 
on  prosperity  around  the  corner,  conr 
sider  BALDOR  ELECTRIC  (24,  NYSE:  BEZ) 
despite  its  multi- 
ple of  40  timei 
trailing  earnings 
Baldor,  whicr. 
makes  electri< 
motors  and  in 
dustrial  tools 
was  bruised  ir 
the  recession 
Sales  last  year  were  down  10%  to  $5S| 
million,  and  the  $22  million  in  eai 
ings  was  half  the  year-earlier  figu 
First-quarter  results  were  stinko,  to 
Fredric  E.  Russell  of  Fredric  E.  Russe 
Investment  Management  says  Baldo 
will  do  great  once  a  recovery  come 
and  demand  picks  up  for  its  wares. 
— Daniel  Krugt 
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To  take  on  AOL 
we'd  have  to  be 
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The  idea  was  simple: 

Offer   people   access   to   the   same   Interne 

as  AOL,  but  at  half  the  price. 

On  September  25th,  2001  NetZero  and  Jun 
merged   to   form   United   Online,   a   leading 
value-priced  Internet  service  company. 

Our  users  pay  '9.95  per  month  and  save  up  to 
160  a  year  by  switching  to  NetZero  or  Juno. 


United  Online 
Access.     Not  Excess. 

UNTD.COM 

Nasdaq:  UNTD 


As  with  all  Internet  service  providers,  additional  phone  charges  may  apply.  Service  not  available  in  all  areas.  AOL  is  a  trademark  of  its  respective  company. 


UNITED 

ONLINE 


:tnet  Access. 


Great  Connections. 


Fast  Page  Loads. 


Free  E-Mail. 


Watch  and  Win 


Win  the  new  Samsui 
1 7"  Flat  Panel 


DigitAIINews 


-Market  Open  at  10:00AM  (EST) 
--Midday  Update  at  1 :00PM  (EST) 
Afternoon  at  3:45PM  (EST) 
_ook  Ahead  at  5:15PM  (EST) 


Forbes 

Capitalism  in  Real  Time  " 


Introducing  tl 
Forbes.com 
Video  Netwon 


Watch  "Business  View"  every  day  right  on  your 
desktop  on  the  Forbes.com  Video  Network. 

Tune  in  to  the  latest  market  and  business  news 
on  "Business  View"  featuring  four  daily  webcasts 
from  Forbes.com  financial  anchor  Tara  Murphy. 


Presented  by 


Visit  Forb;:s. com/Video  Today! 


SAMSUNG  DIGIT*/// 

everyone's   invited™ 


We  are  the  West 


The  West  is  more  than 
a  place.  It's  a  state  of 
mind,  a  place  to  be  free 
\t\  a  way  of  feeling. 

It's  a  life  well 
lived.  It's  people. 
places,  things  and 
experiences  that 
lift  the  spirit  and 
rekindle  the  flame 
of  adventure. 


Call  (800)  982-5370 

for  your  FREE  trial  issue 


Kenneth  L.  Fisher 


Buy  Stocks  Now 


IT  IS  FINALLY  TIME  TO  GET  FULLY  INVESTED,  ALTHOUGH 
maybe  only  temporarily.  Investors  have  dug  down  into  pes- 
simism too  far  for  stocks  not  to  pop  upward  nicely.  My  shift 
may  surprise  recent  readers,  who  have  seen  me  unremit- 
tingly bearish  for  18  months.  But  bear  markets  last  only  so 
long.  Why  now? 

Among  the  most  basic  market  rules  is  that  the  market  dis- 
counts all  known  information.  To  be  bearish,  you  must  see  bad 
things  others  don't.  One  and  two  years  ago  I  could  (see  prior 
columns  on  my  Web  page).  Now  I  can't.  Simply  agreeing  with 
others  about  the  world's  evident  evils  won't  hack  it. 

What's  so  horrific  now? 
The  global  economy  is  no 
longer  collapsing.  Layoffs  have 
largely  laid  off.  Corporate 
scandals  abound  and  every- 
one expects  more  ahead,  and 
that  is  discounted  into  pric- 
ing. And  we  know  the  terror- 
ists will  be  terrible — our  gov- 
ernment now  guarantees  it, 
even  promising  that  there  will 
be  future  attacks.  No  surprise, 
so  terrorism  can't  impact 
markets  much.  And  everyone 
knows  the  market  isn't  statis- 
tically cheap,  so  valuations 
won't  impact  pricing.  What 
will?  Something  basic. 

Stock  prices  derive  solely 
from  shifts  in  supply  and 

demand  for  stocks,  nothing  else.  We  can't  think  that  way 
because  our  information-processing  capability  was  hard-wired 
between  the  ears  eons  before  stock  markets.  None  of  us  arises 
daily  gleefully  contemplating  supply  and  demand.  No,  our  psy- 
ches evolved  to  deal  with  hunting  and  gathering — and  their 
functional  replacements,  like  earnings  (rain),  interest  rates 
(wind),  politi  (tribes),  trends  (seasons),  demographics 
(squalling  kid  ;ues  (neighboring  chieftains).  We 

don't  focus  and  for  securities.  That's  alien. 

In  the   I  hca\  ily  constricted,  tied  as  it  is  to 

the  regulatoi  y  pi  sociated  with  its  creation.  In  the  long 

term,  supply  shii  pandisthi  prime  price-setting  force — 

and  our  brains  can't  and  won  t  begin  to  comprehend  that.  In 
the  short  term,  since  suppl)  >  tricte  ,   t  is  demand's 

bouncing  around  that  vis  i  rices,  emand  is  a  function  of  our 
collective  emotion. 

I  motion  gets  only  so  gleeful  or  dour;  wh<  n  it  is  too 
extreme  lor  long,  we  regress  toward  the  middle. 


Even  if  it's  not  the 

start  of  a  reaf  bull 

market,  the 

rebound  should  last 

long  enough  to 

vaporize  Wall 

Street  s  emerging 

consensus  that 

there  can't  be  a  big 

up-move  soon. 


Demand  fell  apart  in  May] 
having  imploded  after  a  verj 
long,  lousy  market.  Lots  o 
capitulation  came  with  the  las 
down  leg,  starting  in  March! 
Hence,  with  demand  too  low,  { 
will  rise — and  with  it  stoc 
prices.  How  long?  How  far? 

Uncertain!  It  may  be  an  upl 
move  of  only  a  few  to  12 
months,  then  may  roll  ovej 
again  into  more  ugliness.  Or  1 
may  be  a  real  new  bull  market.  Either  way,  it  should  last  lonjl 
enough  to  vaporize  the  emerging  consensus  that  stocks  can! 
have  a  major  up-move  soon.  Some  people  can't  quite  fathom 
this  because  it  seems  like  circuitous  reasoning.  It  is.  But  that  is 
exactly  what  I  am  saying  and  it  is  exactly  how  markets  work! 
Meanwhile,  buy  some  stocks;  make  some  money.  Life  is  good.  II 
just  doesn't  feel  that  way  to  everyone  now. 

To  get  fully  invested  fast,  put  57%  of  your  money  in  the  S&R 
500  Spider  (103,  spy)  and  43%  in  the  eafe  Ishare  (118,  efa),  whicn 
are  fixed  baskets  of  domestic  and  foreign  shares,  respectively! 
Later,  you  can  lighten  up  on  those  positions  and  move  into  sin-: 
gle  stocks.  Or  if  you're  part  active  and  part  passive,  put  57°/t 
of  your  index  money  in  Spiders,  43%  in  EAFE,  and  with  youji 
single-stock  money  buy  stocks  like  these:  Dutch-based  insure! 
and  asset  manager  Aegon  (19,  AEG,  down  from  65  in  1999r 
www.aegon.com).  It  sells  at  12  times  earnings  with  a  5.5%  divij 
dend  yield.  Also,  Credit  Suisse  Group  (34,  CSR,  down  from  64  in 
1999,  www.credit-suisse.com),  sells  at  65%  of  annual  revenue,  11 
times  trailing  and  next  year's  earnings  and  yields  3.7%. 

I  like  Australia's  Telstra  (13,  TLS — down  from  30  in  1999 
www.telstra.com.au).  It  sells  at  a  4.3%  dividend  yield  and  70^ 
of  annual  revenue.  Having  double-bottomed  last  fall  and  this 
spring,  it  is  among  the  world's  best  telecoms — from  among  thj 
world's  strongest  economies.  Another  great  telecom,  tdc  Corp 
(13,  TLD,  down  from  50  in  1999,  www.teledanmark.dk),  has  3 
3.2%  dividend  yield  and  sells  for  its  annual  revenue  and  12 
times  earnings  and  only  5  times  cash  flow  (meaning  earning) 
plus  appreciation). 

Among  consumer  products  Ford  Motor  ( (7,  F,  down  from  41 
in  1999,  www.ford.com)  is  a  real  steal  at  1.4  times  cash  flow 
20%  of  annual  revenue — with  a  3.7%  dividend  yield.  Try  U.K.' 
based  Six  Continents,  a  brewer  (Bass,  Carling  and  Worthington) 
a  gaming  firm  and  a  global  hotel  chain  (II.SXC,  down  from  20 
1998,  www.bass.com).  Earnings  are  down  but  cash  flow 
strong.  It  yields  4.3%. 
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The  Patient  Investor  By  John  W.  Rogers  Jr. 

The  Board  Factor 


WHERE  WAS  THE  BOARD?  SCANDALS  FROM 
Sunbeam  to  Enron  to  Tyco  have  prompted 
thunderstruck  investors  to  ask  why  company 
directors,  who  are  supposed  to  represent  them, 
failed  to  do  so.  The  lesson  here  is  that,  in  choos- 
ing a  stock,  you  need  to  look  at  the  caliber  of  the  board,  too. 
And  that  goes  far  beyond  its  ability  to  prevent  executives  from 
dragging  the  company  into  disgrace. 

You  want  experienced  people  as  directors  to  perform  the 
vital  tasks  of  focusing  the  senior  managers'  aims  and  assessing 
their  success  in  achieving  them.  That  requires  the  right  per- 
spective. Directors  need  a 
global  view  of  the  company's 
strategy,  its  style  and  the  over- 
all business  climate.  They 
should  be  bold  and  indepen- 
dent in  the  vital  matters  of 
hiring  and  firing  the  chief 
executive,  succession  plan- 
ning and  compensation. 

In  this  post-Enron  era, 
though,  my  fear  is  that  boards 
will  feel  they  must  concen- 
trate on  much  smaller  issues. 
But  micromanaging  directors 
really  won't  be  serving  the 
shareholders'  interests.  Al- 
ready, some  lawyers  and  polit- 
ical types  are  pushing  for 
"regulatory"     boards     that 

spend  precious  time  doing  PowerPoint  presentations  on  com- 
pliance procedures  and  other  check-the-box  activities. 

Some  reform  proposals  do  make  sense.  A  board's  nominat- 
ing committee  should  be  the  prime  force  in  choosing  strong, 
independent  directors.  Rubber-stamping  the  chief  executive's 
picks  no  longer  will  do.  Second,  the  audit  committee  should 
have  more  influence  in  the  hiring  and  firing  of  outside  auditors. 
The  board  can'1  tolerate  see-no-evil  accountants.  Third,  direc- 
tors must  hav  id  frequent  discussions  in  executive 
sessions  with  i  he  utive  and  the  auditors.  Board  meet- 
ings aren't  just  fo)  .hi  loozingand  partying. 

The  following  ive  beards  with  the  right  stuff  to 

build  shareholder  val 

To  Wall  Street  two  ipn  raker  Dial  Corp.  (20,  DL) 

seemed  all  washed  up.  (  live  sales  strategies  were 

sacrificing  long  term  performance.  But  in  August  2000  Dial's 
directors  threw  out  the  ch  indchi  f  financial  offi- 

cer. They  installed  one  i 
own,  Herbert  Baum,  as  the  n  w 
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top  executive.  Dial  then  dis-i 
banded  an  unsuccessful  joint 
venture  with  European  spe- 
cialty chemical  outfit  Henkel,  a; 
moneyloser.  Dial's  core  business: 
is  now  gready  improved  and  its 
debt  level  much  reduced. 

The  board  is  looking  at  a 
still  bolder  idea:  selling  the] 
entire  company.  In  a  sale,  I 
believe  the  shares  are  worth  23, 
representing  a  1 5%  premium  to 
the  current  price.  Shares  trade  for  21  times  trailing  12-month! 
earnings  and  17  times  forward  12-month  earnings. 

ServiceMaster  ((4,  SVM)  does  grungy  maintenance  jobs  like 
pest  control,  weed  control  and  scrubbing  hotel  toilets.  The  com- 
pany's board  hasn't  shied  away  from  dirtying  its  hands  with) 
strategic  planning.  Now  led  by  Chairman  John  Ward,  the  com- 
pany in  2001  sold  its  division  that  provides  services  to  corporate 
customers,  which  furnished  one-third  of  revenues  but  just  1 5% 
of  operating  cash  flow.  The  $800  million  sale  to  Aramark  helped 
reduce  debt.  The  sale  allows  ServiceMaster  to  zero  in  on  what  itij 
knows  best — the  more  profitable  residential  side  of  its  business 
Because  of  stumbles  at  its  TruGreen  Lawncare  unit,  now  being 
rectified,  the  price/earnings  ratios  look  a  tad  pricey  at  27  times 
trailing  and  21  times  forward  earnings.  Still,  prospects  arel 
strong  for  later  years.  The  stock  sells  at  a  30%  discount  to  my  I 
valuation  estimate  (20). 

Energizer  Holdings  (28,  ENR),  spun  off  by  Ralston  Purina  in|0 
April  2000,  has  been  able  to  hold  its  own  against  industry  leader ! 
Duracell,  a  Gillette  unit.  Other  than  its  drum-pounding  pinlo 
bunny,  battery  maker  Energizer  benefits  from  the  sage  guidance  of  II 
its  seasoned  board  members.  Prominent  among  them  is  nonex- 1 
ecutive  Chairman  William  P.  Stiritz,  who  joined  Ralston  in  1963 
and  led  the  spinoff  from  the  parent.  The  stock  is  a  steal,  selling 
for  only  20  times  trailing  earnings,  1 5  times  forward  earnings  and 
at  a  15%  discount  to  my  estimation  of  its  intrinsic  value  of  33.   I 
Founded  in  1889,  McCormick  (26,  MKC)  is  the  world's  largest 
spice  company.  Headed  by  Chairman  Robert  Lawless,  the  com- 
pany boasts  a  board  that  has  long  played  a  crucial  role  in  th« 
firm's  stellar  operating  and  stock  price  performance  through 
cost-cutting  measures  and  strategic  acquisitions.  Part  of  the 
board's  success  can  be  credited  to  its  emphasis  on  diversity  under 
its  catchphrase:  "Diversity  is  the  spice  of  life."  Employees  are 
pleased,  evidenced  by  the  profit-sharing  plan's  near  30%  volun- 
tary ownership  of  McCormick.  It  is  modesdy  undervalued,  sell- 
ing at  22  times  trailing  earnings  and  19  times  forward.  F 
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3  don't  need  to  limit  our  claim  to  a  particular 
ie  of  day  against  only  some  of  the  competition, 
e  facts  are  clear.  On  average,  more  people  watch 
ur  World  with  Neil  Cavuto  than  any  other  business 
ogram  on  cable,  including  Lou  Dobbs  Moneyline. 


You  decide. 


Ie  Network  America  Trusts  for  Fair  and  Balanced  News 


Source:  Nielsen  Media  Research,  4/1/02-4/28/02,  Mon-Su  6am-6am,  HH  %  Covg.  Rtg.,  HH  &  P2+  AA(OOO),  including  all  FNC,  CNBC,  CNN,  HLN  &  MSNBC 
business  programs.  Subject  to  qualifications,  which  will  be  made  available  upon  request. 


lavid  Dreman 


What  Earnings  Recovery; 


? 


TODAY'S  ANALYSTS  HAVE  CREATED  THEIR  OWN  ALAMO 
besieged  by  a  large  hostile  force  composed  of  New 
York  State  Attorney  General  Eliot  Spitzer,  the  Securi- 
ties &  Exchange  Commission  and  enraged  investors. 
Then  come  legions  of  rabid  trial  lawyers. 
The  analysts  may  succeed  in  defending  their  fortress.  But 
once  their  conflict  of  interest  questions  are  settled  and  the  head- 
lines fade,  the  bigger  problem  will  remain:  They're  simply  too 
optimistic  about  earnings.  Mandate  whatever  disclosures  about 
underwriting  relationships  you  want  and  set  up  watchdog  com- 
mittees galore — the  outlook  on  Wall  Street  will  remain  sunny. 

And  if  investors  buy 
stocks  now  on  the  strength  of 
rapturous  S&P  500  earnings 
estimates  for  2002,  they  have 
an  unpleasant  surprise  ahead. 
The  index  is  currently  trading 
at  a  projected  price/earnings 
ratio  of  2 1 ,  based  on  analysts' 
estimates  of  operating  earn- 
ings for  component  compa- 
nies. The  2002  P/E  is  40% 
higher  than  the  average  mul- 
tiple for  the  index  over  time 
and  sharply  higher  than  the 
S&P's  multiple  in  other  bot- 
toming periods.  In  the  1990- 
91  recession  the  S&P  500 
traded  at  a  14  P/E  and  in  the 
1973-74  bear  market,  at  7. 

As  we're  painfully  aware, 
the  earnings  performance  for  2002's  first  half  is  a  sorry  one. 
Company  after  company  has  been  forced  to  lower  expectations 
or  to  restate  past  results  downward.  How  can  the  consensus  jus- 
tify such  a  healthy-looking  multiple  for  the  year  as  a  whole?  By 
forecasting  a  second-half  profit  boom  that  gushes  up  from 
nowhere  like  a  mad  wildcatter's  feverish  dream:  a  48%  gain 
(from  a  year  earlier)  in  the  third  quarter,  45.7%  in  the  fourth, 
ding  to  S&P  analysts'  forecasts.  Included  in  the  forthcom- 
Lt  explosion,  as  reported  in  First  Call,  are  a  127% 
ase  in  technology  stocks  in  the  third  quarter  and  a 
rth,  as  well  as  a  hardly  modest  nineteenfold 
ation  earnings  in  the  third  quarter  (mainly  air- 
irenl  irg  ast  for  the  fourth. 

who  is  doing  the  forecasting — analysts 

.omp  inics  or  market  strategists  who  look 

all   "u     *  all  Pollyannas.  The  company- 

by-o  recasts   tssembled 

into  a      i    posite  foi  the  index. 


Investors  beware. 

Securities  analysts 

are  up  to  their  old 

tricks,  projecting 

wildly  upbeat  2002 

profits.  This  is  their 

real  sin,  which 

Eliot  Spitzer  and 

the  SEC  aren't 

focused  on. 


yield  $51.15  in  earnings  for  th 
S&P  500  this  year.  The  big-pic 
ture  fortune-tellers  predict 
$45.01.  These  guys  simply  look 
at  the  operating  earnings  deliv-[ 
ered  last  year  and  add  a  large 
growth  factor  plucked  out  oft 
the  optimism  in  the  air. 

Optimism  is  almost  always 
in  the  air.  A  study  I  did  of  esti-ij 
mates  between  1982  and  1997 
(FORBES,  Jan.  26,  1998)  found- 
that  analysts'  earnings  growth  forecasts  on  average  were  triple 
the  actual  earnings  growth  of  the  S&P. 

To  restore  investors'  confidence  in  earnings  quality,  Stan-- 
dard  &  Poor's  in  May  brought  out  a  stricter  definition  of  itsl 
operating  earnings,  which  is  meant  to  capture  profits  from  the 
ongoing  business  apart  from  one-time  events  like  goodwills 
impairment.  From  now  on  S&P  will  treat  employee  stockl 
options  and  restructuring  charges  as  an  expense  and  will  now 
longer  add  pension  gains  to  income.  Trouble  is,  companies  [ 
aren't  required  to  use  the  S&P  methodology  and  will  keep  on 
reporting  earnings  whichever  way  makes  them  look  the  best.  I 
This  doesn't  mean  you  should  stay  out  of  the  market  com-ii 
pletely.  There  are  many  first-rate  companies  that  are  cheap  and 
do  not  have  inflated  estimates  of  earnings;  under  the  S&P 
method,  their  earnings  vary  little  from  the  GAAP  results  they've 
been  reporting.  Three  such  buys:  Freddie  Mac  (62,  FBE),  GAAP  P/E 
10,  dividend  yield  1.4%;  tobacco  outfit  UST  (37,  ust),  P/E  12,  yield 
5.2%;  and  bookstore  chain  Borders  Group  (19,  bgp),  P/E  14. 

Should  all  companies  accused  of  aggressive  accounting  be 
shunned?  No. 

I  recommended  Dynegy  (8,  dyn)  in  my  Mar.  18  column  at  23, 
down  from  50.  Since  then  Dynegy  has  tumbled  on  news  of  off- 
setting trades,  an  SEC  probe  and  threatened  credit  downgrades. 
Yet  Dynegy,  at  a  P/E  of  8,  with  a  major  ownership  stake  in  and 
management  guidance  from  Chevron-Texaco,  should  be  a  sur- 
vivor. I'd  hold  it  here,  and  if  you  have  high-risk  dollars  available, 
add  modestly  to  your  position.  I  also  recommended  Reliant 
Resources,  Mirant  and  Williams  Cos. — hold  or  add  moderately. 
An  interesting  play  is  El  Paso  Corp.  (21,  ep),  P/E  13,  yield  4%, 
which  has  just  offered  new  shares.  Down  sharply  from  its  12- 
month  high  of  58,  the  energy  company's  stock  now  trades 
much  lower  because  of  the  skepticism  about  the  sector,  topped 
off  by  the  recent  suicide  of  its  treasurer.  All  the  same,  the  com- 
pany appears  to  have  less  trading  exposure  than  most  in  thii 
field,  as  well  as  an  investment-grade  credit  rating.  ¥ 
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Insights  By  Peter  Huher 


Making  Coal  Green 


IT'S  OFFICIAL:  GLOBAL  WARMING  IS  A  REPUBLICAN  ISSUE, 
too,  now  that  the  Bush  Administration  has  officially 
acknowledged  its  gravity.  So  something  will  be  done.  But 
what?  To  address  global  warming,  we're  going  to  do  some- 
thing that  may  surprise  many  in  the  save-the-planet  camp: 
We  will  burn  more  fossil  fuel  less  efficiently.  Big  oil  will  prosper. 
So  will  Saudi  Arabia. 

Fossil  fuels — hydrocarbons — are  part  hydrogen,  part  car- 
bon. Both  elements  burn  well.  Your  charcoal  barbecue  burns 
pure  carbon.  The  Space  Shuttle's  main  engine  burns  pure 
hydrogen.  The  carbon,  which  becomes  carbon  dioxide  when 
you  burn  it,  is  what  the  cli- 
mate models  link  to  global 
warming. 

Natural  gas  contains  rela- 
tively more  hydrogen  and  less 
carbon;  that's  why  greens  like 
it  more  than  other  fossil  fuels. 
Over  half  of  the  heat  from  a 
methane-gas  flame  comes 
from  the  hydrogen.  But  about 
80%  of  the  heat  in  coal  comes 
from  the  carbon.  Oil  lands  in 
the  middle. 

One  way  to  burn  hydro- 
carbons without  raising  car- 
bon dioxide  concentrations  in 
the  atmosphere  is  to  burn 
first,  then  suck  the  carbon 
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back  out  of  the  air — by  grow- 
ing new  trees,  for  example,  or  by  seeding  the  oceans  with  iron  to 
promote  massive  new  growth  of  algae.  If  things  go  right,  the 
new  green  plants  will  get  buried,  and  in  the  fullness  of  geologi- 
cal time,  turn  into  new  coal — call  it  recycling.  This  is  the  cheap- 
est approach,  and  the  greenest,  too,  but  it  doesn't  curb  energy 
consumption.  And  truth  be  told,  many  environmental  activists 
are  as  determined  to  curb  energy  consumption  itself  as  they  are 
to  curb  carbon  emissions. 

A  second  option  is  to  strip  the  carbon  out  of  the  fuel  before 
you  burn  it.  Most  fuel  cells  depend  on  "reformers"  that  do  just 
that.  Most  current  reformers  dump  the  stripped-out  carbon 
into  the  air  as  carbon  dioxide,  but  other  processes  can  leave  the 
carbon  behind  as  a  solid  residue.  That  takes  care  of  carbon 
emissions  all  right — roughly  speaking,  such  a  fuel  cell  starts 
with  methane,  extracts  the  hydrogen  and  then  returns  coal  to 
the  ground.  But  this  also  costs  about  50%  of  the  heating  value 
of  the  original  gaseou 

We  might  eventually         lace 
some  coal  when  we  find  .  i  ceo-  I 


nomical  way  to  liquefy  natural! 
gas,  and  thus  make  it  easier  tc 
transport.  But  it  won't  be  a  lot1 
of  coal,  and  the  carbon  reduc 
tions  would  be  modest  in  anyi 
event.  Every  other  alternative 
on  the  low-carbon  diet  plan 
entails  a  significant  energy  over-i 
head,  too.  Scrubbing  huge 
amounts  of  carbon  dioxide  out 
of  smokestacks  and  tailpipet 
isn't  easy  and  can't  be  done 
without  sharply  reducing  overall  efficiency.  We  already  pay  sig-. 
nificant  efficiency  overhead  for  the  scrubbers  that  remove  com 
paratively  tiny  amounts  of  sulfur  dioxide  from  coal  plan' 
smokestacks  and  for  the  catalytic  converters  that  remove  com 
paratively  tiny  amounts  of  nitrogen  oxide  pollutants  frorr 
tailpipes. 

The  long-term  hope  for  many  greens  is  that  we  can  ge 
beyond  hydrocarbons  entirely  and  burn  just  the  first  half  o 
those  compound  fuels,  the  hydrogen.  Hydrogen  is  abundant 
they  remind  us,  it's  part  of  water.  But  water  is  what  you  end  up 
with  after  you  burn  the  hydrogen  in  the  hydrocarbon — stearn 
goes  out  the  tailpipe  and  up  the  smokestack,  alongside  the  car- 
bon dioxide. 

To  turn  water  back  into  hydrogen  fuel  again,  you  have  to 
unburn  it — you  have  to  pump  energy  back  into  the  water,  usu-. 
ally  in  the  form  of  electricity.  The  greens  know  this  but  hope  tha 
the  electricity  will  be  solar.  Perhaps  someday,  but  anyone  wh( 
does  the  numbers  knows  that  it  won't  be  anytime  soon — sola 
isn't  close  to  cost-competitive  yet,  and  the  panels  require  ridicu 
lous  amounts  of  real  estate.  Coal-  or  gas-fired  electricity  won' 
do  either — that  would  defeat  the  whole  carbon-reduction  objec 
tive.  Nuclear  power  plants  could  be  used,  but  if  there's  one  ele 
ment  that  most  greens  hate  even  more  than  carbon,  it's  uranium 
So  it  is  more  or  less  inevitable  that  we  will  indeed  bun 
hydrogen,  the  most  pristine  of  all  fuels,  just  as  they  hope.  An< 
we  will  quiedy  accept  that  die  only  readily  available  supplies  o 
hydrogen  in  unburnt  form  are  in  gas,  oil  and  coal.  Our  nationa 
policy  will  be  to  burn  more  fossil  fuel,  less  efficientiy — to  extrac 
a  lot  less  heat  out  of  the  same  amount  of  fuel.  Even  as  we  strug 
gle  to  design  new  car  engines  that  get  more  miles  out  of  th 
same  amount  of  heat.  We  will  raise  efficiency  in  every  tier  of  th' 
energy  pipeline  except  at  the  source,  where  we  will  reduce  il 
drastically,  far  more  than  we  can  raise  it  in  any  of  the  tier 
above.  This  may  perhaps  save  the  ice  caps.  It  certainly  won' 
ruin  the  oil  companies.  I 
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American  Pyramids 

Do  you  know  who  engineered  the  country's  greatest  construction  projects, 
like  the  Hoover  Dam  and  the  George  Washington  Bridge? 

BY  SUSAN  ADAMS 
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CIVIL  ENGINEERS  DON'T  COMMAND  THE  RENOWN 
of  statesmen,  astronauts  or  generals,  but  maybe 
they  should.  For  an  inspiring  tale  of  how  some  of 
( hese  unsung  heroes  overcame  the  most  daunting 
physical  challenges  of  their  age,  see  the  four-part 
documentor)  I  ejects,  to  be  shown  on  public  television 

this  summer  in  four  one-hour  segments.  The  shows  run  Wednes- 
day nights,  st  irting  July  3.  Or  get  the  elegantly  written  compan- 
ion book  of  tl  title  (Free  Press,  $40)  by  National  Book 
Critics  (.ire!,  ming  author  lames  Tobin. 

Th<  Je  of  Two  Rivers,"  describes  the  taming 

of  two  s,  the  Colorado  and  the  Mississippi.  Until 

i  lerbi        I  iver  .Mississippi  Hood  relief,  the  river  had 

repeat  through  its  levees.  In  1927,  as  floodwaters 

threatened  N  l<  ins,  a  sell-appointed  committee  ol  busi- 

nessmen i  Ithe  governmenl  to  dynamite  a  downstream 


levee  and  release  the  pressure  of  the  swelling  torrent.  This  brasl 
act  inundated  two  downriver  parishes. 

Hoover,  who  had  worked  as  a  professional  engineer,  cham 
pioned  scientific  flood  control.  Under  his  direction  the  U.S.  Arm] 
Corps  of  Engineers  developed  a  sophisticated  system  that  mini 
icked  the  forces  of  nature.  A  series  of  spillways,  floodways,  dike 
and  levees  were  built  on  the  lower  Mississippi  and  carefully  mort 
itored.  None  has  failed  on  that  stretch  of  river  for  65  years. 

The  Colorado  presented  not  so  much  a  threat  as  a  huge  on 
portunity:  water  to  support  an  economic  boom  in  the  Ameri 
can  West.  In  1892  an  ambitious  irrigation  engineer  and  hustle 
named  Charles  Robinson  Rockwood  came  up  with  the  first  plat 
to  harness  the  river's  wealth,  a  canal  that  would  funnel  water  intJ 
a  dried-out  riverbed,  irrigating  the  surrounding  desert. 

Thus  was  born  California's  Imperial  Valley  east  of  Los  Ange 
les  in  1901 .  But  Rockwood's  mismanagement  and  failure  to  un 
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stand  basic  hydraulics  proved  devastating,  as  heavy  rains 
;hed  the  Colorado's  muddy  water  over  its  banks  in  1905,  de- 
fying nearly  100,000  acres  of  newly  planted  crops. 
Next  came  Hoover  Dam,  then  the  world's  tallest.  A  gargan- 
n  project,  it  took  five  years  of  constant  toil.  An  entire  city  was 
Jt  in  the  Nevada  desert  to  house  the  project's  5,000  workers 
1  their  families.  An  engineer  and  technical  genius  named  Frank 
me  was  in  charge.  His  first  feat:  diverting  the  powerful  river 
ough  four  mammoth  tunnels  drilled  into  the  solid  rock  of 
ck  Canyon. 

Workers  spent  two  years  pouring  concrete  for  the  dam,  which 
uld  have  taken  125  years  to  cool  if  Crowe  hadn't  designed  an 
«nious  web  of  pipes  that  pumped  cold  water  throughout. 
len  the  dam  was  completed  in  1935,  it  delighted  socialists  by 
nonstrating  that  a  government  project  could  pay  for  itself,  in 


case,  by  generating  power.  It  produces  more  juice  (5  billion 
watt-hours  per  year)  than  a  typical  coal-fired  plant. 
Power  is  the  subject  of  the  second  episode,  "Electric  Nation," 
story  of  how  the  U.S.  got  wired.  The  saga  begins,  of  course,  with 
)mas  Edison.  But  its  most  fascinating  character  is  Samuel  Insull, 
British-born,  longtime  assistant  to  Edison,  who  went  on  to 
nd  what  was  once  the  nation's  largest  investor-owned  public 
ity,  Commonwealth  Edison,  and  became  immensely  wealthy. 
A  marketing  and  distribution  visionary,  Insull  brought  elec- 
ity  to  the  masses  while  driving  its  price  ever  lower.  He  pio- 
red  door-to-door  stock  sales  as  a  means  of  raising  capital 
n  from  small-time  investors.  As  a  financier,  he  was  a  little  too 
ginative:  His  complex  pyramid  of  holding  companies  col- 
;ed  in  the  Depression,  even  as  the  underlying  electric  opera- 
is  remained  financially  robust.  The  people  who  lost  their  sav- 

Cried  out  for  vengeance.  Insull,  indicted  for  mail  fraud,  won 


acquittal  but  died  with  his  reputation  in  ruins. 

The  third  show,  "Bridging  New  York,"  is  the  tale  of  two  en- 
gineers, Gustav  Lindenthal,  from  the  Austro-Hungarian  empire, 
and  his  protege,  Swiss  immigrant  Othmar  Ammann.  Ever  heard 
of  'em?  Probably  not.  Neither  had  most  folks  in  the  late  1800s 
and  throughout  the  early-  and  mid-20th  century,  when  these  two 
men  were  designing  some  of  the  most  majestic  spans  in  the 
world.  Lindenthal  was  responsible  for  the  stately  Williamsburg 
Bridge  and  for  a  series  of  important  rail  bridges  that  linked  New 
York  City  with  the  rest  of  the  eastern  seaboard. 

Ammann's  list  of  accomplishments  seems  too  lengthy  for 
one  man.  He  designed  the  magnificent  George  Washington 
Bridge,  still  the  busiest  bridge  in  the  world.  Five  other  New  York 
bridges  are  Ammann's:  the  Triborough,  the  Bayonne,  the  Bronx- 
Whitestone,  the  Throgs  Neck,  the  Verrazano-Narrows. 

In  one  of  the  series'  most 
poignant  moments,  at  the  dedication 
of  the  Verrazano  in  1964,  the  great 
New  York  planner  Robert  Moses  steps 
up  to  the  microphone  to  introduce 
Ammann,  then  a  frail  85.  "It  may  be 
that  in  the  midst  of  so  many  celebri- 
ties, you  may  not  know  who  he  is," 
intones  Moses.  "My  friends,  I  ask  that 
you  now  look  upon  the  greatest  liv- 
ing bridge  engineer,  perhaps  the 
greatest  of  all  time."  But  Moses  fails 
to  utter  Ammann's  name.  Donald 
Trump,  who  attended  the  ceremony 
as  a  youngster,  recalls,  "not  one  per- 
son recognized  him!" 

The  final  episode,  "The  Big  Dig," 
tells  a  story  that  is  still  in  process,  the 
underground  relocation  of  Boston's 
central  artery.  It  is  the  most  ambi- 
tious, expensive  (in  cost  per  mile) 
urban  highway  project  ever.  To  Bosto- 
nians  it  is  surely  the  most  annoying. 
Since  the  project  started  in  1991,  em- 
ploying 3,000  workers  and  costing  $3  million  per  day,  central 
Boston  has  been  a  hellacious  construction  site. 

But  without  the  dogged  work  of  a  veritable  army  of  planners 
and  engineers,  annoyance  would  have  spilled  over  into  catastro- 
phe. The  project  illustrates  a  new  principle  in  public  works:  mit- 
igation. Design  a  project  so  as  to  eliminate  all  viable  opposition. 
Include  a  new  airport  tunnel  to  get  business  support  and  see  to 
it  that  the  tunnel's  route  does  not  require  the  destruction  of  a 
single  home.  Soundproof  an  apartment  house  that  stands  next  to 
a  construction  site.  None  of  this  comes  cheap,  of  course,  and  the 
price  tag — $  1 5  billion — remains  a  sore  spot  for  taxpayers. 

Still,  when  the  Big  Dig  is  done,  perhaps  in  2005,  it  will  be  a 
tour  de  force  of  civil  engineering.  Traffic  will  flow  through  high- 
speed underground  roadways  and  aboveground  interchanges. 
Downtown  Boston  will  open  up  to  the  glories  of  its  natural  har- 
bor. A  costly  pyramid  with  a  utilitarian  side.  F 
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On  the  Business  of  Life 


Last  month  our  veteran  executive  editor,  Dero  Ames  Saunders,  retired  after  21  years  at 
FORBES.  Dero  Saunders  has  an  encyclopedic  knowledge  of  business  and  a  vast  store  of 
illustrative  anecdotes.  Born  in  Starkville,  Miss,  and  educated  at  Dartmouth,  Saunders,  like 
many  Southerners,  is  a  natural  storyteller.  His  most  important  and  lasting  role  at  the  magazine  was  as 
a  guide  for  the  young.  It  was  his  job  to  select  from  the  hundreds  of  job  applicants  that  we  get  every 
year.  After  picking  the  most  talented,  Saunders  continued  the  relationship,  turning  ambitious  young 
journalists  into  experienced  business  writers.  — JAMES  W.  MICHAELS  (1981) 


Dero  Saunders  (right)  recently  died  at  age 
88.  He  edited  Thoughts  on  the  Business  of 
Life  for  many  years  (until  1999)  and  was 
fond  of  sneaking  some  of  his  own  quotes  in 
under  the  nom  de  plume  of  John  P.  Grier 
(the  name  of  a  famous  Thoroughbred  that 
raced  against  Man  o'  War  in  1920).  Here 
are  a  few  of  Mr.  Grier s  quotes: 


From  its  very  beginnings  ambition 
was  a  political  word,  born  of  the  Latin 
ambitus,  the  walking  around  that  a 
Roman  politician  did  when  buttering 
up  the  voters. 


Nothing  is  so  corrupting  as  a  great  idea 
whose  time  is  past. 


Poetry  is  the  shortest  way  of  saying 
something.  It  lets  us  express  a  dime's 
worth  of  ideas,  or  a  quarter's  worth  of 
emotion,  with  a  nickel's  worth  of  words. 


In  judging  character,  too  often  we  mistakel 
rigidity  for  morality. 


Shame  is  the  social  side  of  guilt. 


The  will  to  believe  is  perhaps  the  most 
powerful  but  certainly  the  most  dangerous 
human  attribute. 


There  is  no  such  thing  us  a  good  excuse. 


The  reason  history  $  gripping, 

boring  and  threaten 
play  in  which  the  charat  teup 

their  lines  as  they  go  ah 


Why  should  a  country  worshit  >  nother 
country'?  tin  gods,  when  it  has  U  •  gods 
of  its  own? 


Even  though  you  speak  fluent  English, 
you  still  must  be  careful  with  it  in 
England.  For  example,  you  may  think 
the  British  like  their  beer  sour,  flat  and 
warm.  But  ask  them,  and  they  will  assure 
you  that  they  like  it  bitter,  still  and  served 
with  a  chill  off. 


Each  man  has,  each  year,  his  moment  of 
madness,  when  he  ties  a  rope  around  his 
neck,  hands  the  end  to  his  worst  enemy, 
and  says,  "Pull." 


The  biggest  gap  in  the  world  is  the  gap 
he  justice  of  a  cause  and  the 
the  people  pushing  it. 


You  are  only  young  once,  but  you  can  be 
immature  forever. 


A  Text... 

Let  us  eat  and  drink;  for  tomorrot 
we  shall  die. 

—ISAIAH  22:1 

Sent  in  by  J.  Walker  Owens,  Indian  Wells,  Cali 
What's  your  favorite  text?  The  Forbes  Booki 
Quotations:  Thoughts  on  the  Business  of  Life. 
given  to  senders  of  Bible  texts  that  are  used. 

More  than  14,000  "Thoughts,"  arranged  alphabetic 
subject,   are   available    in   a   900-page,   one-voli 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  on 
Business  cfLife.  The  price  is  $40,  plus  $3.50  shipping  Ul 
$1  per  item  for  handling  (add  applicable  sales 
To  order,  please  call  toll-free,  1-800-876-6556. 


•,  fi 


July  8.  2002  .  Volume  170  •  Numbor  t   FORBES  (ISSN  001  for  tvro  issues  combined  m  June  and  August  and  four  special  issues  in  spring,  summed 

andvv   '  '  '     '       """■  paid    tNewYork,N.Y.  and  at  additional  mailing  offices.  Canadian  Agreement  No.  40036469.  GST  #12576  9 

ith«tyourmag      lei  ibl     we  have  no  further  obligation  unless  we  receive  a  corrected  address  within  two  years.  RT.  POSTMASB 

i    HAILING  LIST:  We  make  a  portion  of  our  mailing  list  available  to  reputable  firms.  If  you  pi 
thatwenotinclud  i    ne,  please  write  us.  Copyright  ©  200  |]  ed.  Tide  is  protected  through  a  trademark  registered  with  the  U.S.  Patent  Office, 


192      P   o   it    it   B   s  •   lulv  B 


. 


BURLINGAME  PUBLIC! 


05546727  5 


www.forbes.com 


Dm  rape  allegations 
fraud  convictions— 
me  companies  will 
lore  anything 
protect  their 
p  performers. 


oto*-oto*t6  vo  3wv9Nnana 
„  aa  3soawiad  oe* 
an  and  awvsNnana 


SOT 
T82d 

li,,",iri"i,,,iiii ii  r  'i  ■■  •■  ii  ii  ■■  ■■  ■■  ii  i-i  '"i  mi 

ncn   ^22?S^,U   v£°.000        *2//T*£69<E009dJt 
0£0-3**±01    JLa-aWJWHBHHHHHHHHHI    r9939Xa* 


Performance.  Unlike  any  other. 


Why  leav  ai  at  trk  station?  Born  of  a  century  of  innovative  engineering,  even  the  most  luxurious  Mercedes-Benz  i 


Model  shown  S55  AMG 


€  2002  Mercedes-Benz  USA,  LLC.  A  DaimlerChrysler  Company 
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ALPS  Distributors,  Inc 


ihe  SPDR  i.  si  has  distributed  only  one  capital  gain  of  $.09  in  1 996.  For  more  complete  information  and  a  prospectus 
\  IE  AMEX  or  visit  www.amex.com/SPY.  Read  the  prospectus  carefully  before  you  inves 

i    o  thi  i!  e  ot  stocks.  Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an  investor 
lay  be  worth  more  or  less  than  their  original  cost.  Past  performance  is  no  guarantee  of  future  results 

red  broker-deale:.  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 'Standard  &  Poor's.  "  •'S&R"  "S& 
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If  you  chose  false,  congratulations! 
You're  savvy  enough  to  think 
about  investing  in  Spiders. 


If  you're  looking  at  ways  to  invest  in  the  S&P  500  Index,""' 
compare  and  contrast  them  to  Spiders.  Spiders  are 
the  best  parts  of  a  stock  and  a  mutual  fund  all  pressed 
into  one  neat  little  package.  Each  share  you  buy  is  a 
portion  of  the  whole  basket  of  S&P  500®  stocks,  just  like  a 
traditional  index  fund.  And  with  Spiders,  the  management 
fees  and  taxes  are  very  low.  (One  capital  gain  of  nine 
cents  in  1996.  That's  it.*)  You  buy  and  sell  Spiders 
the  same  way  you  buy  stocks,  and  pay  your  usual 
commission.  And  they're  easy-in-easy-out,  allowing  you 
to  sell  anytime  without  a  penalty.  Spiders  (SPY)  are  one 
of  over  100  different  Exchange  Traded  Funds  listed  on 
the  American  Stock  Exchange,  making  it  possible  for 
you  to  spread  the  genius  all  over  your  portfolio.  Talk 
to  your  broker  or  financial  advisor.  Or  to  get  more  details 
call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 
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its  to  resolve  complex,  multifaceted  disputes  in  courts 

=  country.  Our  team  of  over  110  litigators,  including  17 

prosecutors,  works  to  convert  obstacles  into  opportu- 

through  creative  thinking  and  strategic  guidance. 

r  negotiating  alternative  solutions,  our  goal  is  to 
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.  Pediatric  Wizard.  «*  * 
King  of  Online  Diagnostics. 


And  a  Textbook  Case  for  Secure  VPN. 

You  might  think  it  would  be  easy  foT  a  wizard  to  be  in  several  places 
at  once.  But  Dr.  Dan  is  only  human.  So  when  a  hospital  system  wanted 
to  enable  him  and  9,000  other  staffers  in  three  states  to  share 
information  such  as  MRI  and  X-ray  results  instantly,  they  turned  to 
secure  VPN  technology  from  Nortel  Networks™  By  combining  its  IP  VPN 
network  with  services  from  its  local  service  provider,  Dr.  Dan's  hospital 
provides  remote  connectivity  to  its  entire  staff  over  a  high-speed 
optical  backbone.  The  information  is  protected  by  state-of-the-aTt 
encryption  and  firewalls  to  guard  against  security  breaches.  All 
without  the  expense  of  a  dedicated  wide-aTea  network.  So  now, 
Dr.  Dan  and  his  colleagues  can  share  diagnostic  information  privately 
anywhere  in  the  system  -  making  the  most  of  the  hospital's  network 
investment  with  secure  technology.  Which  is  just  one  more  way 
Nortel  Networks  is  making  the  Internet  what  you  need  it  to  be.  To  learn 
more  about  network  security,  visit  nortelnetworks.com/security. 
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When  Lexus  engineers  set  out  to  build  the 
SC  430  hardtop  convertible,  they  weren't 
just  building  a  convertible.  They 
were  building  a  Lexus.  This 
is  no  small  distinction. 
You  see,  your  traditional 
ragtop  may  offer  the  thrill 
of  an  open  sky,  but  it's  hardly 
a  bastion  of  comfort.  Ragtops  are 


il 


I 


NOTHING  ABOUT 

"RAGTOP" 

SEEMED    VERY 

LEXUS. 


No,  a  Lexus- convertible  would  have  to  retain 
the  requisite  luxuries  of  its  brethren.  Enter 
the  ingenious,  elegant  SC  430 
hardtop  convertible.  Simply 
press  one  button  and  the  i  1 
SC  430s  hardtop  raises  <i 
or  lowers  itself  gracefully. 
In  25  seconds,  no  less. 
When  the  top  is  up,  the  SC  430  (i 


noisy.  They  have  been  known  to  leak  both  air 
and  water.  Now  that's  not  very  Lexus-like,  is  it? 


is  transformed  into  a  secure,  weatherproof  sport  tj 
coupe.  Put  the  top  down  and  it's  you,  the  open 


( 


maintain  vehicle  control  under  adverse  conditions.  It  is  not  a  substitute  for  safe  driving  practices.  Factors  inch 
11  !  :,         $00  miles.  :  Run-flat  tire  technology  is  designed  for  limited  emergency  use  only  If  air  pressure  is  lost,  vehicle  speed  t    a 

i  Division  ol  Ibyota  Motoi  Sales,  U.S  \.  Inc  I.  exus  reminds  ^  on  to  wear  seatbelts,  secure  children 


kv  and  its  potent  4.3-liter,  300-hp  V8  engine, 
b  keep  all  this  power  under  control,  the  SC  430 
s  equipped  with  Vehicle  Skid  Control  (VSC),' 
raction  Control  (TRAC)  and  anti-lock  brakes 
ABS).  And  huge  18-inch  alloy  wheels,*  with 
mailable  run-flat,  low-profile  tires,:  hug  the  road 
ind  further  announce  its  sport  coupe  intentions. 
Yet.  it  the  SC  430  performs  like  a  sports  car, 
he  experience  behind  the  wheel  is  remarkably 
efined.  A  windshield-high  cockpit  cowling  and 


rear-wind  deflector  reduce  wind  drafts.  Intuitive 
Climate  Control  senses  and  then  automatically 
regulates  cabin  temperature,  even  in  the  face  of 
a  changing  sun.  Hand-stitched  fine  leather  trim 
caresses  eye  and  skin  and  is  accented  by  burled 
walnut  or  bird's-eye  maple  trim.  Both  front  seats 
are  power-adjustable  and  heated. 

In  short,  the  SC  430  stands  uncompromised. 
And  while  this  might  not  be  very  common  in  a 
convertible,  it  is  quite  common  in  a  Lexus. 


an  an  automobile  delight,  comfort,  fascinate  and  energize  you?  lake 
om  for  a  test  drive  and  find  out.  The  Passionate  Pursuit  of  Perfection. 


©I 


nd  driver  steering  input  can  all  affect  whether  VSC  will  be  effective  in  preventing  a  loss  of  control.  '18  x  8.0-in  wheels  with  low-profile  245/40ZR18  tires  are  expected  to  experience  greater 
Is  peThour;  cornering,  braking  and  accelerating  must  be  done  with  extreme  caution;  and  the  tire  should  be  replaced  within  100  miles.  See  your  Lexus  dealer  for  details.  ©2002  Lexus, 
laws  and  drive  responsibly  For  more  information,  call  800-USA-LEXUS  (800-872-5398). 
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Forbes. corn's  Chief  Executive  Network 

No  Need  to  Be  Lonely  at  the  Top 

Paul  Maidment 

Our  new  CEO  Network  provides  a  forum  for  top 
executives  to  network  online  in  a  controlled  members- 
only  environment.  The  greatest  benefit:  direct  contact 
with  your  peers  through  participation  in  online  discus- 
sions and  chats,  where  you  can  exchange  ideas  and 
discuss  the  best  practices  and  strategies.  On  July  10 
James  Spanfeller,  chief  executive  of  Forbes.com,  will 
launch  our  scheduled  program  of  CEO  Network  ques- 
tion-and-answer  sessions.  Steve  Forbes,  chief  of 
FORBES,  will  follow  with  a  session  on  July  29.  If  you  are 
a  chief  executive,  we  invite  you  to  apply  for  member- 
ship in  this  exclusive  group.  Follow  the  link  at  the  bot- 
tom of  this  page  for  an  online  application. 
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Gone  Fishing 

Ari  Weinberg 


The  nonleisurely  pursuit  of  consumers'  recreation  dollars. 

Summer  togs  are  on.  Rods,  rackets  and  clubs  are  out. 
Time  for  the  fit  (and  not-so-fit)  to  indulge  in  fishing, 
sailing,  cycling,  tennis  and  golf — and  to  be  reminded 
why  they  still  have  a  day  job  and  didn't  turn  pro. 
But  one  person's  recreation  is  another's  business. 

Forbes.com  presents  a  special  report  on  the  money 
and  technology  behind  Sports  of  Summer. 
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than  the  combined  pretax  prof 
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be  the  key  to  its  future  success! 
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Perfected. 
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lital  Color  Copier/Printer 

rue-to-life  color 
High  speed  output 
Office  user  friendly 


Where  technology  and  creativity  converge.  Whether  you're  designing  new  fashion 
lines_or  creating  eye-catching  proposals,  Sharp  has  the  digital  color  solutions  that 
bring  big  ideas  to  life. Sharp's  Color  IMAGER  Series  features  advanced  copier/printers 
that  connect  to  your  desktop  to  deliver  rich,  vibrant  color,  reliably  and  affordably. 
The  closest  thing  to  perfection,  for  those  who  demand  nothing  less,  sharpusa.com 
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Diabetes  Trials 


i  small  pharmaceutical  company  had  outsized  ambitions:  to  grow  quickly  into  a  global  powerhouse.  Morgan  Stanley 
>lped  make  it  happen.  First  by  searching  out  the  most  strategic  merger  partner.  Then  brokering  sensitive  negotiations 
i  create  a  cultural  and  management  balance  that  allowed  for  a  merger  of  equals.  The  result?  A  health  care  giant  was 
3rn.  Such  complex  challenges  are  our  passion.  Such  client  successes  are  our  mission.  What  can  we  do  for  you? 


brvices  offered  by  Morgan  Stanley  &  Co.  Incorporated,  member  SIPC.  Employee  names  have  been  changed  to  protect  their  privacy. 
he  -€lient  At  A  Time  is  a  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  ©  2002  Morgan  Stanley. 
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BllbbleS  and  ScandalS  The  accounting  mischief  a 
WorldCom  has  a  certain  deja  vu  to  it,  reports  Neil  Weinberg  ii 
a  story  on  page  38.  Accusations  of  similar  misdeeds  came  out  i 
year  ago  in  a  court  case.  Maybe  investors  and  regulators  shoulc 
have  been  on  guard. 

But  then,  it  is  in  the  nature  of  investors  to  be  caught  off! 
guard.  In  a  bull  market  they  ignore  signs  of  chicanery  becausi 
they  are  so  caught  up  in  the  merry  moneymaking  themselves 
For  eerie  parallels  to  the  excesses  of  the  late  1990s,  look  at  wha 
was  happening  70  years  earlier,  in  a  stock-buying  mania  of  corn 
parable  magnitude.  My  source  is  Main  Street  and  Wall  Street,  an 
expose  of  accounting  tricks  published  in  1927  by  Harvard  econ} 
omist  William  Z.  Ripley. 

Was  there  self-dealing  at  Adelphia  Communications?  Notbi 
ing  the  Rigas  family  stands  accused  of  compares  to  the  looting  o| 
New  York  City  Traction  or  the  Rock  Island  line.  Enron  didn'f 
invent  hiding  debt  in  off-balance- 
sheet  entities — United  Dry  Goods, 
which  collapsed  overnight,  beat  it 
by  almost  a  century. 

Insider  trading?  Whatever  hap- 
pened at  ImClone  is  paltry  compared 
to  the  manipulation  of  the  share 
price  at  American  Can,  as  described 
by  Ripley.  Those  oudandish  goodwill 
numbers  at  AOL  and  JDS  Uniphase? 
Check  out  Ripley's  sarcastic  descrip- 
tion of  the  American  Agricultural 
balance  sheet,  wherein  the  stated 
value  of  "brands,  trademarks, 
patents,  secret  processes  and  special 
practices"  was  almost  three  times  as 
great  as  that  of  all  the  property,  pi: 
and  equipment. 

In  modern  times  we  have  execu- 
tives who  enrich  themselves  with  hundred-million-dollar  optio 
payouts.  In  Ripley's  day  stock  promoters  got  the  same  effect  wit 
stock-watering  schemes.  (The  public  would  pay  cash  for  pre 
ferred  stocks  and  bonds;  insiders  would  get  common  shares  fc 
nothing.)  Given  all  the  scandals  going  on  now,  Microsoft 
cookie-jar  reserves  of  the  1990s  are  mere  peccadilloes;  but  it 
amusing  to  read  that  a  big  glamour  company  of  75  years  agi 
American  Tobacco,  succumbed  to  the  same  temptation. 

Ripley's  scolding  about  bad  accounting  was  ignored  as  lor 
as  the  bull  market  was  roaring.  Then  the  bubble  popped  an 
reformers  came  out  of  the  woodwork.  The  market  stayed  in 
funk  for  a  generation. 

We'll  get  the  same  wave  of  reform  and,  I  fear,  a  long-lastir 
despair  about  stocks.  Decades  from  now  there  will  be  anoth 
bubble,  and  the  accounting  scandals  will  come  back  to  life. 
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"MY  PHILOSOPHY  ON  ENJOYING 

A  DAY  OF  GOLF? 

KEEP  YOUR  KNEES  BENT  AND  YOUR 

MAKER'S  STRAIGHT." 

J.L,  Decatur,  GA. 
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Thanks  for  the  story,  J.L.  If  anyone  else  out  there  has  a  Makers  story  they'd  like  to  share,  lease  visit  www.makersmark.com. 
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NEW  RANGE  ROVER 


THE  NEW  RANGE  ROVER. 


HIGHER  GROUND. 


Ultra-modern  creation  emerging  from 


a  clean  slate.  Tasteful  evolution  of 


an  undisputed  icon.  From  the  grand 


avenues  of  Monaco  to  the  deserts 


of  Dubai,  it's  never  out  of  place.  Its 


legendary  capabilities  bring  to  mind 


the  very  first  Range  Rover.  Yet  its 


sleek  design,  stunning  interior,  and 


advanced  engineering  state  it's  clearly 


ahead  of  its  time.  The  completely 


new  Range  Rover  from  Land  Rover 


The  most  well-traveled  vehicles  on  earth. 
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Defusing  Arguments 

"Time  Bomb"  (July  8,  p.  174)  was  con- 
structed to  present  a  misleading  and 
negative  view  of  Cablevision  Systems. 
The  story  attempts  to  value  the  com- 
pany's worth  to  potential  acquirers, 
relying  upon  its  own  flawed  model  to 
reach  a  predetermined  conclusion.  A 
realistic  valuation  of  Cablevision  would 
focus  on  the  company's  cash  flow  from 
its  cable  systems — about  $830  million  at 
year-end  2001 — and  almost  twice  the 
net  income  number  of  $480  million 
cited  in  the  article.  Any  company  should 
expect  more  from  FORBES. 

WILLIAM  BELL 

CFO,  Cablevision  Systems 

Bethpage,  N.Y. 

The  Dolan  family  owns  26%  of  Cable- 
vision,  not  4.4%,  as  we  reported.  We  regret 
the  error,  but  stand  behind  the  story. — Ed. 

Community  Chests 

I  enjoyed  "Charitable  Choice"  (June  10, 
p.  232)  about  donor-advised  funds  and 
what  to  watch  out  for.  Thanks  to  mas- 
sive marketing  and  advertising  budgets, 
investors  have  heard  a  lot  about  charita- 
ble options  offered  by  for-profit  firms 
that  also  sell  products  like  mutual 
funds.  While  these  firms  have  received 
the  lion's  share  of  media  attention  the 
last  few  years,  community  foundations 
continue  to  build  steadily  on  their  mar- 
ket leadership  position,  representing 
more  than  40%  of  the  donor-advised 
fund  market  (versus  the  25%  held  by 
gift  funds  sponsored  by  for-profit 
firms).  The  community  foundation 
track  record  is  more  relevant  than  ever. 
CARLA  DEARING 
President,  Community 
Foundations  of  America 
Louisville,  Ky. 

Sign  of  the  Times 

[n  yi    ;  2000  Platinum  List  of  the  best  big 

.lies  (Jan.  10,  2000)  you  show 

tn  your  2002  Platinum  List  (Jan,  7) 

yi  ">  International.  How  many 

o.  ornp.    ies  do  you  have  in  there? 

HANS  J.  SCHARIG 

Springfield,  Va. 
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Web  Wars 

"Day  of  Reckoning"  (June  10, 
p.  98)  reports  on  MSN's  Yusuf 
Mehdi's  desire  to  gain  market 
share  in  online  access.  There  is  an 
aspect  to  Microsoft's  approach  to 
the  ISP  business  which,  I  believe, 
will  impede  its  efforts:  MSN  offers 
only  Web-based  e-mail.  Since  no 
POP  account  is  included,  messages 
are  not  downloaded  to  the  local 
hard  disk  and  the  user  must  wait 
for  a  Web  page  to  refresh  every 
time  an  action  is  taken.  If  using 
dial-up,  a  single  phone  line  resi- 
dence would  be  tied  up  the  entire 
time  e-mail  was  in  use.  Web-based 
e-mail  is  great  when  you're  away 
from  home,  but  no  ISP  should 
offer  it  as  the  only  option  on  a  fee- 
based  service. 

JOHN  MAHER 
Hasbrouck  Heights,  N.J. 


Currency  Devaluation 

"Land  of  the  Rising  Debt"  (June  10, 
p.  58)  should  have  reported  that  New 
York  hedge  fund  Cerberus  Capital  Man- 
agement provided  Japan's  Nagasakiya 
department  store  and  grocery  chain 
with  an  $18  million  loan.  A  currency 
conversion  error  caused  us  to  peg  the 
funding  at  $180  million. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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WHAT    CAN    A 

CANOE 

TEACH    US    ABOUT 

PARTNERSHIP? 


It's  best  if  jou  go  with  someone  who's  done  it  before 
You  cover  more  distance  when  jou  work  in  tandem 
Whether  jou  get  soaked  depends  on  proper  balance 


Wisdom  is  everywhere.  Uncommon  wisdom  is  knowing  how  to  apply  it.  As  one  of  the  nation's 
leading  corporate  and  investment  banks,  we  place  a  unique  premium  on  long-term  relationships. 
If  jou  knew  us  as  First  Union  Securities,  we're  now  Wachovia  Securities.  Talk  to  us.  We'll  take  all 


w^vchovia 
Securities 


that  jou  know  and  all  that  we've  learned  and,  together,  achieve  an  uncommon  partnership.      Uncommon  Wisdom 

Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia 
Corporation  and  its  subsidiaries,  including  Wachovia  Securities,  Inc.,  member  NYSE,  NASD,  SIPC. 


A  sudden  rain,  a  fast  lane,  a  tablet  PC. 

A  CLAIM  PROCESSED  AT  BREAKNECK  SPEED. 


is  a  registered  trademark  ol  Fu|Hsu  PC  Corporation.  Intel,  the  Intel  Inside  logo.  Pentium  and  Intel  SpeedStep  are  trademarks  or  registered 
uadem.i  he  United  States  and  other  countries.  Microsoft:  and  Windows  aie  registered  trademarks  of  Microsoft  Corporation 


Meet  the  Stylistic  LT  pen  tablet  PC.  A  sleek,  field-friendly  machine  that's  shifting  the  data  pro- 
cessing speed  of  industries  such  as  insurance  into  overdrive.  Conveniently  flat,  the  Stylistic  LT  races 
to  the  scene  like  no  notebook  can  while  lapping  any  and  all  PDAs  with  its  display  and  processing 
power.  With  it,  agents  can  tap  in  damage  details,  tap  up  policies,  and  wirelessly  check  part 
prices. That  means  less  paperwork,  better  data  and  a  claim  settlement  process  that  just  whizzes  by. 


Learn  how  our  pen  tablets  can  give  your  company  a  competitive  edge. 
Call  us  today  at  1-800-831-3183  or  visit  www.fujitsupc.com/pentablets. 


The  Stylistic  LT  is  powered  by  an  ultra  low  voltage  Mobile  Intel*  Pentium® 
processor  600MHz  featuring  Intel"  SpeedStep" technology. 
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http://www.microsoft.com/piracy/howtotell 
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Philadelphia 


"A  steakhouse  to  end  all  arguments." 

-  NY  Times 

"The  quintessential  New  York  City  steakhouse." 

-  Gourmet 


"...perhaps  the  best  sirloin  of  my  life..." 


Chicago  Tribune 


Smith  &Wollensk 


NASDAQ  symbol:  SWRG 

www.smithandwollcnsky.com 


f  ACT  AND  COMMENT 


By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


How  to  Secure  Our  Skies 


IF  WE'RE  SERIOUS  ABOUT  DISCOURAGING  TERRORISM,  WHY 
won't  we  permit  willing  pilots — after  intensive  training — to 
Carry  firearms  on  commercial  flights?  This  would  be  a  powerful 
deterrent  to  would-be  hijackers,  a  formidable  last  line  of  defense. 

Pilots  undergo  rigorous  physical  examinations  every  six  months. 
Many  of  our  commercial  pilots  are  ex-military.  None  of  these  indi- 
viduals would  be  allowed  to  carry  a  weapon 
until  they  had  undergone  thorough  training 
and  testing.  Contrary  to  popular  myth,  a  stray 
bullet  will  not  cause  a  fatal  cabin  decompres- 
sion or,  given  the  way  fuselages  are  designed 
and  built,  a  fiery  explosion.  And  there  are  spe- 
cially designed  bullets  that  can  kill  an  assail- 
ant but  are  unable  to  penetrate  a  fuselage. 

Some  say  air  marshals  could  do  the  job. 
But  they  are  on  only  some  2%  of  flights  today, 
and  a  majority  of  flights  won't  have  marshals 
for  years  to  come,  if  ever.  So  why  not  mobil- 
ize pilots  now7.  Others  complain  that  guns 
would  distract  pilots  from  doing  their  job, 
forgetting  that  the  ultimate  distraction  is  ter- 
rorists' trying  to  hijack  an  airplane.  Naysayers  say  pilots  should 
stay  holed  up  in  the  cockpit.  Why?  If  armed,  they  could  prevent 
terrorists  from  committing  mayhem  in  the  rest  of  the  aircraft. 
Moreover,  on  long  flights,  pilots  do  have  to  answer  nature's  call. 


When  it  comes  to  effective  airport  secu- 
rity in  America  today,  the  shoe  doesn't  fit 


Why  not  also  train  flight  attendants  in  the  arts  of  self- 
defense,  if  they  so  wish,  and  after  they  are  properly  trained  give 
them  stun  guns,  or  the  equivalent?  Training  pilots  to  handle  a 
gun  and  giving  attendants  antiterrorist  training  and  equipment 
are  two  sensible  proposals.  Yet  Washington  drags  its  feet.  Trans- 
portation Secretary  Norman  Mineta,  no  surprise,  is  opposed. 
But,  more  surprisingly,  so  is  Homeland 
Security  czar  Tom  Pudge. 

The  House  of  Representatives  is  ex- 
pected to  pass  a  bill  that  would  create  a  two- 
year  test  program  allowing  2%  of  the  pilot 
work  force  to  be  deputized  to  carry  a  gun. 
But  the  Senate  may  block  this  mild  measure. 
No  wonder  Americans  feel  that  the  war 
on  terrorism  is  drifting,  that  the  energetic 
resolve  following  Sept.  1 1  is  dissipating. 
Effective  detection  equipment  that  can 
screen  cargo  containers  remains  unused; 
Saddam  remains  in  power;  "lethal"  nail 
clippers  are  often  energetically  seized,  while 
our  hapless  transportation  chief  forbids  the 
type  of  profiling  that  the  no-nonsense  Israelis  have  employed  for 
years.  Those  responsible  for  the  intelligence  debacle  of  Sept.  1 1 
remain  at  their  desks.  Bureaucratic  boxes  may  be  reshuffled,  but 
the  basic  overhaul  of  the  CIA,  FBI  and  NSA  remains  untackled. 


End  of  the  World  Not  at  Hand 


ARE  WE  IN  AN  ERA  LIKE  THE  1 930S  OR  1 970S,  WHEN  THE  ECONOMY 
dragged  and  stocks  stagnated?  No,  even  though  the  news  on  many 
fronts  isn't  going  to  be  positive:  Additional  "name"  companies — 
perhaps  including  some  banks — will  collapse,  and  a  raft  of  CEOs 
will  find  their  heads  ending  up  on  proverbial  pikes;  countries  such 
as  Brazil  will  continue  to  produce  ulcers;  trial  lawyers  won't  stop 
their  increasingly  financially  lethal  assaults  on  corporate  America; 
and  a  sensible  trade-enhancing  bill  will  face  a  perilous  future. 

But  all  this  obscures  the  positive  developments.  The  econ- 
omy is  recovering,  though  the  pace  isn't  blistering. 

How  quickly  we've  forgotten  that  the  first  half  of  the  booming 
1990s  was  actually  anemic  when  it  came  to  economic  growth.  In 
fact,  the  recovery  from  the  1990-91  recession  was  the  most  feeble  on 
record.  Only  when  Republicans  won  control  of  both  congressional 
houses  in  November  1994  did  the  stock  market  really  grow  legs. 

Nor  should  we  be  surprised  that  human  nature  remains 
unchanged.  Good  times  always  lead  to  excess,  to  some  people  doing 
things  they  wouldn't  dream  of  doing  in  a  less  fevered  atmosphere. 

If  people  keep  their  heads,  a  number  of  sensible  changes  in  cor- 


porate governance  will  be  codified.  The  New  York  Stock  Exchange 
is  now  taking  public  comment  on  a  package  of  proposals.  Among 
them:  Members  of  the  audit,  nominating  and  compensation  com- 
mittees of  boards  of  directors  of  publicly  held  companies  should 
indeed  be  truly  independent,  having  no  financial  ties  to  companies 
on  whose  boards  they  sit.  Compensation  plans  granting  shares  of 
stocks  or  stock  options  should  be  approved  by  both  a  company's 
compensation  committee  and  its  shareholders.  All  transactions  in 
corporate  securities  by  top  managers  and  directors  should  be  dis- 
closed within  two  business  days.  Henry  Paulson,  CEO  of  Goldman 
Sachs,  has  suggested  that  CEOs  who  sell  shares — for  whatever  rea- 
son— should  have  to  pay  back  any  gains  if  the  company  goes  belly- 
up  within  12  months  of  any  such  transaction.  Another  sound  idea 
being  discussed:  Executives  and  directors  who  exercise  options 
should  have  to  hold  on  to  the  shares  for,  say,  five  years,  or  until 
terminated.  And  in  June  the  SEC  ordered  that  CEOs  and  CFOs  of 
the  945  largest  SEC-registered  publicly  traded  companies  must 
personally  sign  off  on  their  company's  financial  statements. 
This  magazine's  founder,  B.C.  Forbes,  used  to  say  that  those 
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who  waste  capital  or  commit  fraud  are  among  the  greatest  ene- 
mies of  capitalism.  The  wrongdoing  now  being  uncovered  is 
not  an  indictment  of  democratic  capitalism  but  a  reminder  of 
the  frailties  of  human  nature.  We  have  in  America  a  fundamen- 
tal sense  of  right  and  wrong,  which  is  why  these  scandals  are  so 


appalling.  And  precisely  why  corporate  wrongdoers  should  be 
prosecuted  and  jailed. 

What  we're  witnessing  now  are  the  signs  of  the  basic  strengths 
of  the  American  system.  The  poison  is  being  exposed  and  flushed 
out,  and  the  antidotes  arebeing  created — and  will  be  administered. 


Will  Brazil  Go  Bust? 


BRAZIL  IS  IN  TROUBLE  AND  IS  IN  DANGER  OF  DEFAULTING  ON  ITS 
bonds.  Its  economy  is  being  choked  by  high  interest  rates.  The  cen- 
tral bank  is  strangling  the  economy  to  show  the  International  Mon- 
etary Fund  and  financial  markets  that  it  is  serious  about  fighting 
inflation.  But  this  deflationary  course  is  stunting  growth,  which, 
in  turn,  has  people  dumping  Brazil's  cur- 
rency, the  real.  These  economic  troubles 
are  creating  political  repercussions:  Not 
one  presidential  candidate  for  the  fall  elec- 
tion is  running  on  a  free-market  platform. 
Brazil,  a  country  of  immense  poten- 
tial, has  been  severely  crippled  by  disas- 
trous, government-knows-best  economic 
policies.  For  generations  the  government 
has  tried  to  micromanage  the  economy 
via  regulations,  taxes  and  tariffs.  Brazil 
suffered  endemic  inflation  until  President 
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Leftist  Luiz  Inacio  Lula  da  Silva  (center),  favored 
to  be  Brazil's  next  president,  will  tank  the  economy. 


Fernando  Henrique  Cardoso  implemented  reforms  in  the  early 
1990s.  But  since  1998  the  real  has  been  wobbling.  If  an  anti-free- 
market  candidate  such  as  Luiz  Inacio  Lula  da  Silva  wins  the  elec- 
tion, Brazil  will  be  headed  for  an  Argentina-like  collapse.  Even 
though  Lula  claims  he  will  honor  Brazil's  obligations,  his  platform 
guarantees  economic  weakness.  The  mar- 
kets will  react  accordingly.  In  fact,  to  show 
he's  "sound,"  Lula  may  end  up  embrac- 
ing the  IMF,  whose  deadly  prescriptions 
will  ensure  an  economic  catastrophe. 

U.S.  Treasury  Secretary  Paul  O'Neill 
had  better  recognize  that  left  to  its  own 
devices  the  IMF  will  help  wreck  Brazil,  as 
it  did  Argentina.  O'Neill  hints  that  he 
doesn't  want  an  IMF  bailout  for  Brazil. 
Fine.  But  he  needs  to  offer  up  pro-growth 
alternatives.  Mr.  Secretary,  earn  your  keep. 


Protecting  Free  Trade 


IF  THERE  IS  ANY  COLD  COMFORT  IN  THE  ADMINISTRATION'S 
mistaken  position  on  steel  tariffs  and  similar  restrictions  on 
Canadian  lumber,  it  is  this:  Reaction  has  been  so  adverse  that 
this  government,  and  future  ones,  may  think  twice  about  going 
down  such  a  protectionist  path  again. 

Steel  prices  have  soared,  hurting  countless  American  manu- 
facturers. The  EU  threatened  retaliation  against  products  and 
industries  in  politically  sensitive  parts  of  the  U.S.;  it's  turned  out 
that  two  can  play  a  politically  motivated  protectionist  game.  The 
move  to  create  a  hemisphere-wide  free-trade  area  encompass- 
ing North  and  South  America  is  in  jeopardy.  Other  nations  now 
laugh  in  our  face  when  we  urge  them  to  remove  anti-American 
trade  barriers.  Our  moral  authority  on  trade  has,  for  the 


moment,  been  shot,  even  though  we  remain  the  largest  and  one 
of  the  most  open  markets  in  the  world. 

The  U.S.  has  somewhat  softened  some  of  the  tariffs.  But  Presi- 
dent Bush  will  truly  begin  to  repair  the  damage  when  he  succeeds  in 
wresting  a  clean  trade  bill  from  Congress.  This  will  enable  him  to 
begin  negotiating  major  free-trade  agreements.  Congress  will  have  I 
to  vote  such  deals  up  or  down,  with  no  amendments  allowed.  Our 
trade  partners  won't  make  difficult  concessions  if  Congress  can 
emasculate  agreed-upon  quid  pro  quos.  The  Senate  version  of  this 
fast-track  authority  has  been  vitiated  by  a  protectionist  amendment. 
The  President  should  make  it  abundantiy  clear  that  Congress  had 
better  take  out  that  amendment  or  he'll  veto  the  legislation  and  then 
tell  Americans  that  Congress  is  jeopardizing  our  economic  security. 


RESTAURANTS:  GO ,(  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


■  1  Hotel,  50  Central  Park  South  (Tel: 
308-9 1 00  iiour.  The  space  is  minimalist  and 

and  caring;  the  food,  in  the  knock- 
rig,  from  simple  salad  to  perfect 
■esserts  arc  worth  every  calorie. 
1:1.:  759  This  new  Greek 
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place,  offering  some  of  the  best  Chinese  fare  sampled  in  a  long 
time.  The  atmosphere  is  head  and  shoulders  above  its  China- 
town competitors.  Dim  sum  favorites:  snow  pea  leaf  dump- 
lings, "green"  dumplings,  roast  pork  bun  and  fried  turnip 
cakes.  A  full  regular  menu  is  also  available. 
•  Beyoglu-1431  Third  Ave.,  at  81st  St.  (Tel.:  570-5666).  For 
those  seeking  a  light  and  unusual  meal,  this  second-floor  hide- 
away, presided  over  by  the  eccentric  former  owner  of  Turkish 
Kitchen,  is  worth  the  trip.  Some  of  the  dishes  are  extraordinary; 
the  hot  yogurt  soup,  heavily  spiced  with  mint,  is  spectacular.   F 


26     i    o  r  b  E  s  •  In 


ITT  Industries  irrigates 

over  10,000,000  acres  of  land  in  the  U.S. 

Meanwhile,  Ben  Paulsen  has  150  acres 

of  wheat  to  harvest. 


From  Maine  to  Hawaii,  our  Goulds 
pumps  bring  water  to  almost 
16,000  square  miles  of  land.  Hidden, 
submerged  or  even  buried,  these 
mechanical  hearts  fill  the  lifelines 
to  over  10,000,000  acres  day  in 
and  day  out. 

ITT  believes  technology  should  be 
nvisible.  People  don't  have  to  think 
a  lot  about  our  engineering.  Its 
benefits,  on  the  other  hand,  cover 
the  landscape. 


FLUID  TECHNOLO 

DEFENSE  ELECTRONICS  AND  SERVICES 

ELECTRONIC  COMPONENT 

MOTION  AND  FLOW  CON 


ITT  Industries 

Engineered  for  life 
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The  260-hp  Acura  TL  Type-S  sn'    'ike  to  bring  home  a  souvenir  or  two?  The  TL  Type-S  packs  a  260-h|  I 


that  delivers  smooth  acceleration,  so  y  n  every  sight  worth  seeing.  Other  points  of  interest  include    j 
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Iling,  leather-trimmed  interior  and,  of  course,  the  available  Acura  Satellite-Linked  Navigation  System!"  Ever  so  handy  when 
crossing  the  land  in  search  of  your  next  must-have.  Call  1-800-TO-Acura  or  visit  acura.com.      vQj,A\L»LJI ^^\ 


OTHER  COMMENTS 


Character  is  a  by-product;  it  is  produced  in  the  great  manufacture  of  daily  duty. 

— WOODROW  WILSON 


Safer  SkieS  Until  fairly  recently,  pilots  were  allowed  to 
carry  firearms  aboard  their  airplanes — and  did  so  with  a  perfect 
safety  record.  This  was  the  case  for  many  decades,  and  no  one 
had  a  problem  with  it  until  the  early  1980s,  when  anti-gun 
fervor  resulted  in  a  change  in  policy  that  prohibited  guns  in  the 
cockpit — leaving  passengers  and  crew  virtually  defenseless  and 
arguably  making  the  horrors  of  Sept.  1 1  much  easier  to  plan 
and  execute.  Had  the  pilots  of  those  doomed  planes  been  armed, 
it  is  very  possible  the  attacks  could  have  been  thwarted  or  the  dam- 
age minimized.  The  World  Trade  Center  might  still  be  standing. 
Heightened  security  and  reinforced  cockpit  doors  are  great 
ideas,  but  are  inadequate  by  themselves.  And  while  the  air- 
marshal  idea  is  wonderful,  there  simply  aren't  enough  of  them  to 
provide  the  kind  of  blanket  coverage  that's  needed  for  the  pro- 
gram to  be  effective.  But  the  open  knowledge  that  pilots  have  the 
means  to  defend  themselves  will  certainly  have  a  deterrent  effect. 

— Washington  Times 

I>enentS  lOr  All  Trade  is  the  primary  engine  for  eco- 
nomic development.  For  developing  countries  to  benefit,  the 
first  requirement  is  better  access  to  markets  in  developed  coun- 
tries and  increased  flows  of  investment.  For  expanded  market 
access  to  work,  it  must  be  accompanied  by  adjustment  mecha- 
nisms in  the  industrial  countries  for  workers  that  are  adversely 
affected.  But  it  would  be  a  great  error  to  think  that  giving  poorer 
countries  a  share  of  global  trade  means  a  loss  for  the  industrial 
countries.  In  the  1990s,  world  trade,  American  imports  and 
American  exports  all  doubled.  In  that  same  decade,  17  million 
new  jobs,  on  a  net  basis,  were  created  in  the  U.S.  By  any  calcula- 
tion, that's  a  pretty  good  deal,  and  one  well  worth  remembering 
in  these  troubled  economic  times. 

— DANIEL  YERGIN,  New  York  Times 
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Taking  Stock  The  era  of  the  all-powerful  rock-star  CEO 

short  as  it  was,  is  officially  over.  It  ended  [in  June]  with  propos 
als  from  the  barons  of  Wall  Street  to  overhaul  corporate  gover 
nance.  The  New  York  Stock  Exchange  more  or  less  anointec 
boards  of  directors,  especially  "independent"  directors,  as  th< 
capitalist  cavalry.  Goldman  Sachs  Chairman  Henry  Paulsoi 
proposed  something  similar  in  a  speech  [the  day  before].  Thi 
strikes  us  as  healthy,  and  part  of  the  general  reaction  against  th< 
CEO-centric  corporate  management  that  emerged  durinj 
the  1990s.  Directors  are  after  all  supposed  to  represent  owners 
not  management.  Capitalism  runs  on  confidence,  and  the  par 
lous  state  of  American  stocks  shows  the  latter  is  in  short  supph 
[The  fact]  that  the  generals  of  Wall  Street  are  policing  thei 
own  may  lift  confidence  in  American  capital  markets.  Th; 
sooner  confidence  revives,  the  sooner  capital  formation  cai 
resume  and  economic  prosperity  return. 

— Wall  Street  Journa 

CarDOn  Copies  I  suffer  whenever  I  see  that  commoi 
sight  of  a  parent  or  senior  imposing  his  opinion  and  way  of  think 
ing  and  being  on  a  young  soul  to  which  they  are  totally  unfii 
Cannot  we  let  people  be  themselves,  and  enjoy  life  in  their  ow> 
way?  You  are  trying  to  make  that  man  another  you.  One's  enough 

—RALPH  WALDO  EMERSOl 

Vast  Opportunity  Any  [discussion]  of  Brazil's  [eco 
nomic  and  political  situation]  also  brings  Italy  to  mind.  Lik 
Italy,  Brazil  is  an  economic  heavyweight  (the  world's  tent 
largest  economy),  which  thus  far  has  managed  to  survive  in  spit 
of  widespread  corruption,  general  disorganization,  outdated  an 
excessively  rigid  labor  laws,  a  conflictive  relationship  betwee 
regions,  and  a  political  class  far  too  clever  for  its  own  (and  il 
country's)  good.  It  would  be  rash  to  assume  that  the  mere  elec 
tion  of  a  radical  like  Lula  [Luiz  Inacio  Lula  da  Silva  as  president 
will  be  the  end  of  Brazil.  But  many  people — not  a  few  of  ther 
Brazilians — would  prefer  not  to  put  that  notion  to  the  test. 

— MARK  FALCOFF,  American  Enterprise  Institul 

JtlSt  r  lane  JCary  An  American  woman  had  no  need  t 
fasten  her  seat  belt  on  a  flight  from  Scandinavia  to  the  U.S.  after 
high-pressure  vacuum  flush  sealed  her  to  the  toilet  seat  of  a  transa 
lantic  airliner  last  year.  She  was  sucked  in  after  pushing  the  flus 
button  while  seated,  activating  a  system  to  clean  the  toilet  by  va< 
uum,  according  to  the  airline.  "She  could  not  get  up  by  herself  an 
had  to  sit  on  the  toilet  until  the  flight  had  landed  so  that  groun 
technicians  could  help  her  get  loose,"  a  Scandinavian  Airlines  Sy 
tern  spokeswoman  said.  "She  was  stuck  there  for  quite  a  long  time 

— Reuters    I 
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Thank  you. 

Fortune  Magazine  just  ranked  us  among 

America's  50  Most  Admired  Companies; 

and  America's  #1  company  for 

"Diversified  Outsourcing  Services." 

We  thank  the  200,000  ARAMARK  men 

and  women  who  serve  our  customers 

around  the  world. 

And  our  customers  for  putting  us  on  the 

one  Most  Admired  list  that  matters 

most. .  .theirs. 


ARAMARK 

Managed  Services,  Managed  Better. 


They  both  work  at  the 

same  company. 

Have  the 

same  six-figure  salaries. 


So  why  is  one  looking  forward  to 


ie  looKing  Torwara  to 

.  early 

retirement, 


while  the  other  looks  forward  to 

the  15th  and  the  31st? 


The  difference  is  a  Northwestern  Mutual  Financial 
Representative,  offering  expert  guidance  in 
retirement  planning,  investment  services,  and  a 
network  of  specialists  to  help  get  you  closer  to  all 
your  financial  goals. 


W  Northwestern  Mutual 
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Are  you  there  yet? 
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Japan  2002— A  Contrarian  View 


F  YOU'RE  A  PESSIMIST,  YOU  CAN  FIND  SUBSTANTIAL  EVIDENCE 
iat  Japan's  economy  is  still  in  bad  shape.  But  if  you  keep  an  open 
nind  and  look  more  closely,  you  can  see  that  Japan's  great  strengths 
ould  lead  to  the  beginning  of  a  solid  recovery  by  year's  end. 

But  first  the  bad  news.  This  is  Japan's  fourth  recession  since 
990.  Japan's  sovereign  debt,  estimated  to  be  at  the  unenviable 
cvel  of  157%  of  GDP  by  the  end  of  2002,  has  been  downgraded 
hree  times  in  the  past  three  years.  The  accuracy  of  these  ratings 
s  questionable.  Japan's  bonds  are  now  rated  on  a  par  with 
lotswana's — a  country  without  any  of  Japan's  strengths  and, 
ndeed,  a  recipient  of  Japan's  foreign  aid.  Of  course,  each  such 
eduction  has  increased  the  cost  of  borrowing  that  supports  the 
ocreased  public  spending,  which  seems  to 
>e  the  government's  only  method  of  stimu- 
ating  the  economy.  Thus  far  Japan  has  had 
10  trouble  selling  its  huge  bond  issues, 
lespite  vields  of  only  about  1.3%. 

The  banks  are  still  mired  in  nonperform- 
ng  loans.  These  were  secured  with  real  estate, 
vhich  just  a  few  years  ago  seemed  always  to 
ppreciate.  (Since  1991  commercial  real 
state  prices  in  Japan's  largest  cities  have 
alien  about  85%.)  Recently  there  has  been 
n  increase  in  outside  investment  in  real 
state,  mainly  from  the  U.S.,  and  some 
apanese  investors  are  choosing  to  buy  condominiums  rather 
han  put  their  money  into  savings  accounts  earning  less  than  1%. 

Unemployment  is  at  5.2%,  high  by  Japanese  standards;  the 
tock  market  is  low  (down  73%  since  1989);  and  too  many  big 
orporations  are  reporting  losses  or  sharp  declines  in  earnings. 
Tourism  to  the  U.S.  is  down;  it  fell  some  60%  immediately  fol- 
owing  the  Sept.  1 1  attacks.  Both  countries  are  working  on  joint 
narketing  agreements  and  on  other  ways  to  increase  tourism. 

Counterbalancing  News 

apan's  central  bank,  on  Apr.  30,  upgraded  its  economic  forecast, 
predicting  that  deflation,  signaled  by  falling  wholesale  and  consumer 
trices,  would  finally  end  and  prices  would  level  off.  The  bank  said 
sports  and  industrial  production  were  increasing.  The  big  challenge 
s  to  persuade  consumers  to  spend  and  struggling  banks  to  lend. 

Many  of  the  world's  most  advanced  electronic  communica- 
:ions  and  computer  inventions  and  applications  originated  in 
apan,  and  that  trend  continues.  In  March  NEC  announced  the 
rompletion  of  the  world's  fastest  supercomputer,  which  has 
iome  60  million  transistors  and  computes  at  a  speed  of  35  tril- 
ion  mathematical  operations  per  second.  Our  fastest  computer 
:ompletes  7.2  trillion  operations  per  second.  This  Japanese  mar- 


NTT  DoCoMo  CEO  Keiji  Tachikawa  and 
CWW  discuss  DoCoMo's  progress. 


vel,  the  Earth  Simulator,  matches  the  raw  processing  power  of 
our  20  fastest  computers  combined. 

Japan  Railways,  following  its  successful  bullet  trains,  has 
made  substantial  progress  on  rail's  next  generation — the  Maglev 
(magnetic  levitation  train).  After  40  years  of  research,  tests  and 
development,  the  Yamanashi  Maglev  Test  Line  has  achieved  a 
sustainable  speed  of  550  kilometers  per  hour  (about  340mph). 
Japanese  consumers  do  spend  money  on  items  that  interest 
them.  NTT  DoCoMo's  i-mode  mobile  text  service  (which  pro- 
vides e-mail  and  Internet  access)  has  signed  up  33  million  sub- 
scribers in  just  over  three  years.  DoCoMo  has  captured  about  60% 
of  Japan's  cellular  market  and  produces  some  $40  billion  in  an- 
nual revenue  for  Nippon  Telegraph  &  Tele- 
phone, which  owns  64%  of  DoCoMo.  Next, 
DoCoMo  is  entering  the  huge  Taiwan  market. 
Japan  still  shows  a  favorable  balance  of 
trade,  a  vital  necessity  for  an  export-driven 
economy.  But  its  biggest  asset  is  its  people. 
They  are  remarkable  for  their  productivity  and 
inventive  genius,  as  well  as  their  willingness  to 
work  long  and  hard.  We  held  some  27  inter- 
views with  business  and  government  leaders 
in  April,  as  well  as  meeting  with  our  splen- 
did ambassadorial  couple,  former  senators 
Howard  and  Nancy  Baker.  There  was  a  consid- 
erable degree  of  unanimity  in  the  belief  that  Japan's  economy  will 
show  both  positive  results  and  prospects  before  the  end  of  2002.  As 
the  Economist  pointed  out,  Japan  is  "a  country  where  the  streets  are 
clean,  drugs  cause  few  problems  and  muggings  are  almost  unheard 
of.. ..  The  trains  run  on  time  [and  very  fast],  most  people  are  well 
dressed  and  many  are  able  to  afford  the  most  expensive  trifles  that 
money  can  buy."  Life  expectancy  is  nearly  81  years,  and  Japan  has 
the  world's  largest  pool  of  household  savings — nearly  $  1 1  trillion. 
Companies  such  as  Sharp,  Sanyo,  Sony,  Canon,  Epson, 
Kyocera,  Toshiba,  Toyota,  NEC,  Hitachi  and  Matsushita  are 
highly  efficient  builders  of  some  of  the  world's  most  popular 
products.  Mitsubishi  Electric,  with  its  Intelligent  Transport  Sys- 
tem, is  making  highways  safer  and  more  convenient  to  use;  and 
Mori  Building  Co.,  a  major  construction  concern,  is  moving 
Japan  from  residences  that  are  relatively  flat  to  skyscraper  apart- 
ment developments.  Hundreds  of  other  corporations,  including 
many  strong  companies  in  the  Osaka-Kansai  region,  are  among 
world-leading  businesses — and  have  been  for  generations. 

If  Prime  Minister  Junichiro  Koizumi  can  regain  his  popular- 
ity and  political  strength  to  reform  the  banks  and  his  nation's 
fiscal  policy,  there  is  no  reason  Japan  cannot  regain  its  strong 
economic  standing  in  Asia  and  the  rest  of  the  world.  F 
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PowerConnect  ™  2016/2024*  Switch     PowerConnect™  2124*  Switch 


Cost-Efficient,  Easy-To-Use  Unmanaged  Switches 

•  16  and  24  Port  Fast  Ethernet  Switches 

•  Up  to  4.8  Gbps  of  Wire-Speed  Switching  Capacity 

•  Easy  to  Install,  No  Configuration  Needed 

•  1-Yr  Next  Business  Day  Parts  Replacement 

From 


$129 


E-VALUE  Code:  12664-S10601 


Recommended  upgrade: 

•  3-Yr  Next  Business  Day  Parts  Replacement;  add  $30 


PowerConnect"  3024'  Switch 

Scalable,  High-Performance  Managed  Switches 

•  24  Fast  Ethernet  Ports  Plus  2  Built-in  Gigabit  Ports 

•  Up  to  12.8  Gbps  of  Wire-Speed  Switching  Capacity 

•  Stackable  (Cable  Included  Supports  Up  to  6  in  a  Stack) 

•  Slim,  Rack-Mountable  1U  Form  Factor 

•  3-Yr  Next  Business  Day  Parts  Replacement" 


$699 


or  as  low  as  $20/mo  .  (46  pruts.1")  60  Days 
Same-As-Cash  for  qualified  customers 
E-VALUE  Code:  12664-S10606 


Recommended  upgrade: 

•  3-Yr  7X24  Same  Day  Parts  and  On-Site  Service,  add  $147 


Cost-Efficient,  High  Bandwidth  Unmanaged  Switches 

•  24  Fast  Ethernet  Ports  Plus  1  Built-in  Gigabit  Port 

•  Up  to  6  8  Gbps  of  Wire-Speed  Switching  Capacity 

•  Easy  to  Install,  No  Configuration  Needed 

•  1-Yr  Next  Business  Day  Parts  Replacement" 


$299 


E-VALUE  Code:  12664-S10602 


Recommended  upgrade: 

•  3-Yr  Next  Business  Day  Parts  Replacement,"  add  $59 


PowerConnect™  5012*  Switch 

High-Performance  All-Gigabit  Managed  Switches 

•  10  Built-in  Copper  Gigabit  Ports  Plus  2  GBIC  Slots 

•  Up  to  24  Gbps  of  Wire-Speed  Switching  Capacity 

•  Remote  Access  and  Management  Capabilities 

•  Slim,  Rack-Mountable  1U  Form  Factor 

•  3-Yr  Next  Business  Day  Parts  Replacement" 


$1299 


or  as  low  as  $37/mo.,  (46  pruts.")  60  Days 
Same-As-Cash  for  qualified  customers 
E-VALUE  Code:  12664-S10612 


Recommended  upgrade: 

•  3-Yr  7X24  Same  Day  Parts  and  On-Site  Service,  add  $200 


With  Dell  PowerConne 
switches,  performance 
reliability  can  cost  up  to  50%  less  than  the  competiti 

For  first  time  networks  or  even  expanding  data  cent 
you  can  count  on  powerful  Dell  PowerConnect  mana 
and  unmanaged  switches  to  handle  your  business  net 
Equipped  with  industry-standard  technology,  PowerConi 
switches  are  highly  interoperable  with  other  networl 
products.  So  they  easily  integrate  into  an  existing  netw 
while  still  giving  you  the  compatibility  you  need  for  fu 
growth.  Of  course,  they're  all  backed  with  Dell's  aw 
winning  service  and  support,  including  Next  Business 
Parts  Replacement.  Choosing  Dell  PowerConnect  switc 
means  you  won't  have  to  sacrifice  performance  for  pi 
And  that's  a  concept  you  should  definitely  plug  into 


Growing  your  network.  Easy  as 


1X4.1 


Visitwww.dell.com/switch  or  call  toll  free  1-866-310-33! 
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Summer  Break 


VHEN  MARKETS  TURN  STINKY,  THE  STINKY  GO  ON  VACATION. 
"hey  yell  "Clear,"  taxi  out  to  the  active  runway  and  blast  out  of 
own  for  a  few  days.  Guess  what  I  did  last  month?  I  flew  my 
Zessna  172SP  four-seat,  single-engine  plane  from  California  to 
Massachusetts.  I  was  accompanied  by  FORBES  photographer 
len  Davis.  He  also  happens  to  be  America's  newest  instru- 
nent-rated  flight  instructor.  I  am  his  first  student. 

Nti  easy  task,  ours.  The  step-up  from  a  private-pilot  to  an 
nstrument-pilot  rating  is  considered  the  toughest  ladder  in  avia- 
ion.  Statistics  bear  this  out.  There  are  500,000  licensed  pilots  in 
he  U.S.,  not  counting  airline  pilots.  Only 
)ne-fifth  are  certified  by  the  FAA  to  fly  in  the 
ruzz — with  onboard  instruments  as  the  sole 
means  of  keeping  the  plane  upright  and 
leaded  where  you  want.  John  F.  Kennedy  Jr., 
jless  his  soul,  was  a  proficient  enough  pri- 
vate pilot,  but  he  had  no  instrument  rating. 
Thus,  caught  unawares  while  starting  his 
descent  into  the  dark  haze  above  Martha's 
Vineyard  on  July  16,  1999,  he  lost  control  of 
lis  Piper  Saratoga  four  minutes  after  switch- 
ing off  his  autopilot.  He  frantically  tried  to  reestablish  level  flight, 
jut  evidently  panicked.  The  radar  track  of  the  Saratoga's  final 
minutes  looks  like  a  child's  Etch  A  Sketch  doodle. 

Crossing  America 

Glen  lives  in  Hoboken,  N.J.  and  is  familiar  with  East  Coast  dying.  So 
our  plan  was  for  Glen  to  fly  out,  meet  me  at  San  Jose's  Reid  Hillview 
airport  and  there  begin  our  trip.  We  would  spend  three  days  flying 
east,  then  hole  up  in  Lawrence,  Mass.  Once  there,  we'd  commence 
to  train  like  soldiers  for  a  week.  After  which,  assuming  a  hockey- 
stick  learning  curve  in  my  skills  and  a  bit  of  good  luck,  I  would  pass 
the  IFR  check- ride  on  July  3  and  fly  myself  back  to  California. 

The  fun  part  came  first — flying  west-to-east  over  America: 
Day  One.  No  easy  initiation,  because  clouds  hover  at  1,600  feet 
over  Reid  Hillview  airport.  Lined  up  to  take  off,  Glen  sees  me 
breathing  hard  and  tells  me  not  to  worry.  "The  cloud  layer  is  only 
1,500  feet — two  minutes  and  we'll  pop  up  above.  No  rain  or  tur- 
bulence inside.  Just  keep  your  eyes  on  the  instruments  and  do 
nothing  rash."  True  to  Glen's  word,  all  is  okay.  Until ...  by  horren- 
dously  bad  luck,  two  Cessnas,  one  of  them  mine,  suddenly  con- 
verge, only  two  miles  apart — in  the  clouds — and  our  tail  numbers 
are  nearly  identical!  The  traffic  controller  says:  '.'Cessna  987TW, 
turn  left,  heading  220  degrees."  My  Cessna  is  897TW,  so  is  traffic 
control  talking  to  us?  To  the  other  Cessna?  The  other  Cessna 
wants  to  know,  too.  There  is  confusion  in  the  skies  over  San  Jose. 
In  the  snap  of  a  finger,  I  panic  and  notice  that  I  have  dropped  a 


wing  30  degrees.  Glen  calmly  takes  the  yoke  and  sorts  out  the  con- 
fusion. Soon  we  are  flying  serenely  to  Reno,  our  first  stop.  But  I 
feel  like  a  jerk.  For  the  entire  first  day  I  am  haunted  by  this  failure. 
Day  Two.  Severe  clear  in  Ogden,  Utah.  Neither  Glen  nor  I  have 
flown  into  or  out  of  this  4,400-foot-elevation  airport  before.  The 
towering  Wasatch  mountain  range  hugs  the  airport,  but  five  miles 
to  the  south  lies  the  Weber  Pass.  It's  a  cool  morning,  and  I  judge 
that  even  with  full  gross  weight  we  can  make  it  through.  Of  course, 
were  it  hot  or  were  there  any  doubts  about  the  Cessna's  lone  engine 
making  its  full-rated  180hp,  forget  it.  But  the  Cessna  climbs  well 
and  makes  it  through  Weber  Pass  with  height 
to  spare.  Wow — what  a  glorious  sight  at 
7  a.m.,  with  the  sun  over  the  Wyoming  plains. 
Day  Three.  Morning  is  hot  and  muggy  in 
Madison,  Wis.  I  am  sluggish.  The  previous 
night  we'd  eaten  pork  ribs  and  a  salad  that 
had  more  grated  cheese  than  lettuce.  "I  can 
tell  you're  not  from  Wisconsin,"  the  waitress 
said  when  I  griped  about  the  glop  of  dress- 
ing on  top  of  a  cup  of  grated  cheese.  I  guess 
I  had  insulted  the  state  religion:  cheddar. 
But  I  do  love  Madison.  It  is  booming,  quite  the  happy  outlier 
in  this  summer's  rotten  economy.  With  the  top-notch  University 
of  Wisconsin  as  its  anchor,  Madison  is  ideally  positioned  to 
incubate  cutting-edge  businesses. 

I  found  myself  wishing  we  had  hung  around.  Thirty  min- 
utes after  departing,  Glen  and  I  are  cruising  at  7,000  feet  over 
Lake  Michigan.  A  disquieting  voice  occupies  my  brain:  "Hey, 
idiots,  you  are  in  a  single-engine  plane,  over  an  extremely  cold 
lake  80  miles  wide!  Should  your  engine  croak,  you  are  dead." 

We  land  for  gas  and  ham  sandwiches  in  Buffalo.  The  weather 
briefer  tells  us  of  thunderstorms  in  Binghamton  and  farther  south, 
but  we  are  vectored  to  Albany,  so  we're  okay.  Upstate  New  York,  as 
seen  from  7,000  feet,  is  green  and  fecund,  rural  and  idyllic — a  pic- 
ture postcard.  Makes  you  wonder  how  cities  like  Rochester  and 
Syracuse  have  become  such  bad  jokes  of  regional  economic  devel- 
opment. Why?  Taxes?  Unions?  The  Buffalo  Bills'  futility? 

For  all  my  childish  panic  over  San  Jose,  I  am  a  stud  at  hand- 
flying  the  Cessna  into  Lawrence  Municipal  Airport.  A  gusty 
20-knot  wind  tosses  us  like  a  paper  kite  on  the  final  approach.  But 
this  time  I  remain  blissful.  The  economy  may  stink,  my  tech-heavy 
portfolio  may  be  a  dog,  my  wife  may  think  I'm  loony,  and  the  com- 
ing week  of  IFR  training  is  sure  to  be  hell.  But  I  have  just  flown 
across  the  greatest  country  that  ever  was,  in  my  own  small  airplane, 
and  I  feel  insanely  happy.  The  landing  is  perfect.  F 


tVy|»l-*|ic  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
^^£U^.iFi?i  I  or  e-mail  him  at  publisheriSforbes.com. 
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Over  13  billion  transistors  are  etched  onto  a  single  wafer  containing  Intel"  Itanium"  2  processors. 

Can  a  company  that  doesn't 

make  computers  change 

the  course  of  computing  history? 

Intel's  first  processor  held  2,300  transistors.  There  are  55  million  on  the  newest  Intel®  Pentium®  4  processor. 
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intel.com 

It's  happened  all  through 

PC  history.  Now  it  happens  in 

the  data  center -where 

Intel  combines  enterprise 

processing  power  with  true  Intel 

flexibility.  Processors  this 
powerful  come  from  innovation, 

engineering  and  what 
we  call  "Yes":  the  drive  that's 

helped  Intel  advance 
technology  for  over  30  years. 


The  Intel  clean-room  environment:  where  computing  history  is  made.  Literally. 

This  unyielding  commitment 
has  allowed  us  to  consistently 

increase  computing 

performance  while  reducing 

your  technology  costs. 

The  result:  88%  of 

the  world's  servers  now  say 

Intel  Inside®. 


Powerful  and  cost-effective 

servers  to  run  the 

broadest  range  of  applications. 


High-performance  technology 

for  the  most  data-intensive 
business-critical  applications. 


intJ 


® 


www.forbes.com 


FRONT 


Asleep 


at  the 

Switch 


ORLDCOM'S   BOARD   OF   DIRECTORS, 
shocked  by  word  in  late  June  that  World- 
Com had  buried  $3.8  billion  in  costs  in 
one  of  the  biggest  accounting  frauds  in 
history,  had  good  reason   not  to  be 
shocked  at  all.  Over  a  year  ago  a  raft  of  for- 
mer employees  gave  statements  oudining 
a  scandalous  litany  of  misdeeds — deliberately  understating 
costs,  hiding  bad  debt,  backdating  contracts  to  book  orders 
earlier  than  accounting  rules  allow. 

But  it  appears  that  WorldCom's  directors  never  followed 
up  to  investigate  the  allegations  leveled  by  over  a  dozen  people 
who  had  worked  at  the  company.  They  should  have.  The 
alleged  chicanery  served  to  falsify  hundreds  of  millions  of  dol- 
lars in  profit  and  sales  to  give  a  veneer  of  stability  and  strength 
to  WorldCom,  a  wobbly  amalgam  of  70  acquisitions  made  in  20 
years.  Now  WorldCom  is  all  but  worthless,  its  stock  below  10 
cents  a  share  and  its  bonds  trading  for  less  than  20  cents  on  the 
dollar.  Equity-  and  debt-holders  could  get  wiped  out.  And  the 
board  could  face  one  heck  of  a  director- liability  headache. 

"Once  t      :  »oard  is  put  on  notice  like  this,  it  should  investi 
gate,"  says  |  owenfels,  a  New  York  securities  lawyer. 

"When  you  >r  and  the  charges  are  very  specific, 

you  have  an  oi  th,  bottom  of  them." 

The  unheeded  fii  t  emerged  in  June 


WorldCom  book-cooking  was  laid  out  chapter,  line  and  vers 

in  a  shareholder  suit  over  a  year  ago.  Sadly,  a  judge 

with  knotty  political  ties  tossed  it  out  as  directors,  auditors 

regulators— and  the  press— snoozed,  by  neil  Weinberg 


2001  with  the  filing  i 
WorldCom  in  federal  coi    . 
son,  Miss.  The  complaint  w, 
views  with  former  Worldl'oi 
related  parties.  The  allegations  we 


their  breadth  and  detail.  A  loi  mei  irk 
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A  year  late  and  a  few 

billion  dollars  short: 

WorldCom's  toppled 

chief,  Bernard  J.  Ebbers. 


lies  rep  told  of  WorldCom's  cutting  bandwidth  prices  in  half  for 
lient  Aubrev  G.  Lanston  &  Co.,  then  booking  the  order  twice — 
nee  at  the  old  rate  and  once  at  the  new  one.  A  Tulsa,  Okla.  qual- 
y-assurance  analyst  said  WorldCom's  balance  sheet  listed  assets 
lat  included  receivables  as  much  as  seven  years  past  due.  A  billing 
medalist  in  Hilliard,  Ohio  said  the  company  held  off  paying  sup- 
liers  to  delay  recognizing  expenses  and  to  boost  profits. 

The  Securities  &  Exchange  Commission  finally  got  around 
a  looking  into  WorldCom's  accounts  nine  months  after  the 
13-page  lawsuit  was  filed.  When  it  did,  many  of  its  inquiries 
jad  like  a  page  from  the  shareholder  suit's  playbook. 

US.  District  Court  Judge  William  H.  Barbour  Jr.  of  the  South- 
rn  District  of  Mississippi  was  apprised  of  the  SEC  interest  in 
-larch  of  this  vear  when  the  plaintiffs'  attorneys  asked  for  time  to 
Dttress  their  complaint  with  new  information  WorldCom  would 
e  tiling  with  the  SK :.  Nine  days  later  Judge  Barbour  threw  out  the 
hareholder  lawsuit,  dismissing  it  with  prejudice,  meaning  he 
iou\d  refuse  to  consider  an  amended  filing.  In  smacking  down 
ie  class  action,  the  judge  decreed:  "The  numbers  are  so  large, 
he  stakes  were  so  high,  and  the  fall  of  the  dollar  value  of  World- 
Com stock  so  precipitous,  that  the  reader  reacts  by  thinking  that 
lere  must  have  been  some  corporate  misbehavior. . . .  However, 
fter  a  thorough  examination,  it  becomes  apparent  that  the  Com- 
laint  is  a  classic  example  of  'puzzle  pleading,'"  or  using  an 

onrush  of  "cross-references 


and  repetition"  in  lieu  of 
real  substance. 

Judge  Barbour  was  an 
ideal  adjudicator  for  the 
home  team.  A  resident  of 
nearby  Yazoo  City,  Miss., 
Barbour  and  his  family 
reside  in  a  state  where 
WorldCom  was  the  biggest 
source  of  local  pride  and  a 
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najor  supplier  of  high-paying  jobs.  Mississippi  is  undergoing  a 
lighly  charged  tort  reform  battle,  with  Republicans  squarely  on 
he  side  of  curtailing  shareholder  lawsuits.  A  Reagan  appointee 
o  the  bench  in  1983,  Barbour  is  a  first  cousin  and  former  law 
>artner  of  Haley  Barbour,  former  Republican  National  Com- 
nittee  chairman  and  now  a  high-powered  Washington  lobbyist 
nulling  a  run  for  Mississippi  governor. 

More  intriguing  still,  Judge  Barbour's  second  cousin,  Henry 
Jarbour,  is  the  campaign  chairman  for  U.S.  Representative 
Zharles  W.  (Chip)  Pickering.  The  Mississippi  Republican  was 
he  largest  congressional  recipient  of  contributions  from  MCI, 
WorldCom  and  related  individuals,  receiving  $83,750  from  1989 
o  2002;  the  next-largest  received  less  than  half  that  sum,  accord- 
ng  to  Opensecrets.org,  which  cites  Federal  Election  Commis- 
ion  records.  Should  Judge  Barbour  have  recused  himself  from 
he  case?  He  declines  to  comment,  and  federal  guidelines  don't 
lemand  such  a  recusal. 

The  WorldCom  board  may  come  under  more  scrutiny  for 
ts  lack  of  action.  Max  Bobbitt,  former  chief  executive  of  Asian 
Vmerican  Telecommunications  Corp.,  is  chairman  of  the 


As  telecom  reels  from  turmoil  and  scandal,  we  note  that  two 
rival  alumni  of  AT&T  had  vastly  divergent  career  paths.  One  was 
shrewd  and  opportunistic,  the  other  earnest  and  faithful.  Guess 
which  guy  got  rich.  —Nicole  Ridgway  and  Carleen  Hawn 


Joined  AT&T  in  1969. 

Quit  as  consumer  long-distance 
chief  in  late  1996. 


Joined  AT&T  in  1991. 

Quit  in  August  1996  as  president 
and  chief  operating  officer. 


Joined  Qwest  in  January  1997.         Joined  Teligent  in  September  1996. 


KAGE:  $600,000 
salary,  $300,000  bonus, 
$10.7  million  3-year  payment, 
6  million  options. 

IMITIAI   PIIRI  IP  ftPPPRIMP* 

June  1997.  Stock  peaked 

at  $66  in  March  2000, 

now  at  $2.64. 


$1  million 
salary,  $15  million  loan 
(not  fully  repaid), 
6  million  options. 


PERSONAL  STOCK  SALES: 

$274  million 


imitiai  piiri  ip  nrrPRiMP. 

November  1997.  Stock  peaked  at 

$100  in  March  2000,  now 

worthless. 

•PERSONAL  STOCK  SALES: 

$0 


Forced  to  resign 

on  June  17,  2002.  Remains  a 

consultant  to  Qwest  for  up  to  two 

years.  With  $26.6  billion  in  debt, 

Qwest  seems  bound  for 

bankruptcy  court. 


Resigned  in  April 
2001;  weeks  later  Teligent  filed 

for  Chapter  II  protection, 

in  May  2001.  Now  runs  his  own 

private  equity  firm  in 

Washington. 


WorldCom  audit  committee,  which  includes  Judith  Areen,  dean 
of  Georgetown  University  Law  Center,  and  James  Allen,  an 
investment  director  of  the  Meritage  Private  Equity  Fund.  Bob- 
bitt referred  inquiries  from  FORBES  back  to  the  company — 
where  a  spokesman  declined  to  comment  other  than  to  say, 
"The  dismissal  of  the  lawsuit  speaks  for  itself." 

"The  complaint  was  even  more  specific  than  pleading  laws 
require,"  says  Kenneth  Vianale,  a  lead  attorney  in  the  share- 
holder case  with  Milberg  Weiss  Bershad,  Hynes  &  Lerach.  "It  laid 
out  the  who,  what,  when,  why  and  where  of  WorldCom's  fraud. 
We  think  the  dismissal  was  a  reversible  error." 

Maybe  so.  But  by  the  time  any  error  is  reversed,  there  might 
not  be  much  of  WorldCom  left  to  compensate  his  clients.        F 
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Think  Green 


Accounting  culture,  updated,  by  janet  novack 

Popular  image  of  tax  accountant:  mousy  guy, 

bespectacled,  humorless,  utterly  lacking  in  imagination. 

Reality:  bottom-line-oriented  fellow,  creative  type,  with  fear- 
less strategies  that  send  IRS  agents  into  panic  attacks. 

An  internal  BDO  Seidman  LLP  slide  presentation  that  turned 
up  recently  in  a  federal  court  file  gives  a  glimpse  of  the  new  style 
of  tax  accountancy.  Prepared  for  a  meeting  of  partners,  the 
slides  outline  a  strategy  of  moving  beyond  boring  "compliance" 
work,  such  as  audits  and  routine  tax 
preparation,  into  the  really  lucrative 
work  of  selling  tax  products. 


^MONEY!  | 


i w 


What's  a  tax  product?  A  push- 
the-envelope  tax  shelter  that 
can  be  sold  to  multiple  clients, 
sometimes  for  a  piece  of  the 
action.  One  internal  BDO  memo  talks 
about  selling  "Capital  Gain  Eliminators." 

"One  word  sums  up  the  strategy  of  the  Tax  Business  Line. 
MONEY!"  the  slide  presentation  declares.  "All  of  us  in  the  firm 
need  to  focus  on  money.  Think  green.  Green  is  good!"  Another 
slide  indicates  BDO  had  a  profit  of  $2.2  million  from  "Tax  Solu- 
tions" (products,  that  is,  not  traditional  tax  preparation)  in  the 
fiscal  year  ended  June  30, 1998  and  $14.8  million  in  the  next 
fiscal  year.  For  the  following  year  it  had  budgeted  a  $25  million 
profit  and  was  expecting  $75  million. 

The  presentation  states:  "We  have  to  move  our  focus  away 
from  compliance.  The  truth  is  compliance  provides  low  profit 
margins,  high  risk  and  fixed  costs....  So  we'll  continue  to  use 
compliance  as  a  great  source  for  cross-selling  our  value-added 
services."  According  to  Bowman's  Accounting  Report,  BDO  in 
2000  posted  what  is  apparently  the  greatest  increase  in  revenue 
ever  reported  by  a  big  U.S.  accounting  firm-a  38%  jump,  with 
80%  of  the  gain  coming  from  aggressive  tax  services. 

The  slides  surfaced  as  part  of  a  titanic  battle  between  the 
Internal  Revenue  Service  and  promoters  of  tax-avoidance 
schemes  at  big  accounting  firms.  The  feds  want  tax  advisers  to 
cough  up  do-'iments  describing  their  hot  products  and  listing 
bi         ,  ime  accountants  contend  that  these  documents  are 
protect :   by  a  t3x-adviser/client  privilege. 

A  BDG  spi  explains  why  it  would  be  wrong  to  give  in 

to  the  IBC  he  c  icnt  owns  the  privilege  and  any 

accounting     v  ^;tunal  obligation  to  honor  that 

privilege,"  he  says,  a,  for  the  slide  show,  he  calls  it  "a  motiva- 
tional tool  to  enco  ,'Tners  to  identify  opportunities  for 
deliverii  g  vv               m  F 


Allied  Capital's  balance  sheet  has  come 

under  short-sellers'  fire.  Talk  may  be  cheap, 

but  it's  having  a  baleful  effect  here. 

BY  ELIZABETH  MACOONALD  AND  PHYLLIS  BERMAN 

LLIED  CAPITAL  CARRIES  INFLATED  ASSETS  THAT  MAK 

it  look  better  than  it  is.  So  says  David  Einhorn  o 

hedge  fund  Greenlight  Capital.  He's  short  Allied' 

i  stock.  Allied  is  a  business-development  company 

meaning  it  makes  loans  to,  or  takes  equity  position 

in,  smallish  companies,  including  133  that  are  mosdy  private 

Pardy  because  of  its  fat  ($2.20  indicated)  dividend,  this  has  bee 

a  popular  stock  during  the  bear  market:  From  March  2000  unt 

this  spring,  Washington,  D.C.-based  Allied  rose  73%  to  $29.  Ein 

horn's  public  displays  of  disaffection  have  pushed  the  stoc 

down  to  $22. 

Outraged  Allied  executives  are  blasting  back,  denouncin 
Einhorn  as  a  predator  who  twists  facts  to  make  a  buck.  "We'r 
not  going  to  let  shorts  get  away  with  this,"  vows  Chairma 
William  Walton.  He  has  hired  lawyer  Lanny  J.  Davis  to  do  medi 
damage  control.  Davis  was  Bill  Clinton's  mouthpiece  in  th 
Monica  Lewinsky  scandal. 
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Introducing  the  most  innovative 
shipment  information  technology. 


F'ACKACrS'    C0A/TEAJT  ZNP0R MAT/&AS 


rN£>O(/wo/0(/rsovA/D  £tf/pp/A/&   V/3/^/L/ry 


'  flANA6£  YOUR  SH/PPIN6  72?  £E~MEr/r  /<?(/  AA/&  YOt/R   CucSTc/^E-%5 

•  USE  YOI/R  AQDRFZS    OK  ACCOUNT  A/UM&EK.    Ta    TfiACK  5V/PMENrs> 

'  KHO\J  WHERE  YOUR.  ^V/PMENr^>   AKE  No  MATTETK  WHERE    Y&U  ARE~ 

'  FedFx  ///J/&//7T    CaJly  FPA/y  FfdEx.  To  6,£r  /t,  &o  T0  FepEx.Corf 


Need  to  see  what's  coming, 

what's  going  and  what's  inside? 

Don't  worry.  There's  a  FedEx  for  that. 


SM 


Fed 


fedex.com 
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Einhorn  says  Allied  Capital  has  inflated  its  earnings  by 
failing  to  take  adequate  writedowns  for  the  parts  of  its  $1.6 
billion  investment  portfolio  that  have  gone  sour.  At  least  35% 
of  the  portfolio  is  carried  at  inflated  values,  says  Einhorn. 
Methods  of  valuation  are  a  point  of  contention  here:  Allied 
says  it  uses  rules  from  the  Securities  &  Exchange  Commis- 
sion, as  well  as  from  the  Small  Business  Administration  for 
loans  to,  and  investments  in,  some  of  its  companies.  SBA  rules 
require  a  writedown  on  loans  or  investments  only  if  they're 
permanently  impaired,  such  as  when  a  company  goes 
bankrupt. 

But  Einhorn  says  Allied  should  be  using  only  SEC  guide- 
lines, not  the  SBA's,  because  it  is  an  investment  company.  The 
SEC  rules  say  you  should  write  down  an  investment  as  soon  as 
it's  clear  the  paper  would  change  hands  in  an  arm's-length  sale 
at  a  price  below  the  carrying  value. 

Check  out  how  Allied  books  investments  to  telecommer 
NetTel  Communications,  which  filed  for  Chapter  1 1  in  late 
2000.  Allied  has  taken  a  charge  against  earnings  for  80%  of  its 
$22  million  unsecured  debt  in  NetTel,  keeping  the  asset  at 


"We're  not  going  to  let  shorts 
get  away  with  this,"  vows  Chairman 
William  Walton.  He  denounces 
David  Einhorn  as  a  predator. 

$4.3  million  on  its  books.  Allied  claims  this  sum  is  safely 
backed  by  receivables  and  fixed  assets.  Einhorn  is  doubtful. 
After  discussing  the  issue  with  a  NetTel  bankruptcy  trustee, 
he  says  liquidating  the  collateral  won't  fetch  $4.3  million. 

Then  there's  Allied's  $14.9  million  in  subordinated  debt 
of  M VL  Group,  a  market  research  firm.  Allied  made  the 
investment  in  1999  and  carries  it  at  99  cents  on  the  dollar.  But 
in  the  first  quarter  of  2002,  Allied  bought  $12.9  million  in 
senior  debt  at  an  8%  discount  to  face  value.  Wait,  says  Ein- 
horn: If  the  senior  debt  is  at  a  discount,  shouldn't  the  riskier 
subordinated  debt  be  marked  down,  too?  Allied  says  the  MVL 
debt  is  secure.  F 


Fountains  of  Youth 

Is  that  water  you're  drinking, 
or  are  you  just  glad 
to  see  me? 


BY  KATARZYNA  MORENO 

YOU  USED  TO  DRINK  WATER 
to  quench  your  thirst.  How 
20th  century.  The  new  thing 
is  functional  beverages — 
water  laced  with  nicotine, 
aphrodisiacs  or  metabolism 
enhancers.  Market  researcher 
Information  Resources  says 
that  sales  of  waters  fortified 
with  vitamins  and  such  have 
risen  150%  over  the  last  12 
months.  What  are  we  drink- 
ing less  of?  Tap  water — 
maybe  because  it's  free. 


IS0PURE 

For  athletes, 

this  contains 
"pure  ion 
exchange  whey 
protein 
isolate."  Ions! 
Better  put 
away  those 
steroids. 


r 


EXTREME 
ENERGY  SHOT 

For  the  tired, 

this  drink  from 
AriZona  is  laced 
with  sugar, 
caffeine  and 
taurine,  an  amino 
acid  found  in 
lung  and  muscle 
tissue  that 
supposedly 
speeds 
metabolism. 


NIAGARA 

For  lovers, 

this  blue-colored 
drink  from  Nordic 
Drinks  in  Sweden 
contains  ginseng 
extract  and  is  la- 
beled an  "aphro- 
disiac energy 
drink."  If  Nordic  is 
lucky,  Pfizer  does 
not  sue  for  trade- 
mark infringement 
and  the  Food  & 
Drug  Administration 
does  not  demand 
proof  of  efficacy. 


NIC0  WATER 

For  smokers, 

coming  this 
month  from 
Quick  Test  5, 
this  pick-me-up 
contains  either 
2mg  or4mg 
of  nicotine 
per  bottle, 
equivalent  to  the 
amount  in  one  or 
two  cigarettes. 


ARIZONA 
WATERAID 

For  health- 
conscious 
slugabeds, 
this  sweet, 
orange-tasting 
drink  is 
fortified  with 
calcium  and 
vitamin  C. 
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POWER  POSITION 


[ANOTHER    REASON    PSEG    HAS    WALL    STREET'S    ATTENTION] 


In  the  energy  business,  one  key  to  being  a  successful  player  is  strategic  positioning 


in  a  stable,  profitable  marketplace.  As  a  market  leader,  PSEG  has  helped  make 


PJM  (the  Pennsylvania,  New  Jersey,  Maryland  network)  one  of  the  most  highly 


regarded  power  pools  in  the  U.S.  It's  a  location  which  provides  a  sound  trading 


environment,  supportive  regulations  and  extensive  transmission  access.  But  this 


doesn't  mean  the  company  is  resting  on  its  accomplishments  either — PSEG  continues 


to  expand  its  generating  capacity  here  to  meet  the  burgeoning  energy  requirements 


of  the  region.  Talk  about  being  positioned  for  success. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 
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Man  With  Many  Enemies 

How  do  you  outsmart  bondholders,  Hamptonites  and  environmental  litigators? 
Watch  Ira  Rennert  at  work,  by  nathan  vardi 


Always  on  top: 

Rennert  has 

his  way  with  the 

bankruptcy  court 

and  Southampton 

Zoning  Board. 


OU  KNOW  HIM  AS  THE  GUY  WHO  KICKED  SAND  IN 
the  eyes  of  fellow  multimillionaires  by  building  the 
largest  mansion  in  the  Hamptons — a  100,000- 
square-foot  job  with  a  $100  million  price  tag.  The 
feds  know  Ira  Rennert  as  a  polluter  who  recently 
ducked  a  $900  million  penalty.  Bondholders  would 
like  to  tear  him  into  many  small  pieces. 

At  age  68  Rennert  is  still  as  lithe  as  Houdini — fi- 
nancially, anyway.  He  has  gotten  rich  off  junk  bonds 
issued  by  metals  companies  he  acquired,  paid  fines 
to  clean  up  when  he's  had  to,  stopped  interest  pay- 
ments on  bonds  and  bought  back  assets  at  pen- 
nies on  the  dollar.  He  has  done  it  all  within  the 
law — and  within  plain  view  of  investors.  He  si- 
phoned $316  million  of  the  $1.1  billion  his  com- 
panies floated  since  1996,  but  disclosed  his  in- 
tentions to   do   so   in   offering  circulars. 
Bondholders  didn't  seem  to  care  since  they 
were  getting  interest  payments. 

Until  recendy.  The  case  of  Mag- 
Corp,  the  nation's  largest  magne- 
sium producer,  is  instructive.  Ren- 
nert, a  onetime  credit  analyst  who 
later  ran  a  small  sewing  machine 
outfit,  bought  Salt  Lake  City-based 
Magnesium  Corp.  of  America  in  1989.  With  magne- 
sium prices  near  their  peak  in  1996,  MagCorp's  parent, 
Renco  Metals,  sold  $150  million  of  junk  bonds,  kick- 
ing $75  million  of  the  proceeds  up  to  its  parent,  Renco 
Group,  wholly  owned  by  Rennert.  At  the  time,  Mag- 
Corp  was  posting  healthy  annual  profits  of  $18  million 
on  revenues  of  $197  million.  MagCorp  sent  Rennert 
millions  more  in  management  fees. 

But  magnesium  prices  tumbled  as  imports  flowed 
in  from  China,  Russia  and  Israel.  MagCorp  lost  $53 
million  on  $109  million  in  revenues  in  the  fiscal  year 
ended  Oct.  31,  2001  and  missed  an  $8.6  million  in- 
terest payment,  prompting  bondholders  to  sue. 

Claiming  $65.5  million  in  assets  and  $201  mil- 
lion in  liabilities,  Rennert  pushed  MagCorp  into 
Chapter  1  i  last  August,  gaining  protection  from 
bondhc '  rs  .1,  for  the  time  being,  from  the  U.S. 
governmei  as  w<  \i  ing  on  behalf  of  the  Envi- 
ronmental Protection  the  Justice  Department 
had  sued  M .  H)  1 ,  alleging  a  pattern 
of  dumpin;  lous  waste  and  seeking  $900  mil- 
lioninpena  >■  puted  the  claim,  saying 
Congress  had                         ith«  law. 

Betta  i      rt  convinced  U.S.  Bank- 


ruptcy Judge  Robert  Gerber  to  okay  a  reorganization  plan  that 
approves  the  sale  of  assets  and  exempts  the  successor  company, 
U.S.  Magnesium,  and  its  principals  from  previous  legal  liability. 
Result:  Bondholders  get  nothing,  the  feds  are  left  sputtering  and 
Rennert  gets  to  buy  back  the  assets  for  $23  million.  Judge  Gerber 
may  be  too  preoccupied  to  notice.  His  busy  docket  includes 
Chapter  1 1  cases  for  Global  Crossing,  Adelphia  Business  Solu- 
tions and  PSINet. 

In  a  similar  feat  of  financial  gymnastics,  Ren- 
nert pocketed  $100  million  from  a  $120  million 
bond  offering  in  1998  for  Renco  Steel  Holdings: 
parent  of  his  Ohio  steel  mill.  Renco  Steel  started  tc 
miss  interest  payments  on  the  bonds  three  years 
later,  when  the  mill  lost  $129  million.  In  the  last  yeai 
Rennert  has  bought  back  half  the  outstanding  debt 
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What  do  all  these  companies 
have  in  common? 


Airline  Professionals  Ltd. 


Low  taxes:  16% 


AOL  Time  Warner  HK  Ltd. 


Australand  HK  Co.  Ltd.    AXA  Asia  Pacific  Holdings  Ltd.    Boeing  International  Corporation 

Ciena  (Asia)  Ltd.    Citigate  Dewe  Rogerson    CNN    CSAV      RulB  Of  l3W 

Clean  Q0V8Mni8nt      Dynegy  Asia  Communications  Ltd. 

Eli  Lilly  Asian  Operations  Ltd.    FootFall  Asia  Ltd.     Free  flOW  Of  information 

GateWSy  tO   China     Fujitsu  Microelectronics  Pacific  Asia  Ltd.    Global  Gateway 

Harvey  Nash    Kumagai  Gumi  Co  Ltd.    March  Networks  Asia  Pacific  Ltd.    MessageLabs  (Asia)  Ltd. 

Mits* os k  Lh^ ^a) Ltd  World-class  inf rastructure 

UnriV3.led   lOCdtiOn      Morningstar  Asia  Ltd.    NCL  Shipping  Agencies  Ltd. 

Nuance  Communications  HK  Ltd.    OpenTV  HK  Ltd.    Partner  Reinsurance  Co  Ltd. 

Rojam  Entertainment  Holdings  Ltd.     Skilled  WOrkfOfCB 

L6V6I  play  Jny  field      Sendmail  (Asia  Pacific)  Ltd.     Shipley  Asia  Ltd. 

SkyGo  Inc.    Standard  Life  (Asia)  Ltd.    Supertex  Ltd.     IntGmdti 


IUJJUJ  iUBi 


i>i"/  J  S 


Terayon  Hong  Kong  Ltd.    Ubinetics  Ltd.    United  Commercial  Ban 


They  have  all  recognised  Hong  Kong's  many  advantages  and  put  their  regional  operation  here. 
Over  3,200  others  have  done  the  same.  Care  to  join  us? 


&- 


Invest*  ■% 


Find  out  more  at  www.lnvestHK.gov.hk 


The  Government  of  the  Hong  Kong  Special  Administrative  Region 


HONG 
KONG      v^a^, 


Suites  1501-6,  Level  15,  One  Pacific  Place,  88  Queensway,  Hong  Kong    Tel:  (852)  3107  1000    Fax:  (852)  3107  9007    Email:  enq@lnvestHK.gov.hk 
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for  an  estimated  $10  million — between  10  cents  and  20  cents  on 
the  dollar.  Though  he  hasn't  yet  made  money  on  the  bonds,  Ren- 
nert  may  be  counting  on  tariff  relief  to  help  boost  steel  prices. 

In  April  Rennert  placed  a  bet  on  his  Doe  Run  Resources,  the 
nation's  largest  lead  producer.  (The  EPA  has  repeatedly  slapped  it 
over  lead  contamination.)  With  moneylosing  Doe  Run  behind 
in  interest  payments,  Rennert  put  up  $20  million  to  buy  out  some 
bondholders,  at  15  to  25  cents  on  the  dollar. 


Next?  Keep  an  eye  on  Lodestar  Holdings,  parent  of  Ren- 
nert's  Lexington,  Ky.  coal  producer,  which  in  late  2000 
defaulted  on  $150  million  of  notes  it  issued  in  1998  ($28  mih 
lion  of  which  went  to  Rennert).  Creditors  forced  it  into  bank- 
ruptcy in  April  2001. 

Or,  the  guy  may  give  it  a  rest.  His  AM  General,  maker  ol 
Humvees,  has  a  lucrative  deal  with  General  Motors  {seep.  181) 
which  has  the  option  to  buy  up  to  40%  of  the  company. 


. 


Sooner  or  Later 

Oklahoma  has  a  spacey  plan  for  economic 
development,  bytomas  kellner 

In  the  1989  film  Field  of  Dreams,  an  Iowa  farmer 

turns  his  remote  cornfield  into  a  baseball  diamond.  The  State  of 
Oklahoma  is  trying  something  similar:  It  has  set  out  to  trans- 
form an  old  military  airfield  into  the  world's  first  purely  commer- 
cial "spaceport"  and  a  hub  for  space  travel.  Playing  the  Kevin 
Costner  role  is  Jay  T.  Edwards,  a  retired  Air  Force  general  hired 
(for  $85,000  a  year)  to  run  the  Oklahoma  Space  Industry 
Development  Authority. 

Playing  right  along  is  the  Oklahoma  legislature,  which  last 
year  passed  a  bundle  of  state  tax  breaks  and  cash  rebates 
(including  payments  of  5%  of  new  payroll  for  ten  years)  to 
attract  businesses  involved  in  "commercial  space  transporta- 
tion vehicles."  Any  one  company  is  eligible  for  up  to  $30  mil- 
lion in  incentives.  U.S.  Senator  James  M.  Inhofe  of  Oklahoma 
got  the  project  $2.5  million  in  federal  grants  and  accelerated- 
depreciation  tax  breaks. 

So  far,  14  companies  have  applied  for  the  state  tax  breaks, 
among  them  Virginia's  Space  Adventures,  which  brokered  the 
$20  million  trips  by  tycoons  Dennis  Tito  and  Mark  Shuttle- 
worth  on  Russian  rockets  to  the  International  Space  Station. 
Edwards  predicts,  with  no  study  to  back  him  up,  that 
the  program  will  eventually  create  100  jobs  and 
pump  $15  million  annually  into  the  economy.  j0k 
His  goal  is  to  launch  flights  from  the  for-      / 
mer  Clinton-Sherman  Air  Force  Base, 
100  miles  west  of  Oklahoma  City. 

"Oklahoma  is  moving  toward  an 
active  space  industry  at  warp 
speed,"  says  Edwards.  Alas,  what 
he  needs  to  do  to  make  Okla- 
homa competitive  with  such 
launching  sites  as  French 
Guyana  is  to  move  it  closei 
equator.  But  there  wasn't  e 
money  in  the  budget  for  that.  §■ 
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Promises,  Promises 

Unemployed  execs  are  still  turning  to 
questionable  career  counselors  to  find  jobs. 
The  Internet  makes  it  all  that  easier  to  pick 
them  clean,  by  joanne  Gordon 

.   OMPLAINTS  ABOUT  UNSCRUPULOUS  CAREER  COUfr 

selors  have  been  around  for  years.  They  charge  the  ui 

employed  thousands  of  dollars  up  front  with  the  in 

plied  promise  of  landing  them  a  job.  It's  a  mystery  wl 

experienced  white-collar  workers  still  fall  for  these  ofte 

fruidess  services.  And  now  the  counselors  are  employing  a  ne 

twist:  They  use  the  Internet  to  search  for  and  entice  job  seekers  ar 

even,  apparently,  to  pluck  plausible  job  listings  from  subscribe 

only  Web  sites,  using  these  leads  to  create  a  show  of  doing  re 

work  for  the  client. 

Quinn  J.K.  Banks  of  Los  Angeles  had  been  laid  off  for  almo 
three  months  from  his  $75,000-a-year  job  as  a  software  consultai 
when  an  e-mail  popped  up  last  December.  It  was  from  Caree 
2000  in  Los  Angeles,  telling  Banks  that  "we  are  in  receipt  of  yoi 
credentials  and  have  a  number  of  positions  for  which  you  qualifj 
Banks  had  posted  his  resume  on  some  job  boards. 

Desperate,  Banks,  34,  met  with  Careers  2000's  presider 
Charles  F.  Dimon  III,  who  said  he  could  get  Banks  a  higher-pa 
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.ands  the  dissemination  of  real-time  information  between  a  multitude  of  assets.  Northrop 


irumman  enables  vital  communications  to  flow — instantly  and  accurately — among  ships,  satellites,  aircraft, 


armies  and  submarines.  This  unprecedented  interconnectivity  is  well  demonstrated  by  our  Joint  Surveillance  Target 
Attack  Radar  System  (Joint  STARS)  and  the  E-2C  Hawkeye.  Both  are  among  the  most  advanced  airborne  battle 


nanagement  systems  in  the  world.  Joint  STARS  detects,  locates,  tracks  and  targets  hostile  ground  forces,  delivering 
he  information  securely  in  real-time  to  both  Air  Force  and  Army  commanders.  The  E-2C  is  the  eyes  and  ears 


af  the  Navy  fleet.  Together,  these  interoperable  assets  enable  everyone  to  see,  hear  and  react  to  the  same  threat. 


'ww.northro  pgrumman.com 

2002  Northrop  Grumman  Corporation 


NORTHROP  GRUMMAN    Defining 


THE     FUTURE' 


OUTFRONT 
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Quinn  Banks,  a  software  consultant, 
paid  a  $3,600  retainer  for  job  leads. 
But  he  says  many  jobs  weren't  avail- 
able  and  e-mail  addresses  were  wrong. 

ing  job  within  four  to  six  weeks,  according  to  Banks.  He  claimed 
to  have  contacts  with  Bill  Gates,  Steve  Jobs  and  others,  Banks  re- 
called, and  that  he  would  personally  help  him.  Banks  says  Dimon, 
51,  promised  to  refund  his  $3,600  retainer  if  he  didn't  get  a  job. 
Banks  paid  up. 

Careers  2000  redid  his  resume  and  advised  how  to  write  cover 
letters.  But  Banks  says  e-mail  addresses  for  its  job  leads  were  often 
wrong  and  many  jobs  weren't  available.  Companies  he  contacted 
had  never  heard  of  Careers  2000  or  Dimon,  he  said.  No  one  called 
him  for  an  interview. 

In  March,  after  many  complaints  from  Banks,  Careers  2000, 
which  by  then  had  changed  its  name  to  Careers  20/20,  offered  to 
refund  $900.  Banks  stood  pat  and  is  still  out  his  fee. 

He  isn't  the  only  former  client  complaining  about  Careers 
20/20.  In  late  June  the  Irvine,  Calif,  police  department  launched  a 
criminal  investigation  spurred  by  numerous  complaints  (FORBES 
talked  to  15  disgruntled  former  clients).  In  Orange  County's  small 
claims  court,  46  people  have  filed  suits  seeking  restitution,  about 
half  since  2000.  They've  won  in  21  cases  and  5  were  dismissed; 


others  were  settled  or  are  pending.  The  Better  Business  Bureau  of 
Southern  California  has  logged  about  50  complaints,  rating  the 
firm  as  "unsatisfactory." 

Dimon  has  worked  for  or  run  at  least  three  other  career  firms 
that  are  now  defunct.  He  says  the  complaints  have  little  merit  and; 
are  small  in  number,  compared  with  the  thousands  of  clients  he's 
had  over  the  years.  Last  year  his  firm  had  565  clients.  He  claims 
they  are  carefully  briefed  on  what  services  the  firm  provides — 
and  the  contract  does  not  include  a  guarantee  of  a  job.  But,  says 
Dimon,  clients  can  get  a  full  refund  if  they  don't  get  the  job  of 
their  choice  within  six  months  and  fulfill  their  part  of  the  deal. 
He  says  Banks  received  job  leads  and  ample  counseling  services  but 
failed  to  complete  monthly  activity  reports. 

Where  does  the  firm  get  some  of  its  job  leads?  Possibly  from 
Internet-based  companies.  David  Opton  is  chief  executive  of  a  job 
Web  site  called  ExecuNet,  whose  exclusive  job  listings  are  avail 
able  only  to  people  who  pay  $150  for  three  months.  Recruiters  tell 
Opton,  and  FORBES,  that  they  get  calls  from  prospects  who  got 
the  leads  from  Careers  20/20.  He  suspects  Careers  20/20  gets  them 
by  subscribing  to  ExecuNet  under  a  false  name.  Not  so,  says 
Dimon.  "We  never  take  their  leads,"  he  says. 

"The  industry  is  very  much  maligned  because  there  are  no 
rules,"  says  Robert  Porter,  president  of  the  International  Associa- 
tion of  Career  Consulting  Firms  in  Pittsburgh.  Here's  one:  Be- 
ware any  job  service  that  requires  payment  up  front,  including 
listing  services.  Your  contract  should  specify  that  you  owe  money 
only  if  you  land  a  job.  P 


OI^opI/  Af+Opl/  Web  site  and  a  catchphrase  at  the  same 

Ol  la  I  IV  ft  I I  CIO  l\  tjme  Hjs  jumptheshark.com  site  cata-  coca-cola 

BY  KIRI  BLAKELEY  logs  when  popular  TV  shows  have  Introduces  "new"  Coke,  1985. 

Making  the  jump  from  Web  celebrity  to  "jumped  the  shark"— that  is,  the  moment 

something  more  substantial  has  proven  they  start  to  go  downhill.  His  phrase  apple  computer 

nearly  impossible.  Ask  Cindy  Margolis,  the  refers  to  the  Happy  Days  episode  in  which  Licenses  its  Mac  interface  fea- 


COCA-COLA 

Introduces  "new"  Coke,  1985. 


APPLE  COMPUTER 


Internet's  "most  downloaded  woman," 
whose  syndicated  TV  show  got  canceled 
quickly.  Now  comes  Jon  M.  Hein,  a  34- 
year-old  computer  trainer  who  is  attempt- 
ing the  doubly  difficult  feat  of 
gettiKgrich  off  a 


*: 


the  Fonz  water-skied  over  a  shark,  send- 
ing the  show  into  a  downward  spiral  from 
which  it  never  recovered. 

Hein  started  the  site  in  1997,  and  the 
expression  quickly  entered  the 
pop  lexicon.  Hein  claims  he's  gen- 
erated $200,000  so  far  by  selling 
ads  on  his  site  and  licensing  the 
copyrighted  phrase  to  publications 
like  RollingStone.com  and  TV  Guide.  A 
book  is  due  this  fall,  and  television  syn- 
dicator  King  World  Productions  will  shoot 
a  game  show  pilot.  Perhaps  Hein  can  next 
market  the  phrase  to  corporate  America, 


tures  to  Microsoft,  1985. 

SNAPPLE 

Dumps  plus-size  spokeswoman 
Wendy  Kaufman,  1995. 

AOL 
AND  TIME  WARNER 


xecute  rare  double-jump  by 
merging,  2000. 

NAPSTER 

Pirate  service  goes  legit,  2000. 


MARTHA  STEWART 


which  has  no  shortage  of  shark-jumpers.         Sells  ImClone  shares,  2001. 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player. 

Retreat  to  anywhere  with  your  favorite  movies  or 
music.  It's  all  in  one  simple,  stylish  device.  Watch 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 

•  Memory  Stick  Compatible 

Find  out  more  at  www.samsungusa.com/dvdllOO 

or  1-800-SAMSUNG. 


!002  Samsung  Electronics  Co.  Ltd.  Simulated  Image. 


Not  just  digital. ..Samsung  DigitAII! 


SAMSUNG  DIGITS 

everyone's  invited 
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Unnecessary  Targets 

Despite  her  hit  Vagina  Monologues,  playwright  Eve  Ensler,  49, 
got  thin  audiences  for  a  later  play,  Necessary  Targets.  V-Day,  her 
nonprofit  organization  that  raises  money  to  fight  violence 
against  women,  started  sponsoring  celebrities  like  Senator 
Hillary  Rodham  Clinton  (D-N.Y.)  to  speak  at  events  in  the  same 
New  York  theater  after  the  shows — events  open  only  to  holders 
of  the  $60  tickets  for  the  play.  Although  V-Day's  own  e-mail  list, 
staff  and  imprimatur  were  used  for  promotion,  the  charity 
received  none  of  the  proceeds.  Even  with  all  this,  Necessary  Tar- 
gets closed  after  less  than  two  months.  — Tomas  Kellner 

Where's  the  Chief  Executive's  Yacht? 

Boating  sources  say  Dennis  Kozlowski,  the  ex-Tyco  honcho 
accused  by  New  York  State  of  dodging  sales  tax,  has  stopped 
work  on  a  150-foot  aluminum  sailboat  described  as  the  largest 
of  its  kind  in  the  country.  The  estimated  $15  million  high-tech 
vessel,  much  commented  upon  in  yachting  publications,  is  being 


built  at  Derecktor  Shipyard,  Bridgeport,  Conn., 

for  planned  delivery  in  Spring  2003.  Both 

Derecktor  and  Kozlowski  decline  comment. 

— Daniel  Fisher  and  William  P.  Barrett 

|  Definitely  Not  a  Good  Thing 

If  media  reports  in  the  Martha  Stewart  insider 
trading  scandal  are  true — that  she  can't  pro- 
duce helpful  documents — this  wouldn't  be  the 
first  time.  In  2000  an  administrative  law  judge 
upheld  a  New  York  State  tax  agency,  which 
argued  that  while  Stewart  called  Connecticut 
home  in  1991  and  1992,  she  spent  too  muchi 
time — for  tax  purposes — in  New  York.  The  rul- 
ing says  that  a  state  auditor  who  sought  paper- 
work from  her  to  support  her  claimed  time 
allocation  was  informed  that  no  such  records 
exist.  — Janet  Novack  and  W.P.B. 

New  Listing  on  Ebay:  Medill's  Soul 

In  April  Northwestern  University  honored  veteran  Ebay  public 
relations  maven  Mary  Lou  Song,  a  graduate  of  its  prestigious 
Medill  School  of  Journalism,  with  an  alumni  Merit  Award  for 
"high  achievement  in  a  profession  or  field  of  endeavor."  Last 
month  Ebay  admitted  that  the  now-famous  story  that  the  Inter- 
net auction  service  was  created  so  the  founder's  fiancee  could 
trade  Pez  candy  dispensers  was  fabricated  by  Song  in  1997  to  get 
press  attention.  Evanston,  Ill.-based  Medill  stresses  ethics  and. 
honesty — and  Song  sits  on  the  school's  Board  of  Visitors — but 
Northwestern  says  the  award  will  stand.  — Dirk  Smillie 

Welcome  to  the  "Don't  Show  Me"  State 

Agencies  of  the  Missouri  state  government  won't  provide  copies 
of  federal  tax  returns  filed  by  a  Missouri  nonprofit,  calling  them ; 
"confidential" — even  though  the  returns  are  public  records  by 
federal  law  and  available  on  the  Internet,  from  the  Internal  Rev- 
enue Service  and  even  from  the  charity  itself.  — T.K. 


in  i997  the  feds  created  the  Taxpayer  Advocacy  Panel  program.  Volunteers  sitting  in  groups  around  the  country  vet  ideas  for 
making  the  fax  system  more  tolerable.  Their  views  have  no  force  of  law.  Here  are  some  recent  topics  considered.  —D.S. 
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wait-time  notice  to  the  1040  hotline 
of  limitations  for  tax  refunds 
"sent  form  in  tax  packages 
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>rt       :\. •  s  .   ■  ■    an  criminal  records 
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PANEL  ACTION  COMMENTS  MADE  OR  FOLLOW  UP 

Endorsed  No  action  yet  by  Internal  Revenue  Service  bosses 

None  Chairman  called  time  limit  "shocking" 

Rejected  Favoring  any  cause  would  put  IRS  "in  an  untenable  position" 

Split  opinion  IRS  brass  sees  merit  in  proposal 

Rejected  Inappropriate  incentive  "for  behavior  that  is  expected  of  them" 

Tabled  Revenue  loss  cited 

Rejected  "Would  appear  as  a  'whitewash' " 

ted  "Beyond  scope  of  the  panel" 
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ependabihty  is  something  to  celebrate! 


se  your  Imagistics! 

porate  America  has  relied  on  Imagistics  for  office  document 
itidns  for  more  than  25  years.  Imagistics  (formerly  Pitney  Bowes 
ze  Systems)  delivers  dependable  digital  copier/printers,  faxes 
multifunction  document  equipment,  with  impressive  uptime  and 
aralleled  direct  service  from  over  1000  technicians  nationwide. 
:ument  solutions  from  Imagistics  help  lower  costs  and  improve 
ductivity.  For  dependable  document  technologies... 
j  your  Imagistics! 

7  imagistics 
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Follow-Through 


AUGUST  20.  2001 


Larry's  Woes 

THINGS  HAVE  GONE  FROM  BAD  TO  WORSE 
at  Oracle  Corp.  since  our  cover  story.  We 
warned  that  Chief  Larry  Ellison  was  fail- 
ing to  build  a  strong  management  team 
and  neglecting  his  software-applications 
business,  the  Redwood  Shores,  Calif, 
company's  key  to  growth.  While  Oracle 
met  its  fiscal  year  earnings  target  (ended 
in  May),  database  and  applications- 
license  revenues  were  down  29%  and 
27%,  respectively.  Overall  revenues  of 
$9.7  billion  declined  12%  from  2001. 

Flashbacks 


Worse,  Gartner  reports 
that  Oracle  has  finally 
lost  the  lead  in  its  flag- 
ship database  business 
to  rival  IBM.  Ellison 
vehemently  denies 
this — and  the  rumor 
that  he's  looking  for  a 
new  chief  operating 
officer.  In  other  dam- 
age control,  Oracle 
has  offered  the  state 
of  California  a  full 
refund  to  resolve  the 
political  scandal  over  a  $36  million 
software  contract,  which  Oracle  won 
without  a  competitive  auction.  Oracle's 
stock  has  plunged  34%  since  our  story  to 
a  recent  $9.68.  — Carleen  Hawn 

JUNE  II.  2001 

Life  After  Asbestos 

FORBES  WAS  EARLY  IN  REPORTING  THE 
saga  of  Crown  Cork  &  Seal,  the  consumer 
packager  that  got  hit  with  a  barrage  of 
asbestos  suits  for  owning  an  insulation 
company  for  only  three  months  in  the 
1960s.  Our  story  was  cited  by  Pennsylva- 
nia legislators,  who  recently  passed  laws 
that  ensure  that  companies  are  liable  only 


for  the  value  of  the  companies  they've 
owned.  The  legislation  also  abolishes  sue- '/ 
cessor  liability,  which  made  Crown  Cork 
responsible  for  the  damages  despite  its 
tenuous  connection.  As  a  result  of  the 
new  laws,  376  lawsuits  against  Crown: 
Cork  have  been  dismissed,  and  Deutsche 
Bank  rates  the  company,  once  near  bank- 
ruptcy, a  strong  buy.         — Monte  Burke 


MAY  28,  2001 

Ice  Cream  Combo     I 

DREYER'S  GRAND  ICE  CREAM  HAS  TAKEN 
an  even  bigger  scoop  of  the  frozen  con-i 
fections  market  since  our  story  a  year  ago. 
In  June  Nestle  and  Oakland,  Calif. -based 
Dreyer's  agreed  to  an  alliance  that  will 
involve  Dreyer's  ($1.4  billion  in  2001 
sales)  taking  over  Nestle's  U.S.  ice  cream 
business  ($700  million)  in  exchange  for 
55  million  shares  of  Dreyer's  stock.  The 
deal,  worth  $2.4  billion,  will  increase 
Nestle's  stake  in  Dreyer's  to  67%  from: 
23%.  The  combined  entity  is  within  reach 
of  rival  food  giant  Unilever  in  the  battle 
to  be  the  world's  largest  ice  cream  com- 
pany. The  Nestle/Dreyer's  combo  willi 
manage  brands  like  Haagen-Dazs  and 
Edy's.  Unilever's  portfolio  includes  Ben 
&  Jerry's.  — Rob  Wherry 


> 


80  YEARS  AGO  IN  FORBES/APRIL  I,  1922 

r  UT  tlTI  111  OlOCKS!  Every  stockbroker  found  guilty  of 
having  defrauded  customers  should  be  sent  to  prison  for  the  longest 
lerm  permitted  by  law.  It  is  extremely  regrettable 
that  a  precession  of  such  scoundrels  to  the  peni- 
tentiary hasn't  yet  started.  It  is  deplorable  that  our 
courts  o  slowly.  Unhappily,  it  is  altogether 

too  tru  n  ey  can  stay  the  wheels  of  justice, 

sometim  rs. 


35  YEARS 

The  I 

Unc1'    Pre 
Hollywood  ; 
taught  Hollyvt 
spend  $10  m 


RBES/December  IS, 1967 

\n  of  Hollywood 

Wasserman,  MCA  has  shown 

ny  new  tricks.  MCA  has 

not  really  necessary  to 

nnri  that  pic- 


tures don't  have  to  run  over  their  budgets.  One  of  the  reasons  foi 
this  attitude  is  that  Wasserman  owns  huge  blocks  of  stock  in  MCA 
Unlike  every  other  movie  company,  MCA  has  never  had  a  losing  year 
Wasserman  died  in  June.  He  was  89. 


15  YEARS  AGO  IN  FORBES/June  29.  1987 

Mind  tllG  GdP  Mickey  Drexler  arrived,  in  late  1983 
with  a  mission:  Wrench  the  Gap  from  its  old  teenybopper  cus- 
tomer base.  Out  went  the  cluttered  Levi  jeans  stores  with  theii 
flashing  lights  and  ever-present  yellow  "on  sale"  signs.  Drexlei 
eliminated  nearly  a  dozen  of  the  Gap's  own  private  labels.  Gaj 
stores  got  a  colorful,  open,  more  contemporary  look.  The  new 
more  fashionable  Gap  was  now  knocking  heads  with  heavy- 
weight competition,  the  Limited  and  Benetton  among  them. 
Gap  has  been  searching  for  a  new  chief  executive  sinci 
Drexler  resigned  in  May. 
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automotive  world,  slowing  down  is  not  an  option.  At  Delphi,  we're  creating  technology 
ople  on  the  move:  onboard  computers  for  Internet  access  and  e-mail,  turn-by-turn  navigation 
ns.'even  an  MP3  player.  And  with  our  speech  recognition,  drivers  can  stay  connected  to  the  road 
they're  staying  connected  to  the  other  things  they  care  about.  Actually,  some  of  our  technology 
idvanced  it's  in  demand  beyond  the  automotive  world  —  for  use  in  everything  from  medical 
lg  devices  to  strategic  military  applications.  As  the  world's  leading  provider  of  automotive 
Dlogy,  we  don't  just  keep  the  pace,  we  set  it.  Catch  us  at  www.delphi.com. 


ing  Tomorrow's  "Technology 


OU  DON'T  HAVE  TO  BUILD  IT  TO  USE  IT. 


4" 
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INTRODUCING  E-BUSINESS  ON  DEMAND 
THE  NEXT  UTILITY 


You'd  never  dream  of  building  your  own  megawatt 
power  plant.  Yet  you  spend  millions  of  dollars  and 
man-hours  building  your  own  e-business  infrastructure. 
Something's  wrong  with  that.  And  e-business  on  demand™ 
can  help.  IBM's  e-business  on  demand  delivers  everything 
from  storage  solutions  to  advanced  end-to-end  services 
like  online  procurement.  It's  fast.  It's  affordable.  It's 
reliable.  And  best  of  all,  it's  someone  else's  problem.  It's 
The  Next  Utility™  Visit  ibm.com/e-business/ondemand 
or  ask  for  on  demand  at  800  IBM-7080. 


Forbes 

JULY     22,     2002 


T&T  SHAREHOLDERS  THIS  MONTH  WERE  SET  TO  CREATE  THE  LARGEST  CABLE 
company  the  world  has  ever  seen.  The  merger  of  AT&T's  cable  business  with 
Comcast  will  own  wires  passing  by  the  doors  of  one  in  three  U.S.  homes.  One  in 
five,  some  22  million,  will  subscribe  to  its  cable  service,  making  AT&T  Comcast 
m  twice  the  size  of  its  next  largest  cable  rival,  AOL  Time  Warner. 
The  megamerger  marks  a  bittersweet  end  to  the  run  of  C.  Michael  Armstrong.  The 
AT&T  chief  executive  tried — and  largely  failed — to  reshape  the  aging  giant  into  a  digital 
powerhouse  offering  a  bundle  of  telecom,  wireless,  cable  and  Internet  services.  In  the 
process  he  oversaw  massive  destruction  of  shareholder  wealth.  On  his  five-year  watch  AT&T 
shares  (with  the  value  of  the  spunoff  AT&T  Wireless  added  in)  declined  63%.  Ultimately 
Armstrong  was  forced  to  chop  up  the  bundle  he  had  put  together,  sending  wireless  on  its 
way,  pawning  his  hard-won  cable  assets  to  Comcast  and  leaving  the  old  phone  company  to 
its  own  devices.  He  will  become  the  new  cable  titan's  chairman,  but  the  chief  executive  pow- 
ers belong  to  Comcast's  Brian  Roberts. 

In  a  strange  twist,  Roberts  must  now  deliver  on  the  very  vision  that  sank  Armstrong  at 
AT&T — namely,  that  cable  is  the  best  avenue  to  deliver  everything  from  video  on  demand  to 
phone  service  to  fast  Internet  access.  If  Roberts  pulls  it  off,  AT&T's  shareholders,  who  will 
own  56%  of  AT&T  Comcast,  will  have  graduated  from  a  creaky  phone  company  to  a  broad- 
band giant  girding  the  interactive  future.  And  Mike  Armstrong,  finally,  could  end  up  look- 
ing pretty  good. 

If.  Comcast  was  cofounded  by  Roberts'  father,  Ralph,  in  Tupelo,  Miss,  in  1963.  It  expanded 
nationally  over  the  next  two  decades  by  buying  and  buying  and  buying.  Brian,  43,  spent  a  sum- 
mer in  college  as  a  cable  installer,  moving  up  the  company  ranks  to  become  president  in  1990. 
Known  in  the  industry  for  running  a  tight,  profitable  operation,  he  hopes  to  get  an  early  boost 
from  whipping  AT&T  into  shape.  Under  Armstrong  AT&T's  cable  business  had  an  operating  mar- 
gin (earnings  before  interest,  taxes  and  depreciation)  of  23%,  among  the  industry's  lowest.  By 
contrast,  Comcast's  margin  is  near  the  top  at  41%.  AT&T's  cable  system  is  only  30%  larger  than 
Comcast's,  yet  its  4,000-strong  headquarters  staff  is  ten  times  as  large.  If  Roberts  can  bring  AT&T's 
margin  in  line  with  his  own,  it  will  yield  an  extra  $2  billion  a  year  in  pretax  cash.  He  also  hopes  to 
use  AT&T  Comcast's  girth  to  extract  discounts  from  the  companies  that  supply  the  programming. 
He  might  be  able  to  squeeze  out  up  to  $450  million  a  year  that  way. 

Tele-revision 

Mike  Armstrong  is  about  to  hand  over  the  keys  to  his  empire 
to  a  new  king  of  cable,  Comcast's  Brian  Roberts.  If  the  new 
colossus  thrives,  Armstrong  may  restore  his  battered  reputation. 

BY  SCOTT  W00-:  EY  AND  NE4L  WEINBERG 


5' 


56       P    O    R    I!    1     s 


* 


^dv 


-^5S*SS5S 


AT&T 


For  growth  on  the  top  line  Roberts 
will  have  to  be  imaginative  in  selling  new 
services,  since  his  subscriber  rolls  are  ris- 
ing less  than  1%  a  year.  And  with  AT&T's 
cable  systems  comes  $20  billion  in  newly 
assumed  debt,  added  to  Comcast's  $10 
billion.  To  keep  his  lenders  at  bay,  he  will 
have  to  make  his  systems  do  tricks  they 
have  never  done  before,  like  deliver  video 
on  demand  and  carry  Internet-friendly 
phone  calls.  This  is  something  the  cable 
industry  has  repeatedly  failed  to  deliver. 

It  is  all  eerily  reminiscent  of  Arm- 
strong's challenge  early  in  his  tenure. 
Storming  onto  the  scene  amid  outsize 
expectations  in  1997,  the  former  IBM 
and  Hughes  Electronics  executive 
quickly  blew  through  $110  billion,  most 
of  it  in  stock,  to  snag  cablers  Tele-Com- 
munications Inc.  and  MediaOne.  It  was 
an  audacious  attempt  to  build  a  new 
colossus  before  the  long-distance  busi- 
ness fell  apart. 

Armstrong's  quest  to  prove  cable 
could  do  it  all  leaves  AT&T  with  some  of 
the  fanciest  systems  around.  When  he 
bought  TCI,  only  half  of  its  customers  had 
access  to  two-way  digital  connections. 
Now  76%  have  it.  MediaOne's  systems 
were  newer  and  in  better  shape.  Overall, 
AT&T  can  now  offer  phone  service  over 
cable  lines  in  7  million  homes — although 
so  far  only  1.5  million  have  signed  up. 

But  Armstrong  ran  out  of  time  and 
Wall  Street  ran  out  of  patience.  AT&T  got 
bogged  down  in  technological  glitches, 
management  miscues  and  ballooning 
debt.  Two  years  after  unveiling  his  bold 
bundling  strategy,  Armstrong  was  forced 
to  reverse  course,  setting  plans  in  2000  to 
chop  up  the  company.  Unmoved,  Wall 
Street  pounded  his  stock  even  more, 
driving  it  below  the  $10  mark  in  recent 
weeks,  an  1 1  -year  low. 

le  Armstrong  underestimated 
the  t"i,  osl  of  upgrading  his  cable 

lines,  s  of  Roberts  and  oth- 

ers to  la  nee  again  is  mak- 
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Even  Brian  Roberts,  a  longtime  skep- 
tic of  the  idea  that  cable  lines  should 
carry  phone  calls,  is  coming  around. 
Comcast  recently  announced  its  first  full- 
scale  deployment  of  phone  service  in  its 
home  city  of  Philadelphia.  Meanwhile, . 
digital  cable  TV,  which  provides  more 
channels  and  better  pictures  and  is  deliv- 
ering new  revenue  for  cable  companies,  is 
a  hot  seller:  Salomon  Smith  Barney  pre- 
dicts that  5.7  million  homes  will  sign  up 
for  digital  TV  service  this  year. 

Even  the  oldest  part  of  AT&T,  the 
phone  company  to  be  known  as  AT&T 
Communications  Services,  is  looking  bet- 


►  By  the  Numbers 


The  Triumph  of  Cable 

Eighty  percent  of  AT&T's  value  comes 
from  its  future  stake  in  the  country's 
iargest  cable  company.  The  rest  gets  no 
respect. 


Number  of  homes 
reached  by  the  AT&T  Comcast 
cable  network. 


Projected  AT&T 
Comcast  revenue. 


Price  AT&T  paid  per  cable 
subscriber. 

Value  per  cable  subscriber. 

Estimated  AT&T  share  price, 
postcable  sale. 

ter.  It  is  expected  to  rack  up  revenue  of 
$42  billion  this  year,  with  an  operating 
margin  of  28%.  For  the  first  time  AT&T 
now  takes  in  more  revenue  from  data  and 
other  nonvoice  business  services  ($15  bil- 
lion) than  it  does  from  carrying  corpo- 
rate phone  calls  ($14  billion);  consumers 
should  provide  another  $12  billion. 

"AT&T  is  still  the  primary  carrier  of  cor- 
porate data,"  says  Frank  Dzubeck  of  con- 
sulting firm  Network  Communications  Ar- 
chitects in  Washington,  D.C.  "They're  the 
only  ones  widely  delivering  10-gigabit  con- 
nections. Even  AOL  uses  them." 

Notably,  the  old-line  AT&T  telecom 
unit  will  retain  an  investment-grade  rat- 
ing on  its  remaining  debt,  which  will  total 
$19  billion.  That  counts  for  a  lot  these 
days,  says  Howard  Jonas,  chairman  of 


IDT,  a  long-distance  rival  with  ties  tq 
AT&T.  "Corporate  clients  are  scared  out  oi 
their  wits  to  go  with  WorldCom,"  he  says, 

The  harshest  criticism  of  AT&T's  Arm- 
strong was  that  he  vastly  overpaid  for  the. 
cable  properties — and  even  that  rap  may 
get  revised.  The  price  works  out  to  $4, 10ft 
per  subscriber,  AT&T  says,  after  account-i 
ing  for  the  cash  that  AT&T  took  in  for  sell-i 
ing  overseas  cable  systems  and  other 
assets.  The  company  claims  it  spent 
another  $150  per  subscriber  jazzing  up 
the  cable  lines  to  handle  two-way  digital 
traffic. 

All  that  looks  too  rich  given  tha 
$2,800  per  subscriber  that  cable  systems 
sell  for  today.  But  at  least  Armstrong  had 
the  wisdom,  or  the  luck,  to  pay  the  bill  for 
the  acquired  cable  subscribers  in  large 
part  with  1.3  billion  shares  of  (with  hind 
sight)  inflated  stock. 

Armstrong  is  still  hurting  from 
string  of  disastrous  deals.  He  paid  $4  bil 
Hon  to  get  control  of  cable-modem  dar 
ling  AtHome  Corp.,  which  is  now  all  but 
defunct.  He  was  forced  to  pay  $3  billior- 
to  get  full  control  of  AT&T  Canada  when 
its  value  was  in  rapid  decline.  And  he  lost 
$1  billion  by  paying  $75  a  share  to  bu; 
39%  of  Net2Phone,  an  Internet  calling 
outfit,  and  then  selling  the  stake  for  jus 
$5  a  share  two  years  later. 

Armstrong  looks  likely  to  avoid 
brush  with  scandal,  which  sets  him  apar 
from  such  competitors  as  WorldCom 
When  AT&T  swapped  fiber  with  othe 
carriers  in  recent  years,  it  booked  th 
deals  over  the  life  of  the  contracts,  instea< 
of  front-loading  the  value  as  curren 
income  the  way  some  rivals  did.  The  nov 
notorious  Enron  offered  some  nift 
bandwidth  swaps  to  AT&T,  but  Arm 
strong  refused.  And  when  a  Connecticu 
jeweler  offered  recently  to  ship  a  Role: 
watch  to  Armstrong's  New  Jersey  horn 
to  save  $300  in  sales  tax,  he  declined 
mindful  of  the  legal  problems  afflictin 
Tyco's  Dennis  Kozlowski:  "You  might  nc 
understand  this,  but  I  want  to  pay  th 
tax,"  he  said. 

Is  it  possible  that  AT&T's  belea 
guered  shareholders  could  someda 
forgive  Mike?  Given  the  promise  noi 
looming  for  AT&T  Comcast,  that's  a  dis 
tinct  possibility.  I 
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3erhaps  a  law  firm  need  not  exist  inside  the  legal-sized  parameters  of  tradition, 
vlaybe  it  lies  outside  of  convention.  Maybe  it  crosses  lines  of  formality.  Maybe  it 
'ecognizes  a  need  to  overstep  the  expected.  And,  quite  possibly,  it  realizes  that 
nspired  acts  of  tenacity  and  imagination  are  the  only  way  boundaries  get  pushed. 
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Challenging  the  laws  of  convention.' 
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Besides  Sun  and  Fun,  Global  Trade  and  Investment 


r— 

he  Caribbean  has  long  meant  sun,  fun  and  relaxation, 
a  destination  that  attracts  the  work-weary  tourist. 
JL  i  y  the  Caribbean  also  means  a  community  of 
states  that  u  iarstands  the  needs  of  investors  and  trad- 
ing pan  imunity  is  CARICOM,  formed  in  1973 
of  formei  I  lies  to  help  integrate  the  economies 
and  foreign  :  r  states.  In  2005,  CARICOM 
will  launch  a  md  Economy  with  all  its  effi- 
ciencies and  a<J 

CARICOM  is  a  n  i  lion  people  in  14  countries 

(see  table)  with  a  tot  >i  it  $28  billion  in  2000.  That 

year  it  exported  $15  t  goods  and  services  and  impos- 


ed $16.4  billion,  mainly  from  the  U.S.,  U.K.  and  Canada,  the 
region's  top  three  trading  partners. 

All  member  states  but  Dutch-speaking  Suriname  share  a 
common  language,  English,  just  as  their  legal  systems  and 
business  practices  are  based  on  English  common  law  and 
practice.  All  but  a  few  are  in  the  Eastern  Standard  or  Atlantic 
time  zones,  near  the  U.S.  and  Canada. 

Most  states  have  stable  governments,  which  means 
fewer  surprises  in  industrial  policies,  tax  rates  and  curren- 
cy exchange  rates.  Most  have  no-tax  or  low-tax  regimes,  jj 
packages  of  industrial  incentives,  free-trade  zones,  indus-_ 
trial  parks  with  custom  buildings,  competitively  priced,  up' 
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o-date  telecommunications  and  one-stop  shops  to  aid 
iward  direct  investment.  Air  and  shipping  services  to  the 
nore  developed  CARICOM  countries  are  fast  and  frequent. 
Tourism,  the  world's  biggest  business,  drives  the 
iconomies  of  most  CARICOM  countries  arid  long  since 


wrism,  the  world's  biggest  business,  drives  the 
onomies  oj  most  CARICOM  countries  and  long  since 
placed  agriculture  as  their  major  source  oj  revenue. 


eplaced  agriculture  as  their  major  source  of  revenue.  It  earns 
nost  of  CARICOM's  foreign  exchange,  as  much  as  60%  of 

DP  in  some  member  states,  and  provides  jobs  for  an  esti- 
nated  one-quarter  of  the  workforce.  In  2000,  5.9  million  tourists 
'aveled  to  CARICOM  countries,  up  from  5.5  million  five  years 
arlier,  and  another  6.9  million  cruise  passengers  called  at 
)ARICOM  ports.  Tourists  spent  about  $6.3  billion  in  CARI- 

OM  countries  in  2000,  25%  more  than  in  1996. 

Only  Trinidad  with  its  energy-based  economy  and  the  two 
South  American  member  states,  Guyana  and  Suriname,  are 
lot  heavily  dependent  on  tourism. 

Financial  services  —  offshore  banking,  trusts,  insurance, 
nutual  fund  and  international  business  company  registration 
-  have  developed  into  a  thriving  business  throughout  CARI- 


COM. The  Bahamas'  offshore  banking  and  mutual  fund  reg- 
istration are  long  established  and  internationally  known.  Bar- 
bados has  developed  strong  businesses  in  captive  insurance, 
international  business  company  registration  and  offshore 
banking  based  on  a  network  of  bilateral  treaties.  Many  small- 
er states  offer  some  form  of  off- 
shore financial  service.  Data 
entry  shops  have  been  operat- 
ing in  CARICOM  countries  for 
decades.  Today,  IT  has  evolved 
into  program  writing  and  main- 
tenance, especially  in  Barbados. 
Into  what  does  the  Caribbean  Development  Bank  (CDB) 
see  new  foreign  direct  investment  going  in  CARICOM? 
Shrimp  farming  in  Guyana  and  Belize,  and  hotel  construc- 
tion in  St.  Kitts  and  St.  Lucia.  Call  centers  are  another 
growing  business.  Advanced  telecommunications  and  fiber- 
optic wiring  have  given  rise  to  telemarketing  in  Jamaica, 
airline  ticketing  centers  in  Trinidad,  sports  betting  in 
Antigua,  business  directory  compilation,  ordering  and  ful- 
fillment in  Barbados.  Sales  and  services  messages  know 
only  a  common  language,  not  national  boundaries. 

The  Caribbean  Development  Bank  (www.caribank.org) 
and  the  Central  Bank  oj  Barbados  (www.centralbank.ora.bb) 
sponsored  this  report. 


Ca 


ncom 


Count 


nes  in  2000 


Jamaica 

7,406 

Bahamas 

4,500 

Barbados 

2,603 

Country  GDP 

($m) 

Trinidad  &Tobago  7,986 

Jamaica 

Bahamas 

Barbados 

Suriname  755 

Belize  728 

St.  Lucia  707 

Guyana  705 

Antigua  &  Barbuda  662 

Grenada  411 

St.  Vincent  &  Grenadines  337 

St.  Kitts  &  Nevis  328 

Dominica  268 

Montserrat  34 

Total/Average  $27,429m 


Population 

1,290,000 

2,598,000 

304,000 

269,000 

433,000 

250,000 

155,000 

772,000 

72,000 

101,000 

112,000 

45,000 

72,000 

.       5,000 

6,476,000 


GDP  per 
capita 

6,200 

2,900 

14,800 
9,700 
1,700 
2,900 
4,500 
900 
9,200 
4,100 
3,000 
7,400 
3,800 
6,800 

$4,290 


Goods  & 
Exports 

4,844 

3,573 

2,565 

1,376 

403 

398 

363 

1,180 

457 

240 

178 

156 

138 

17 

$1 5,888m 


Svcs  ($m) 
imports 

3,709 

4,277 

2,866 

1,517 

245 

507 

426 

1,374 

506 

304 

203 

247 

180 

38 

$1 6,401m 


Revenue  from 
Tourism  ($m) 

213 

1,333 

1,814 

711 

NA 

121 

277 

83 

291 

70 

75 

58 

47 

9 

$5,103m 


iiti  is  a  provisional  member,  its  full  membership  contingent  on  its  resolution  of  internal  political  issues.  Three  British  territories,  Anguilla,  The  British  Virgin  Islands  and  Turks  and  Caicos 
ids,  form  a  nonvoting  Associate  Member  group.  Nine  other  countries  are  known  as  Observers, 
rce:  Caribbean  Development  Bank. 


BURGER  KING 


Flipping  Burgers 

Most  every  top  leveraged-buyout  artist  suddenly  is  hungry 
for  Burger  King,  the  perennially  neglected  chain  now  up  for 
sale.  Maybe  it  is  finally  time  for  this  brand  to  sizzle. 

BY  BRUCE  UPBIN  AND  DANIEL  KRUGER 


THE  HOME  OF  THE  WHOPPER  IS 
aboul  to  get  a  new  landlord,  after 
uninspired  ownership 
by'  iquor  barons  at  Dia- 

geo  Pic.  Bui.  ,500  stores 

grossing  annual 
likely  to  go  to  the  i 
mer  at  a  cost  of  $2 

Let  the  buyer  hew 
rated  with  burger  joints,  and  1 
franchisees  are  wobbling  undei  1     . 
debt  from  wild  expansion  in  the  1990s.  1  i 


that  time,  no  clear  ad  message  emerged 
and  no  new  hits  were  introduced.  The 
chain  had  to  sell  off  struggling  operations 
in  Japan,  Poland  and  Australia.  Its  over- 
seas sales  are  only  23%  of  total  revenue, 
compared  with  50%  at  McDonald's. 

Years  of  neglect  will  take  time  to  over- 
come. From  1996  to  2001  customer  visits 
io  Burger  King  dropped  20%.  Average 
per  store  fell  from  $1.1  million  in 
to  $980,000  last  year,  despite  4.7% 
annual  growth  in  the  fast-food  industry. 


Holding  court:  Chief  Exec 
John  Dasburg  and  suitors 
(top  to  bottom)  Nelson  Peltz, 
David  Bonderman  and 
Tom  Lee.  Who  will  win? 

At  Burger  King's  Miami, 
headquarters,  nine  chief 
executives  have  reigned  in 
13  years.  The  last  one  was. 
called  "interim"  for  seven! 
months.  "That's  about  as 
motivating  as  a  wet  noo- 
dle," says  Christopher 
Clouser,  the  new  chief 
global  marketing  officer. 

The  chain's  same-store 
sales   fell   4%   last  year.i 
AmeriKing,    its    biggest 
franchise  operator  with  373 
restaurants,  lost  money  ini 
three  of  the  last  five  years,' 
and  its  same-store  sales 
dropped    7%    last    year.; 
Cimm's,  a  Glendale,  Calif,  operator  of 
120  outiets,  filed  for  bankruptcy  protec- 
tion last  year. 

All  this  strife  adds  up  to  a  king-size 
opportunity  for  a  turnaround.  Now  some 
of  the  biggest  names  in  leveraged  buyouts 
are  lining  up  to  bid  for  the  chain.  They 
see  early  signs  of  restored  growth,  thanks, 
to  new  management  led  by  former 
Northwest  Airlines  chief  John  Dasburg, 
who  arrived  in  April  2001. 
From  August  through 
December,  the  chain's 
same-store  sales  rose  rathei 
than  fell.  New  items  are  a 
hit,  such  as  the  Chicken 
Whopper  and  the  spicier 
thicker  Back  Porch  Grillei 
burger.  Profit  margins  al 
stores  are  up  a  point  or  sc 
through  shrewd  cost  cuts 
Basic  beef  patties  wen 
trimmed  from  2.4  ounces  to  2.2,  still  wel 
above  McDonald's  1.7-ounce  slablet. 

The  field  of  bidders  has  narrowed  ir 
recent  months  from  1 1  firms  to  a  fev 
supergroups.  One  team  includes  Thoma: 
H.  Lee  Partners,  Madison  Dearborn  Part 
ners,  Hicks  Muse  Tate  &  Furst  and  Black 
stone.  Another  team,  led  by  David  Bon 
derman's  Texas  Pacific  Group,  include 
Goldman  Sachs  and  Bain  Capital.  Flyinj 
solo  is  Triarc  Cos.,  the  parent  of  Arby's 
run  by  financiers  Nelson  Peltz  and  Pete 
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FSTREAM  V 


GULFSTREAM  IV-SP 


GULFSTREAM  VSP 


GULFSTREAM  200 


GULFSTREAM  100 


NOW 


OWNING  A  GULFSTREAM 
MAKES  EVEN  MORE  SENSE 

Exceptional  performance,  reliability  and  quality  combined  with  a  strong  commitment  to 
worldwide  service  and  product  support  make  Gulfstream  The  World  Standard™  in  business 
aviation.  So,  whether  you  require  the  capabilities  of  our  long  range  and  ultra-long  range 
business  jet  aircraft  or  the  excellent  value  of  our  midrange  aircraft,  our  fleet  now  meets 
all  your  transportation  needs. 

Gulfstream  -  bringing  worldwide  business  within  easy  reach. 

To  learn  more,  visit  www.gulfstreamsinflight.com. 

THE  WORLD  STANDARD' 


Gulfstream 
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COMPANY 


BURGER  KING 

May.  Triarc  stunned  Wall  Street  by  flip- 
ping Snapple  in  three  years  for  a  $480 
million  aftertax  gain.  All  bidders  are 
sworn  to  secrecy,  bound  by  confidential- 
ity agreements  with  Greenhill  &  Co.,  the 
investment  bank  running  the  auction. 

Bids  were  due  July  2,  and  Diageo 
hopes  to  close  a  deal  by  late  summer. 
Press  leaks  have  the  Texas  Pacific  team  as 
the  early  favorite,  with  a  bid  of  $2.3  bil- 
lion, or  seven  times  cash  flow  (earnings 
before  interest,  taxes,  depreciation  and 
amortization,  pegged  at  $330  million  this 
year).  At  that  price,  Mickey  D's  and 
Wendy's  carry  a  57%  higher  value  than 
Burger  King. 

Getting  Burger  King  on  the  cheap  is 
critical,  given  its  poor  operating  history, 
but  Diageo  sniffs  at  such  a  low  number. 
"We  have  a  pretty  strong  range  of  bids, 
and  I  would  be  surprised  if  someone  got 


Whopper  Flopper 


Burger  King  has  added  3,500  stores 
since  1996,  but  new  fries  were  soggy, 
operators  have  gone  bust  and  the 
franichisor's  profits  have  been  flat. 


$1.8  (bil) 


Net  sales 
Operating  profit 


01         '02E 

Source-  'inpany  reports. 
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What  would  you   i  ;,-,g? 

LBO  firms  want  a 
times  EBITDA.  Riv, 
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it  for  that  price,"  says  Nick  C.  Rose,  Dia- 
geo's  chief  financial  officer. 

The  auction's  next  stage  could  get 
rowdy,  with  bidders  jockeying  for  better 
standing  with  the  franchisees,  Dasburg's 
team  and  Diageo.  Michael  Simmonds",  • 
owner  of  a  75-unit  franchise,  has  heard 
that  Burger  King's  National  Franchise 
Association  has  been  lobbying  its  own 
members  to  support  the  Texas  Pacific  bid. 
The  group  has  no  power  to  affect  Dia- 
geo's  decision;  it  has  agreed  not  to  talk  to 
the  press  about  the  deal. 

Conspiracy  theorists  point  out  Das- 
burg's close  ties  to  Texas  Pacific's  David 
Bonderman,  who  owned  a  big  chunk  of 
Continental  Airlines  in  the  1990s;  he  and 
Dasburg  have  neighboring  homes  in 
Aspen.  (Dasburg  insists  his  friendship 
with  Bonderman  means  nothing  to  the 
deal.)  Alan  Vituli,  chief  executive  of  Car- 
rols,  a  359-unit  franchise  in  Syracuse, 
N.Y.,  favors  the  Madison  Dearborn  team, 
which  understands  the  business  through 
its  minority  share  in  Carrols. 

An  LBO  firm  will  likely  have  to  put  up 
$600  million  or  so  and  borrow  the  rest. 
The  last  thing  the  franchisees  want  to  see 
is  a  new  owner  piled  high  with  debt.  The 
chain  is  still  in  need  of  growth  capital. 
Dasburg  persuaded  Diageo  to  inject  $350 
million  this  year  to  pay  for  new  kitchens, 
broilers  and  drive-throughs  at  the  chain's 
650  company-owned  stores.  That 
amount,  25%  more  than  Burger  King's 
capital  budget  in  2001,  was  the  most  the 
Brits  have  spent  on  Burger  King  in  years. 

Franchisees  want  Dasburg's  new 
management  to  stay,  as  do  many  of  the 
buyout  firms.  He  has  closed  underper- 


. 


forming  stores,  ended  rampant  discoun 
ing  and  helped  franchisees  restructure 
their  debt.  "We  needed  some  discipline 
out  there,"  says  Simmonds. 

Operators  report  numbers  that  sup- 
port the  turnaround  story,  in  varying 
degrees.  Simmonds  Restaurants  says 
same-store  sales  are  up  5%  so  far  this  yean 
after  a  flat  2001.  Quality  Dining,  an  Indl 
ana-based  owner  of  116  restaurants,  says 
comparable-store  sales  were  up  0.5%  in 
the  first  quarter  of  2002  after  two  years  of 
declines.  Carrols  says  its  sales  have  been 
growing  for  most  of  Dasburg's  tenure 

Dasburg  says  he  can  generate  24% 
sales  growth  by  the  end  of  2004,  but  risks 
abound.  A  stateside  mad  cow  scare  would 
send  diners  running  for  Long  John  Sil- 
ver's. One  menu  winner  from  McDon 
aid's,  like  its  ascendant  Chicken  Flat-i 
bread,  could  overwhelm  any  hot  new 
Whopper  variation.  And  the  flurry  oi 
new  items,  though  welcome  by  operatorsi 
for  the  sales  boost,  has  created  chaoi 
among  stores,  which  have  to  stock  tho 
right  number  of  new  sourdough  bun; 
and  bakery  rolls.  "I'd  hate  to  be  the  man- 
ager running  the  restaurant,"  says  70-unr< 
franchisee  Herman  Li. 

If  Burger  King  keeps  growing,  a  win- 
ning bidder  could  float  the  chain  to  th( 
public  in  three  years  for,  say,  $3.5  billion 
Then  again,  a  failure  for  the  next  buye 
would  be  an  opportunity  for  yet  anothe 
one.  If  the  Arby's  guys — Triarc's  Peltz  an< 
May — drop  out,  we  may  see  them  ye 
again,  says  Michael  Gallo,  who  follow 
Triarc  for  C.L.  King  &  Co.  "What  the 
buy  are  typically  assets  left  for  dead  or  no 
particularly  sought  after." 


Figures  are  multiple 
EBITDA  to  enterprisi 
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Go  beyond  black  and  white.  Get  stunning  color  that's 
urprisingly  affordable  with  the  Xerox  Phaser  8200  printer. 
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>w  every  idea  you  hatch  can  look  brilliant, 
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ed.  With  an  industry-leading  first-page-out  of  only 


9  seconds  and  16  ppm  full  color,  the  Phaser  8200 
is  faster  than  90%  of  today's  office  printers.'  What's 
more,  it's  just  one  of  a  full  line  of  office  printers 
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Fatigued? 

Depressed  mood? 

Low  sex  drive? 

Could  be  your  testosterone 
is  running  on  empty. 

An  estimated  4-5  million  American  men  have  a  medical  condition  called 
hypogonadism,  or  low  testosterone.1  As  some  men  grow  older,  their 
testosterone  levels  decline.  Low  testosterone  (hypogonadism)  can  cause 
low  sex  drive,  fatigue  and  depression  among  other  problems. 


fake  this  quiz 


to  find  out  if  you  should  talk  to  your 
doctor  about  your  testosterone  levels. 


Testosterone  Screening  Test 


YES   NO 


YES   NO 


1.  Do  you  have  a  decrease  in 
sex  drive? 

2.  Do  you  have  a  lack  of  energy? 

3.  Has  your  strength  or 
endurance  decreased? 


4.  Have  you  lost  height? 

5.  Are  you  enjoying  life  less? 


□  □ 

□  □ 

□  □ 

□  □ 

□  □ 


6.  Are  you  sad  or  grumpy?  □   □ 

7.  Are  your  erections  less  strong?  □   □ 

8.  Have  you  noticed  a  recent 
deterioration  in  your  ability       □   □ 
to  play  sports? 

9.  Do  you  fall  asleep  after  dinner?  □   □ 

10.  Has  your  work  performance 
decreased  lately? 


D   D 


If  you  answer  yes  to  question  1  or  7  or  at  least  three  of  the  other  questions,  you  might  have  low  testosterone  levels. 
Fortunately,  you  can  replace  testosterone.  Talk  to  your  doctor  about  restoring  your  sex  drive,  energy  and  mood. 

1.  Available  at  www.fda.gov/fdac/departs/196_upd.html  2.  Morley  JE  et  al.  Saint  Louis  University  Androgen  Deficiency 
in  Aging  Men  (ADAM)  Questionnaire.  Metabolism  2000;49:1239-42. 


Ask  your  doctor  if  testosterone 
replacement  could  help  you. 

For  more  information  please  visit: 

www.mytestosterone.com 


The  online  auctioneer  wants  to  become  a 


mass  marketer— without  losin 


THIS  WAS  A  MEETING  OF  THE  FAITHFUL.  FIVE  THOU- 
sand  vendors,  who  peddle  everything  on  Ebay  from 
270hp  Yamaha  jet  boats  and  Louis  XVI  domed  canopy 
beds  to  breast-enhancement  pills,  gathered  at  the  Ana- 
heim Convention  Center,  not  far  from  Disneyland,  over 
the  first  weekend  of  summer.  They  were  there  to  cheer,  drink  beer 
and  rub  elbows  with  the  company's  chief  executive,  Margaret  C. 
Whitman.  On  stage,  she  celebrated  their  spirited  energy,  talked  up 
the  expanded  "power  sellers"  program  and  offered  health  insur- 
ance through  Physicians  Mutual  for  the  biggest  merchants.  "[At 
some  companies]  customers  some- 
times are  an 


afterthought,"  Whitman  told  the  assembled.  "But  not  at  Ebay!" 
The  line  drew  no  applause,  perhaps  because  these  faithful  ar 
also  fretful.  The  weekend  resembled  something  of  a  cross  betwee;, 
an  Amway  rally  and  an  angry  shareholders'  meeting.  Havin 
sensed  considerable  impatience  on  the  part  of  frequent  vendor 
(those  doing  more  than  $24,000  worth  of  transactions  a  year;[ 
Ebay  trotted  out  its  top  brass  to  embrace  them.  People  waited  Lj 
line  for  an  hour  to  get  Whitman's  autograph — she  signed  cok 
lectible  "Meg  cards,"  T  shirts,  even  a  forehead — and  to  bend  he< 
ear.  "Ebay  really  changed  our  lives,"  says  Corinna  Alberigi  of  Bakl 
ersfield,  Calif.,  who  sells  silver  jewelry  over  the  Web.  The  businesi 
helped  Alberigi  and  her  husband  move  from  a  condo  to  a  four: 
bedroom  house  with  a  three-car  garage.  "I  call  it  the  house  Eba\i 
built." 

But,  oh,  the  grumbling.  "There  are  so  many  people  on  Eba 
that  it's  getting  hard  to  sell,"  complains  James  Dean  of  San  Diegc 
who  sells  $20,000  a  month  of  scuba  equipment  on  the  site.  "We'r 
losing  market  share."  Then  there  are  Ebay's  commissions,  whicl 
rose  in  January  from  1.25%-to-5%  to 
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sy  flea-market  feel.  Not  easy  to  do.  By  Melanie  Wells 


5%-to-5.25%  of  sales,  based  on  the  size  of  the  transaction  (the 
ommission  comes  on  top  of  the  charge  of  30  cents  to  $3.30  to  list 
n  item).  Douglas  Watson  of  Atlanta,  who  sells  $25,000  worth  of 
omputer  accessories  and  sex  toys  a  month,  fumes  that  Ebay  gets 
0%  of  his  gross  take.  Some  folks  wish  Ebay  would  share  more  in- 
ormation  about  buyers  and  their  shopping  habits.  "They  won't 
jve  us  feedback  so  we  can  run  our  business  better,"  says  Barbara 
keson-Dinehart  of  Salt  Lake  City,  who  sells  home  decorations 
Ind  gifts.  Chioma  Fitzgerald  of  Philadelphia  worries  that  as  Ebay 
ecognizes  more  top  sellers,  she  will  lose  status.  "We  want  the  in- 
egrity  of  the  power  sellers  to  remain.  We  felt  special."  As  if  she 
eared  the  wrath  of  the  disgruntled,  Whitman  worked  the  crowd 
vith  three  bodyguards. 

Ebay  has  never  held  a  convention  like  this.  Since  it  sprouted 
rom  the  ground  in  1 995 — everyone  knows  the  apocryphal  story 
)f  founder  Pierre  Omidyar  and  his  girlfriend's  Pez  dispensers 
see  p.  50) — the  company  has  hidden  behind  a  sort  of  cy- 
lerscreen.  It  has  brought  together 
nillions  of  buyers  and  sellers 
iround  the  world,  but  rarely  met 
iny  of  them;  sold  more  than  $21 
million  of  goods  without  ever  tak- 


ing possession  of  them;  tried  to  protect  cus- 
tomers from  crooks  through  its  well-known 
feedback  forum,  while  taking  no  responsi- 
bility for  deals  gone  sour. 

While  much  of  that  won't  change,  Whit- 
man must  reach  out  to  her  constituents.  Ebay 
is  at  the  most  critical  junction  of  its  short  life. 
The  only  pure  Internet  business  model  that 
has  proved  consistendy  scalable  and  success- 
ful, it  owes  much  of  its  good  fortune  to  these 
conventioneers.  The  painful  paradox  for  Ebay 
is  that  in  order  to  maintain  an  upward  tra- 
jectory, it  must  move  beyond  these  small-time 
merchants — without  abandoning  them.  The 
San  Jose-based  company  has  grown  at  a  blistering  rate,  with  both 
revenues  and  net  profits  doubling,  on  average,  every  year.  (In  2001 
it  earned  $90  million  on  $749  million  in  revenues  from  $9.3  bil- 
lion in  merchandise  transactions.) 

Whitman  is  slowing  down  some.  She  wants  to  see  a  mere  45% 
annual  top-line  growth,  and  to  reach  $3  billion  in  revenues,  on 
$30  billion  to  $40  billion  worth  of  goods,  by  2005.  To  hit  that  tar- 
get, Ebay  must  move  beyond  the  basement  to  the  warehouse.  The 
process  is  under  way.  Excess  inventory  sold  by  several  dozen  big 
companies — including  Home  Depot,  Dell  Financial  Services,  IBM 
and  Sharper  Image — accounted  for  4%-plus  of  gross  merchan- 
dise sales  in  the  first  quarter,  up  from  about  zilch  a  year  earlier. 

More  surprising  still,  Ebay  is  also  exploring  a  host  of  offline 
opportunities.  In  a  radical  move  for  a  company  that  has  done 
very  little  marketing,  it  is  pitching  a  TV  show  to 
station  groups  and 


Part  Antiques  Road  Show,  part  Today  show:  Ebay's  new  TV  offering. 


sponsors  with  the  help  of  Sony's 
Columbia  TriStar  and  talent 
agency  William  Morris.  A  slick 
half-hour  program,  it  is  tenta- 
tively called  Ebay  Today.  The 
company  is  also  mulling  brand 
extensions  like  books  and  a 
magazine.  Starting  this  month 
Ebay  began  joint  online  auctions 
with  Sotheby's  for  fine  art,  an- 
tiques and  collectibles. 

But  the  real  drivers  of  ex- 
pansion are  the  giant  retailers 
and  computer  makers  that  need 
a  dumping  ground  for  their  ex- 
cess inventory.  They  get  no  spe- 
cial deals:  KitchenAid  and  Kodak  pay  the  same  commissions  and 
fees  as  the  sellers  of  golf  balls  and  Zippo  lighters.  But  Ebay  category 
managers  are  making  sales  calls  to  large  corporations.  Moreover, 
for  $499  a  month,  instead  of  the  standard  $10-a-month  fee,  big 
players  may  use  their  own  logo,  which  appears  at  the  center  of  the 
screen,  to  stand  out  from  the  25,000  other  vendors  with  Ebay 
Stores  who  are  lumped  into  20-plus  categories.  The  larger  sellers 
often  try  to  unload  multiple — and  identical — items.  Recent  ex- 
amples: a  factory-reconditioned  electric  Razor  scooter  from 
Sharper  Image,  starting  at  $275  (versus  $599  at  retail);  a  Craftsman 
10-inch  compound  miter  saw  had  eight  bidders  at  $71  (compared 
with  a  retail  price  of  $170). 

Whitman  hopes  the  "buy  it  now"  option  will  be  a  strong  draw 
for  large  sellers.  Introduced  in  late  2000,  this  feature  displays  a 
minimum  price  which,  when  met,  brings  an  immediate  end  to  an 
auction.  It  didn't  go  over  big  with  Ebay's  mom-and-pop  sellers  at 
first.  "Customers  were  like,  'What  are  you  doing?'  They  said,  'We 
really  like  this  auction  thing — don't  screw  it  up,' "  recalls  Whit- 
man. Sellers  can  now  choose  to  skip  the  auction  process  entirely — 
a  take-it-or-leave-it  choice — that's  great  for  the  quick  sale  of  items 
like  Palm  handhelds,  but  a  disadvantage  for  someone  selling,  say, 
a  used  Louis  Vuitton  bag  that  might  draw  many  bidders  who 
knock  up  the  price. 

Some  buyers  may  appreciate  the  evolution  of  Ebay  from  a 
giant  yard  sale  to  a  gargantuan  mall.  Would  you  rather  buy  a 
Wieder  weight  system  from  someone  whose  user  ID  is  "foxtrot"  or 
from  Sears?  "If  I  were  a  [small]  seller,  I  would  perceive  us  as  a 


threat,"  says  Chuck  J.  Cebuhar,  a 
Sears  merchandiser  who  manages 
500  hard-good  items  up  for  auc- 
tion on  Ebay.  "It's  going  to  be  in- 
teresting to  see  how  it  works." 

Judging  by  some  of  the  par- 
ticipants at  Anaheim,  none  too' 
well.  At  a  formal  gripe  session 
with  eight  Ebay  executives  that 
weekend,  some  long-time  disci- 
ples expressed  the  feeling  they 
weren't  particularly  well  served,, 
complaining  that  customer  sup- 
port is  inadequate,  that  Ebay 
staffers  know  less  about  navigat- 
ing the  site  than  users,  that  the) 
company  is  slow  to  toss  out  inactive  sellers,  particularly  those  who 
hang  on  to  user  names  that  others  would  like  to  have.  One  re- 
sponse: having  Ebay  marketing  employees  sell  stuff  like  regular 
customers  to  see  what  the  experience  is  like.  Another:  toying  withi| 
a  phone-support  system. 

Ebay  executives  take  the  criticism  to  heart.  Bill  C.  Cobb,  headj 
of  global  marketing,  says  that  an  April  survey  of  4,000  users  fol 
lowed  up  on  what  he  calls  "static."  Says  he:  "We  thought,  'Boy,  arei 
we  losing  touch  with  the  community?' " 

One  way  to  get  back  in  touch  is  through  Ebay  Today.  The  pilot  I 
program,  a  transaction-oriented  variation  on  Antiques  Roadshow, 
begins  with  the  host,  Molly  Pesce,  the  Comedy  Central  regular.  She* 
puts  appraisers  together  with  ordinary  folks  who  bring  their  "Pi- 
cassos"  and  Tiffany  teapots  to  the  show  to  be  auctioned  off  live..' 
Celebrities  like  Tiger  Woods  put  personal  items  up  for  bid  for  char- 
ity. There  are  also  miniprofiles  of  real  Ebayers  who  sell  glass  eyeballs 
or  collect  every  known  Happy  Meal  toy  from  McDonald's. 

But,  clearly,  Ebay  has  mixed  feelings  about  transforming  itself 
from  a  classified-ad  host  into  a  multimedia  brand.  Whitman  goes 
out  of  her  way  to  stress  that  the  show  hasn't  been  picked  up.  "It's 
very  possible  that  some  TV  stations  will  say,  'Actually,  we  don't 
have  any  interest,' "  she  muses.  The  company  has  already  had  one 
major  disappointment  with  high-end,  old-school  auctioneer  But- 
terfield  &  Butterfield,  acquired  in  1999  for  $235  million  in  stock, 
which  has  produced  no  dividends.  "Things  are  always  a  little  more 
complicated  than  you  expect,"  says  Whitman.  "So  we're  going  to 
make  mistakes."  F 


Unbeatable  Strength  in  Numbers 


With  46  mi-;  ^national  markets  and  325  million  page  views  each  day,  Ebay  has  left  competitors  behind. 

$14  million  The  most  expensive  home  listed  recently  on  Ebay  (a  manor  on 

7  acres  in  Atlanta— no  takers  yet). 
40%  Of  all  items  on  Ebay  are  collectibles  (the  rest  are  "everyday"  items). 
24.3  minutes  The  average  length  of  time  users,  mostly  men,  spend  per 

visit  to  the  site. 
$4.9  million  The  record  price  paid  for  an  item  on  Ebay— a  Gulfstream  II  jet. 
1  The  number  of  sport  utility  vehicles  sold  every  30  minutes  on  Ebay. 

■Sources:  Ebay:  Media  Melrix. 


I 


70     FORBES.  July  22, 2002 


Special  Advertising  Feature 


^  Summerall     /^ 

>-n  i cress  I  Stories 


Advanced  Technology  Group  |  1800  N.E.  25th  •  Hillsboro,  OR  97124  •  (503)  693-9209 
'.vww. atgweb.com  |    Architectural  and  mechanical  construction  services. 

Ambling  Companies,  Inc.  |  348  Enterprise  Drive   •  Valdosta,  GA  31601   •   (229)244-2800 
\\  w w.amDling.com  |  Develops,  constructs  and  manages  student,  military  and  family  housing. 

Apollo  HVAC  Corporation  |  225  North  Fehrway  •  Bay  Shore,  NY  11706  •  (631)  242-8787 
kvvvw.apollohvac.com  |    HVAC  design,  construction,  service  and  maintenance  since  1972. 

A/Z  Corporation  |  7  Lorenz  Industrial  Parkway  •  Ledyard,  CT  06339  •  (860)  464-8944 
v.a-zcorp.com  |    Construction  •  Operations  •  Facility  Maintenance  Services. 

Jellevue  Woman's  Hospital  |  2210  Troy  Road  •  Niskayuna,  NY  12309  •  (518)  346-9400 
vv\vH\bellevuewoman.org  |  The  distinctive  leader  in  the  provision  of  health  care  for  women. 

Borders  Melon  Company  |  P.O.  Box  299  •  Hargill,  TX  78549  •  (956)  383-0712 
Now  ell  Borders:  the  largest  grower  of  watermelons  in  North  America. 

Canvon  Ranch  |  8600  E.  Rockcliff  Rd.  •  Tucson,  AZ  85750  •  (800)  742-9000 
wwn.canyonranch.com  |  Legendary  healthy  lifestyle  vacation  adventure. 

Catholic  Medical  Center  |    100  McGregor  Street   •  Manchester,  NH  03102  •  (603)  668-3545 
www. catholicmedicalcenter.org  |  Comprehensive  acute  hospital  and  regional  tertiary  cardiac  center. 

Data  Reduction  Systems  Corporation  |  1323  Burnet  Ave.  •  Union,  NJ  07083  •  (908)  687-5636 
www.drscorp.com  |  Information  management  products,  services  and  software  solutions. 

Desert  Regional  Medical  Center  |  1150  N.  Indian  Cyn.  Dr.  •  Palm  Springs,  CA  92262  •  (760)  323-6511 
w  uw.desertmedctr.com  |  Regional  trauma  center  with  complex  comprehensive  specialty  services. 

Furness  Golf  Construction  Inc.  |  10505  Metz  Road  •  Ellsworth,  MI  49729 

(231)  536-1551  |  A  golf  course  builder  who  is  quality  driven  and  uniquely  artistic. 

Global  Resource  Management,  Inc.  |  250  Pinnacle  Way  •  Norcross,  GA  30071  •  (770)  729-1007 
www.grmi.net  |  IT  and  telecommunications  consulting,  staff  augmentations  and  operations. 

Heel,  Inc.  |  11600  Cochiti  SE  •  Albuquerque,  NM  87123  •  (800)  621-7644 
www.heelusa.com  |  The  worldwide  leader  in  combination  homeopathic  pharmaceuticals. 

James  H.  Anderson,  Inc.  |  2030  Janice  Ave.  •  Melrose  Park,  IL  60160  •  (708)  345-2400 
www.jha-act.com  |  HVAC  contractor/cleanroom  design/ builders  of  sterile  environments. 

Levin,  Papantonio,  Thomas,  Mitchell,  Echsner  &  Proctor,  PA.  |  316  S.  BaylenSt,  #600  •  Pensacola,  FL  32501 
(850)  435-7000  |  www.levinlaw.com  |  Plaintiff's  tort  firm  headed  by  renowned  trial  lawyer  Fred  Levin. 

Medical  Pain  Management  Services  |  1235  N.  Mulford,  Ste  222  •  Rockford,  IL  61107  •  (815)  397-8400 
www.medicalpain.com  |    Comprehensive  specialized  pain  management. 

Odessa  Regional  Hospital  I  520  E.  Sixth  Street  •  Odessa,  TX  79761  •  (915)  334-8200 
www.odessaregionalhospitaI.com  |    Odessa  Regional  Hospital  specializes  in  women's  services. 

On  The  Move  Inc.  |  29620  IH-10  West  •  Boerne,  TX  78006  •  (800)  645-9949 
www.onthemovetrucks.com  |    Leases  trucks  with  your  graphics  for  rental  to  the  public. 

OpTx  Corporation  |  304  Inverness  Way  South,  Ste  365  •  Englewood,  CO  80112  •  (303)  623-7700 
www.healthierpractices.com  |  OpTx  Corporation  is  an  oncology  software  and  services  company. 

^Parsons  Electric  |  5960  Main  Street  N.E.  •  Minneapolis,  MN  55432  •  (763)  571-8000 
www.parsonscorp.com  |  Electrical  -  Technology  -  Technical  services  for  over  75  years. 

^Phvton,  Inc.  |  95  Brown  Road  •  Ithaca,  NY  14850  •  (607)  257-5058 
www.phvton-inc.com  |  Develops  and  manufactures  valuable  plant-derived  compounds. 


91767 

Hospital. 


'Pomona  Vallev  Hospital  Medical  Center  |  1798  N.  Garey  Avenue  •  Pomona,  CA  917 
(909)  865-9500  •  www.pvhmc.org   |   Community  healthcare  from  the  region's  only  100  Top 

'TIES  |  1667  Snelling  Ave.  North  •  St.  Paul,  MN  55108-2131  •  (651)  999-6000 
www.ties.kl2.mn.us  |  TIES  offers  cost-effective  technology  solutions  for  K-12  schools. 

'The  Yates  Companies,  Inc.  |  One  Gully  Ave,  PO  Box  456  •  Philadelphia,  MS  39350  •  (601)  656-5411 
www.yatescompanies.com    |    Top  quality  engineering  and  construction  services  throughout  the  US. 

'Valentine  Surfacing  Company  I  14018  NW  Third  Court  •  Vancouver,  WA  98685  •  (360)  574-2313 
www.valentinesurfacing.com  [  Western  US  asphalt  recycling  and  reclaiming  contractor. 


'  Summerall  Success 
Stories,  as  seen  week- 
days on  The  Fox  News 
Channel  nationally, 
spotlights  companies 
and  organizations  that 
define  "success."  Each 
has  demonstrated  strong 
leadership,  growth  and 
community  involvement 
and  is  worthy  of  your 
patronage." 

-  Pat  Summerall 


As  seen  on 
The  Fox  News 
Channel! 

Tues.  -  Thurs. 
between  1:30  -  2:00 
between  5:30  -  6:30 
P.M.  EST 
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Learn  more  about  these  up-and-coming  companies  by 
visiting  their  web  sites  or  contacting  them  directly. 


Made  possible  by: 

Pat  Summerall 
Productions 

Richardson,  Texas 

(972)  907-2525 
patsummerall  .com 
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CARLOS  GHOSN  transformed  Nissan.  You  ain't  seen 
nothing  yet,  he  vows.  by  benjamin  fulford 


UNTIL  RECENTLY  THE  ROLE 
model  for  managers  at  Japa- 
nese companies  was  General 
Electric's  Jack  Welch.  Now 
there's  a  new  hero  to  talk 
about:  Carlos  Ghosn,  the  outsider 
brought  in  to  rescue  a  nearly  bankrupt 
Nissan  Motors  in  1999.  In  three  years 
Ghosn  shrank  the  payroll  by  29,000 
workers,  cut  the  company's  roster  of 
suppliers  by  60%  and  revived  the  line- 
up of  new  models.  For  the  six  months  to 
Mar.  31  Nissan's  9.3%  EBIT  margin 
(profit  before  interest  and  taxes)  was 
better  than  the  latest  annual  EBIT  mar- 
gins at  any  of  the  world's  1 1  other  mass- 
market  automakers. 

Chapter  two  of  the  Ghosn  saga  has 
just  begun.  It  could  be  as  exciting  as  the 
first.  The  plot  line:  Ghosn  takes  his  global 
car-production  techniques  to  Renault, 
the  French  firm  that  bailed  out  Nissan 
with  a  $7  billion  cash  infusion,  installed 
Ghosn  and  owns  44.4%  of  Nissan's 
stock.  Ghosn,  48,  is  scheduled  to  be  ele- 
vated to  chief  executive  of  Renault  in 
2005  while  retaining  that  title  at  Nissan. 
The  voluble  Ghosn  relishes  his  fame 
as  a  turnaround  magician.  Says  he:  "The 
Japanese  public  sees  in  Nissan  a  com- 
pany that  is  representative  of  problems 
that  many  Japanese  corporations  face. 
The  fact  of  turning  Nissan  around  in  a 
clear,  neat  way  is  a  strong  message  of 
hope  in  Japanese  society.  People  stop  me 
in  the  street  and  say gambatte  [go  for  it!] 


and  wish  me  luck." 

How  did  he  do  what  he  did?  By  hav- 
ing a  "near-death  experience,"  Ghosn 
says,  Nissan  discovered  excesses  that  more 
routinely  profitable  companies  let  pass. 
Nissan,  whose  $50  billion  in  annual  sales 
makes  it  the  seventh-largest  auto  com- 
pany (just  behind  Honda),  managed  its 
transformation  while  relying  on  cars  de- 
signed when  it  was  a  cash-strapped  bas- 
ket case.  This  year  will  be  the  most  dra- 
matic so  far  in  the  rehabilitation,  with  a 
dozen  models  produced  under  star  de- 
signer Shiro  Nakamura  (poached  in  very 
un-Japanese  style  from  Isuzu  Motors). 

Not  everything  will  go  smoothly.  Nis- 
san's remodeled  Altima,  designed  by 
American  Bruce  Campbell  and  just 
named  North  American  car  of  the  year 
by  an  association  of  automotive  journal- 
ists, has  drawn  more  than  its  share  of 
complaints  about  manufacturing  defects. 
The  knocks  caused  Nissan  overall  to  fall 
to  sixth  in  the  J.D.  Power  ratings  of  initial 
customer  satisfaction,  below  Detroit's  Big 
Three.  "We're  naturally  disappointed," 
says  Emil  Hassan,  who  must  address  the 
issues  as  quality  chief  for  Nissan  North 
America. 

North  American  sales  of  Nissan's 
top-end  Infiniti,  meanwhile,  were  up 
34%  in  May  from  the  year-earlier  month, 
thanks  to  a  redesigned  line  called  the  G35. 
Although  Infiniti  still  badly  trails  mar- 
ques like  Lexus,  BMW  and  Mercedes  in 
this  important  market,  Nissan  officials 
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March-ing  orders:  Compacts  built 

on  a  common  platform  with  the 

French  are  hot  in  Japan. 


"Now  Renault  is  taking  Nissan's  skills  in 
manufacturing,  engineering  and  quality." 


say  that  more  focused  marketing  and 
better  design  will  change  that. 

In  Japan,  the  March,  a  compact  car 
with  e-mail  capabilities,  became  the  first 
car  to  be  built  using  a  common  chassis 
with  Renault.  By  globalizing  design  in 
this  fashion,  Ghosn  says,  Renault  and 
Nissan  can  each  save  20%  on  develop- 
ment costs.  The  March  has  received  at 
least  55,000  orders  in  the  not-quite  three 
months  since  its  introduction,  making  it 
the  third  most  popular  car  in  Japan. 

If  you  want  a  sense  of  what  global- 
ization is  all  about,  look  at  Nissan.  Ghosn 
had  to  bridge  four  distinct  cultures,  at 
the  French  Renault,  the  Korean  Samsung 
Motors  (a  troubled  Korean  automaker 
bought  by  Renault  in  1999),  the  Japanese 
Nissan  and  the  very  Americanized  Nissan 
North  American  operations. 

"Going  truly  global  gives  you  a  huge 
advantage,  but  it  is  difficult  to  imple- 
ment," says  the  Brazilian-born, 
Lebanese- raised,  French-educated  boss. 
Ghosn  was  able  to  draw  on  his  experi- 
ence in  turning  around  a  militantly 
unionized  work  force  at  a  Goodrich 
Uniroyal  plant  in  the  U.S.  after  he  was 
put  in  charge  by  owner  Michelinin  1990. 
There  he  was  abl  to  \  ce  most 
unionized  workers  th.u  id  job 

definitions  was  in  their  o 
The  key,  he  says,  is    i  stamp  oui  "emo- 
tional parasitism,"  or  defi  thing 


different  from  your  way  as  wrong. 

This  philosophy  was  put  into  prac- 
tice by  Kouji  Hori,  the  head  of  the 
French/Japanese  team  that  put  together 
the  March.  When  his  engineers  came  to 
look  at  the  platform  their  Renault  coun- 
terparts put  together,  they  were  pleas- 
antly surprised  by  innovations  that  made 
the  ride  smoother  and  the  car  more  raa- 
neuverable.  At  the  same  time,  though,  the 
Nissan  engineers  thought  the  overall  re- 
sult looked  "clunky"  and  had  room  for 
improvement.  "It  took  a  lot  longer  to  put 
together  than  if  only  Nissan  engineers 
had  done  it,  because  we  had  to  have  reg- 
ular meetings  to  iron  out  differences," 
says  Hori,  49.  But,  he  continues,  the  end 
result  is  clearly  better  than  anything  Nis- 
san could  have  produced  on  its  own. 

Renault,  though,  has  yet  to  reap  the 
full  benefit  from  its  own  investment  in 
improving  Nissan.  Nissan  now  has  a 
market  capitalization  that  is  double  that 
of  Renault,  even  though  Renault  owns 
that  44.4%  share  of  Nissan,  while  Nissan 
owns  15%  of  Renault.  The  implication 
is  that  investors  view  Renault  as  pretty 
close  to  worthless  apart  from  its  owner- 
ship of  Nissan  shares. 

"Renault  has  already  given  a  lot  in 

is  of  best  practices,  people,  manage- 

rtc,  to  Nis  .an,"  Ghosn  says.  "And 

lit  is  1       ig  some  of  Nissan's 

skill     n  terms  of  manufacturing,  engi- 


neering and  management  of  quality.  We 
are  not  at  our  full  potential  in  terms  of 
synergy.  We  have  established  common 
platforms,  but  until  we  market  them  we 
get  no  benefit.  March  is  the  first  and! 
Cube,  another  Nissan  small  car,  will! 
come  later  in  September.  But  Renault 
cars  will  not  come  until  much  later." 

Nissan  expects  its  European  sales  to 
stay  flat  this  year  but  to  enjoy  a  rise  of' 
6%  in  Japan  and  6.2%  in  the  U.S.  even 
though  it  foresees  the  total  U.S.  market 
shrinking.  Ghosn  aims  to  add  28  Nissan 
models  and  boost  sales  by  40%  by  2004, ' 
while  cutting  costs  by  15%  and  regularly, 
posting  an  EBIT  margin  of  8%. 

The  early  signs  are  good.  Nissan  is : 
selling  all  the  Altimas  and  Marches  it  can 
produce.  Other  new  cars  are  also  posting 
double-digit  sales  growth.  To  help  sell 
more,  Nissan  is  building  big  new  facili- 
ties in  Smyrna,  Tenn.  and  Canton,  Miss. 
In  Japan  the  capacity  utilization  of  its  I 
plants  has  gone  from  51%  two  years  ago 
to  75%  today. 

Nissan  is  hiring  1,000  engineers  in 
Japan  to  design  those  new  models  and 
work  on  power  trains,  including  some, 
using  fuel  cells.  "Nissan  is  reconstituting, 
its  technology,  rebuilding  its  brand.  This 
is  not  theory,  this  is  fact,  this  is  reality," 
Ghosn  says.  There's  a  little  bit  of  hubris : 
in  this  kind  of  talk — but  Ghosn  is  enti- 
tled to  be  boastful.  F 

►  By  the  Numbers 

All  Up  From  There 

Huge  Nissan  was  in  dire  straits  when 
it  turned  to  Carlos  Ghosn  in  1999. 

$20  billlOn  Debt  load  that  year. 
I  Losing  years  out  of  the  previous  8. 
xUoU  Peak  year  for  production. 

Source:  Nissan. 
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Liquid  crystal  television     Av^U  U  J 


Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 


be  sharp 
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Make  It  Your 
Business  Destination. 
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d  Balanced  News" 


Forbes  on  FOX  is  the  premier 
weekend  business  destination. 
It's  where  business  insiders 
share  their  insights  and  make 
sense  of  complex  economic 
news.  It's  where  you  go  for 
hot  tips  and  smart  ideas. 
Forbes  on  FOX  will  give  you 
more  usable  information 
in  one  engaging  hour  on 
the  weekend  than  a  lot  of 
business  trips  give  you  in 
one  week. 
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We  report.  You  decide 


Shiseido 


Hope 
In  a  Jar 

A  chic  Shiseido?  The  Japanese 
cosmetics  giant  has  a  U.S.  retail  push 
that  is  part  Barneys,  part  Limited— 
and  all  up  market. 


BY  LEIGH  GALLAGHER 


ON  A  MIDSPRING  MONDAY  EVENING,  THE  GO  LOUNGE  IN 
downtown  Manhattan  was  humming.  A  DJ  spun  dreamy 
electronic  music  as  fashion  magazine  editors,  models 
and  other  hipsters  sipped  blue-tinted  cocktails.  The  scene, 
down  to  the  blue  and  white  lights  beaming  images  of 
rippling  water  on  the  wall,  was  engineered  by  Shiseido,  a 
130-year-old  Japanese  cosmetics  giant,  to  launch  a  line  of 
skin-care  products  packaged  in  blue  and  white. 

Cool  and  blue  is  not  exactly  how  Shiseido  comes  off 
at  home.  There  it  sells  about  80  brands,  mostly  to  the 
type  of  women  who  would  buy  Revlon  or  Maybelline  in 
U.S.  drugstores.  By  dint  of  that  mass  market,  it  is  the 
world's  fourth-largest  cosmetics  company,  with  sales  of 
$4.7  billion,  trailing  L'Oreal,  Procter  &  Gamble  and 
Unilever.  But  the  home  market  isn't  looking  so  promis- 
ing these  days,  not  when  that  base  is  aging  and  competi- 
tors are  chipping  away.  In  its  Mar.  3 1  fiscal  year  it  re- 
ported its  fifth  straight  year  of  sales  declines,  and  a  loss  of 
$180  million. 

So  Chief  Executive  Morio  Ikeda,  in  office  a  year,  has 
in  mind  a  makeover.  He  wants  to  boost  overseas  rev- 
enue, now  rising  smartly,  to  40%  of  the  total  within  ten 
years,  up  from  22%  now.  And  most  of  that  business  is 
going  to  come  from  pricier  goods.  "We  have  to  make  it 
our  mission  to  win  at  the  American  market,"  he  says 

American  beauty:  President  Heidi  Manheimer  aims  to  give 
the  venerable  cosmetics  maker  a  new  foundation  here. 


' 


Aquila 


Who  helps  you  leap  those  gaps  between  risk  and  success?  Aquila.  [ah-KWiL-uh]. 
Changing  regulations.  Evolving  business  models.  Price  volatility.  No  wonder  you're  facing  more 
risks.  That's  where  you  need  Aquila.  We  transform  your  risk  into  opportunity.  We  partner  with 
you  to  assess  your  risks  and  create  exceptional  solutions  for  your  business.  We  combine  and 
leverage  our  experience  as  a  leading  wholesale  merchant  with  our  assets,  risk  management 
expertise  and  capital  solutions.  It's  your  basic  giant  leap  forward.  1-800-891-3687.  aquila.com. 


Shiseido 

through  a  translator  via  videophone  from 
Tokyo.  The  premium  cosmetics  business 
here  is  dominated  by  Estee  Lauder  and 
L'Oreal.  Ikeda  wants  to  be  number  three 
in  five  years. 

It  won't  be  easy.  Shiseido  first  entered 
the  U.S.  in  1962,  selling  to  Hawaii's  Asian 
population.  But  operations  were  managed 
from  Tokyo,  and  marketing  messages  were 
confusing  when  they  were  sent  at  all.  In  20 
years  the  Shiseido  brand  nudged  up  from 
1.2%  to  1.5%  in  department-store  market 
share,  according  to  consulting  firm  Mot- 
tus  &  Associates  (Clinique,  Estee  Lauder 
and  Lancome  have  19.9%,  19.3%  and 
13.3%,  respectively).  "You'll  always  find  a 
Shiseido  product  in  a  makeup  artist's  bag," 

First  blush:  The  initial  Aura  Science 
store  may  lead  to  500  others. 


a  Bloomingdale's  merchandising  trainee  at 
age  22.  "There  were  a  lot  of  things  that  were 
in  place  but  were  maybe  not  communi- 
cated or  represented  in  the  right  way." 
Manheimer  is  drawing  on  Shiseido's 
booming  business  at  home  in  whitening 
products,  creams  intended  to  erase  age 
spots  and  signs  of  sun  damage.  Shiseido 
Japan  leads  the  category  with  a  line  called 
Whitess;  Manheimer  has  introduced  a  sim- 
ilar product  under  the  Qiora  name  in  the 
U.S.  market.  Her  timing  was  right:  U.S. 
beauty  magazines  are  starting  to  preach  the 
Japanese  ways.  Shiseido  introduced  an  an- 
tiwrinkle  cream  in  the  Cie  de  Peau  line  at  a 
stunning  $450  for  a  6-ounce  jar.  Man- 
heimer created  a  version  under  the  Shiseido 


seido,  with  its  $150  million  R&D  budget, 
develops  and  manufactures  the  products 
for  the  shops,  called  Aura  Science,  and  Lim 
ited  handles  everything  else.  (The  division 
is  run  by  two  veteran  cosmetics  executives 
poached  from  Avon  and  Estee  Lauder.)  Tha 
first  store  opened  in  April  in  ColumbusJ 
Ohio,  where  Limited  is  headquartered;  nina 
more  are  planned  for  this  year.  Ikeda  sees 
room  for  500  stores  in  the  U.S.  by  2007; 
Wexner,  who  doesn't  know  how  to  do  anyH 
thing  small,  projects  revenues  of  $  1  billion]  I 
Shiseido  still  has  a  lot  to  prove.  In  Mai 
Ikeda  boldly  predicted  that  his  compan)| 
would  net  $210  million  in  the  current  fis 
cal  year,  thanks  to  writedowns  that  con 
tributed  to  last  year's  loss  and  to  cost-cut 


-**      I 


says  Lu  da  Well.-,,  editor  in  chief  of  Allure, 
the  consumer  beauty  bible.  "But  it's  been 
almost  too  esoteric.  They  need  to  let  people 
know  about  it." 

Shiseido  has  i,[  nt  the  past  five  years 
gearing  up,  mimicking  the  multibrand 
strate]  udei       ich  has  grown 

to  control  U.S.  top-drawer  prod- 

uct salt  i\  ,.  i   ands  that 

ments. 

'  i  named 

ismet- 

oi  the 

'  1  he 


cater  to  d 
Then  ea 
Heidi  Mai 
ics  for  retail 
U.S.  divisi.  i 
"new"  Shiseido  i. 
"Shiseido  ne< 
stood,"  says  Vlanh 
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N 


brand  that  will  hit  shelves  this  fall  at  $220. 

So  far,  most  marketing  is  wholesale. 
Shiseido  spent  just  $8  million  in  total  ad- 
vertising in  the  U.S.  last  year — not  even 
what  Estee  Lauder  spends  to  market  a  sin- 
gle product.  Shiseido  products  are  in  750 
department  stores,  compared  with  2,000 
each  for  Clinique,  Lancome  and  Estee 
Lauder. 

But  Shiseido  has  another  trick  up  its 
sleeve — a  partnership  with  Leslie  Wexner's 
Limited  Brands,  one  of  the  world's  best  re- 
tail outfits.  Three  years  ago  Shiseido  teamed 
up  with  limited  to  develop  a  new  chain  of 
cosmetic  s  specialty  stores  that,  if  the  con- 
cepl  succeeds,  could  do  for  cosmetics  what 
Victoria's  Secrel  did  for  underpants.  Shi- 


ting  measures  like  thinning  brands  ancl 
trimming  sales  costs  in  Japan.  The  rosy  out- 
look explains  why  Shiseido's  stock,  at  a  re 
cent  $13  for  the  ADR  representing  on<| 
Japanese  share,  is  brushing  up  against  it  I 
52-week  high,  giving  the  firm  a  marke 
value  of  $5.5  billion.  "The  expectations  an 
reasonable,"  says  Ritsuko  Tsunoda,  wh< 
covers  the  firm  for  Merrill  Lynch  (whid 
does  not  do  any  underwriting  for  Shi 
seido).  "The  company  is  very  committei 
to  change." 

But  Shiseido  has  a  history  of  writin; 
down  inventory;  it  has  also  made  past  at 
tempts  to  break  into  the  U.S.  market.  Jus 
like  its  wrinkle  creams,  it  is  trading  as  mud 
on  hope  as  reality. 
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Southeast  Ohio 


n  the 


by  Duane  R.  Meyers 


Since  the  early  1 7th  cent 
when  European  traders 
and  settlers  first  explored 
the  New  World,  Appalachia 
has  been  a  land  of 
mystery  and  mythology 
Partly  because  its  hills 
and  valleys  formed 
opographical  boundaries 
lat  allowed  immigrants  to 
isolate  themselves  into 
pockets  of  self-reliant 
communities,  Appalachia 
ecame  a  patchwork  of  many 
listinct  clans  and  cultures,  all 
which  contributed  their  own 
stories,  songs,  dances  and 
values  to  the  folklore  of 
America's  earliest  frontier. 


J. 


ch,  www.celuch.com 
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Because  few  from  these  small 
societies  ventured  outside 
"the  hills"  to  serve  as  ambas- 
sadors to  the  rest  of  the  new  nation, 
few  outside  understood  and  appre- 
ciated Appalachia  for  what  it  really 
was:  a  rich  cultural  mix  of  diverse 
ancestries  wound  tightly  into  nearly 
self-sufficient  societies.  Appalachia's 
colonial  neighbors  circulated  colorful 
stories  of  the  territory  and  its 
denizens  that  both  romanticized  and 
maligned  them  for  their  simplicity  of 
life,  unassuming  natures  and  clever 
entrepreneurial  spirit. 

With  the  Industrial  Revolution, 
Appalachia  gained  recognition  as  a  land 
rich  in  natural  resources  —  timber,  iron  ore, 
coal  and  oil  —  capable  of  fueling  and  sup- 
plying urban  factories.  Burgeoning  com- 
panies found  in  ambitious  immigrants  to 
the  new  Northwest  Territory  a  humble  lot 
with  a  solid  work  ethic,  willing  to  furnish 
their  urban  brethren  with  the  cheap  fuel 
and  raw  materials  needed  to  run  the  fac- 
tories, build  the  homes  and  heat  the  cities 
of  a  young  nation.  It  was  during  this  era  of 
company  towns,  mule-drawn  canal  boats 
and  steam-powered  technology  that  a  cat- 
alog of  unflattering  myths  about  the 
Appalachian  people  gained  a  foothold  in 
the  urban  imagination  —  one  that  would 
hold  its  ground  for  centuries. 

Today,  however,  those  who  move  busi- 
nt  ;s  ar.i  learning  that  Appalachia  Ohio  is 

Wos  i  Ability 

And /v 

It  is:; 
receiving  rav 
executives  throin.i 

"Contrary  to  the  ima  ai 

Appalachian  population,  our  emr 
tend  to  be  very  young  —  Most  are  i 
late  20s,"  says  Ron  Bubar,  executh 


president  of  Luigino's  in  Jackson.  "They're 
extremely  hardworking  people  who 
understand  a  good  day's  work  for  a  good 
day's  pay.  I've  worked  with  other  opera- 
tions in  other  areas,  and  I  would  say  that 
Southeast  Ohio's  workforce  will  stand 
with  the  best  of  them." 

Adds  John  Archer,  vice  president  of 
Betlin,  Inc.,  in  Coolville:  "When  Betlin, 
Inc.,  needed  to  expand  its  workforce  out- 
side of  Columbus,  we  found  Southeast 
Ohio  to  have  the  three  most  important 
factors  we  were  looking  for:  1 )  the  avail- 
ability of  facilities  and  an  adequate  road 
system  from  Columbus;  2)  an  economic 
development  organization  willing  to  go 
the  extra  mile;  and  3)  an  abundant  work- 
force with  the  proper  work  ethic.  We  have 
been  extremely  pleased  with  the  quality  of 
the  workforce  that  has  been  willing  and 
able  to  learn  new  skills.  More  importantly, 
the  people  genuinely  care  about  the  qual- 
ity of  their  work  —  a  skill  that  just  cannot 
be  taught!" 

Indeed,  many  executives  note  that 
Appalachian  workers  in  Ohio  consistently 
top  national  averages  in  attendance,  work 
ethic,  safety,  quality  production  and  the 
ability  and  desire  to  learn  new  skills  and 
technology.  But  one  attribute  that 
far  outstrips  all  the  others  is  com- 
pany loyalty,  which  means  the 
human  resources  door  doesn't 
revolve  and  that  skills  taught  and 
fine-tuned  by  the  company  stay 
put  for  many  years. 

"In  this  locale,  we  attract  a  qual- 
ity workforce  that  is  attuned  to  the 
manufacturing  mentality,"  says 
Ken  Briggs,  director  of  human 
resources  at  Cincinnati  Milacron  in 
Mount  Orab.  "We  found  a  low 
bsentee   rate   and   unequaled 
oany  loyalty.  In  fact,  the  aver- 
ngth  of  service  is  16  to  18 
Our  employees  all  share  a 
Family'  mentality  inside 


Statistics  show  a  ready  workforce  exist 
throughout  the  29-county  region,  whej 
unemployment  percentages  exceed  tl 
rest  of  the  state.  While  Appalachians  w 
state  a  strong  preference  to  work  with 
their  communities  of  residence,  it  is  m 
uncommon  for  them  to  commute  sont 
distance  to  work.  In  the  remote  areas  I 
the  region,  that  can  mean  commutes  | 
far  as  75  miles  one  way. 

"IPS  has  hired  its  entire  workforc 
from  within  Monroe  County  and  I  coij 
not  be  more  pleased  with  the  results 
notes  Rich  Libby,  president  of  Industri 
Paint  &  Strip,  Inc.,  in  Woodsfield.  "W 
have  found  capable  and  qualified  peop 
to  fill  all  our  positions  from  labor  to  supe 
vision/management  as  well  as  peop 
with  the  necessary  background  to  fill  o 
technical  positions." 

Quality  of  life  issues  quickly  separa 
Southeast  Ohio  from  its  urban  count( 
parts,  and  it  is  not  uncommon  for  nativ 
of  the  region  to  return  later  in  their  adt 
lives  after  they  have  established  thi 
careers  elsewhere.  Community  spir 
security  and  a  more  relaxed  pace  of 
lure  managers  to  return  to  raise  famili 
in  the  safe  and  nourishing  confines 


A  technician  conducts  research 
at  Dover  Chemical  Co. 


Wli  vorks  together, 

quite  powerful. 


Powerful  resources.  Precision  timing.  Proven  expertise.  That's  what 
makes  a  truly  outstanding  performance.  And  that's  what  makes  AEP 
stand  out.  With  holdings  across  the  energy  spectrum — natural  gas 
lines  to  barges,  coal  mines  to  rail  cars — coupled  with  vast  generation 
resources,  we've  built  our  business  model  on  a  foundation  of  solid, 
diverse  assets.  And  we  keep  our  portfolio  dynamic,  with  the  flexibility 
to  take  advantage  of  each  new  opportunity  at  the  right  time.  For  an 
energy  leader  with  the  expertise  to  put  its  resources  to  work  for  you, 
one  stands  above  the  rest.  AEP. 

aep.com 


ELECTRIC 
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AEP  is  a  proud  sponsor  of  Cirque  du  Soleil  2002  North  American  Tours 
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their  hometowns.  Many  native  Appalachi- 
ans return  to  retire  in  a  place  that  allows 
them  to  give  back  to  the  community  that 
reared  them. 

"Once  you  live  here,  you  find  a  quiet 
town,  a  relaxed  place  where  you  get  to 
know  people  and  where  you  can  get 
something  done,"  explains  Mike  Chuich, 
vice  president  and  general  manager  of 
Detroit  Diesel  in  Cambridge. 

After  a  36-year  absence,  Coshocton 
native  Rick  Merrill  returned  recently  to 
his  hometown  as  plant  manager  of 
Annin  &  Co.,  a  manufacturer  of  U.S. 
flags  that  had  just  moved  into  an 
expanded  facility.  During  his  tenure,  the 
plant  has  tripled  the  size  of  its  work- 
force to  376  without  the  loss  of  quality 
or  productivity. 

"The  amount  of  pride  these  employ- 
ees take  in  the  product  is  incredible," 
Merrill  states  with  an  equal  amount  of 
pride  and  admiration  in  his  workers. 
"These  flags  simply  don't  leave  here 
unless  the  employees  are  perfectly  sat- 


Wood  Products: 

Much  of  Southeast  Ohio  is 
forested.  More  than  two-thirds 
of  Ohio's  7.6  million  acres  of  tree 
cover  are  located  within  the  29- 
county  Appalachian  region.  With 
30%  of  this  resource  forested, 
Ohio's  wood  products  industry 
exceeds  $7  billion  annually. 
Ohio's  related  manufacturing 
facilities  (sawmills,  pulp  mills, 
veneer  shops,  basket  weavers, 
furniture  assembly,  etc.)  employ 
more  than  70,000  and  generate 
a  $1  billion  payroll. 


Coal: 

Power  is  abundant  and  inex- 
pensive, due  mostly  to  the 
region's  wealth  and  widespread  avail- 
ability of  natural  resources.  Nearly  90% 
of  the  electricity  produced  in  Ohio  burns 
coal,  the  vast  majority  of  which  is  mined 
in  Ohio's  Appalachian  counties.  Contin- 
uing advancements  in  technology  and 


Appalachia  Ohio  boasts  abundant  natura 
resources  for  business  and  industry. 


Total  annual  tonnage  on  the  Ohio 
River  and  Lake  Erie  surpasses  the 
amount  of  cargo  moving  through 
the  Panama  Canal. 


isfied  with  their  work.  They  understand 
what  their  product  represents  to  the  cit- 
izens of  the  United  States." 

Natural  Resources  Power  Growth 

Industrial  site  selectors  are  •discovering 
that  even  after  centuries  as  America's  sup- 
plier of  raw  materials,  Ohio's  Appalachian 
region  remains  plentiful  in 
It  is  among  the  world's  i 
regions  for  wood  and  fossil  fu<_ 


environmental  research  are  allowing 
wider  and  cleaner  use  of  this  region's 
vast  storehouse  of  high-sulfur  coal. 

Energy  forecasts  expect  coal  to  fuel 
at  least  half  of  U.S.  electric  power  pro- 
duction through  2015.  With  roughly  3 
billion  tons  of  coal  reserves,  Ohio  has  a 
250-year  supply  under  current  demand. 

According  to  the  Edison  Electric  Insti- 

Ohio's  industrial  electric  rates 

below  the  national  aver- 


age, and  the  utilities  serving  Ohi< 
Appalachian  area  have  some  of  t 
lowest  rates  in  the  state. 

The  region  features  13  power  plar 
with  a  total  generating  capacity 
16,879  megawatts  —  roughly  61  %j 
Ohio's  total  generating  capacity.  Sir 
1999,  nine  additional  gas-fired  pov 
plants  have  either  begun  constructs 
been  approved  for  construction  or ; 
pending  approval  by  the  Ohio  Pov. 
Siting  Board. 

As  Governor  Bob  Taft  says,  "Yo 
never  have  to  worry  about  the  lig 
going  out  in  Ohio." 

Innovative  Land  Use: 

Ohio  maintains  some  of  the  m 
stringent  environmental  standard: 
the  nation,  and  the  Ohio  Coal  Asso< 
tion  is  committed  to  putting  post-mil 
land  to  economic  and  recreational  i 
Ohio  has  received  several  natic 
awards  from  the  Federal  Office  of  J 
face  Mining  for  reclamation  exceller 
Ohio  coal  companies  make  reclain 
land  not  only  productive  but  som< 
Ohio's  most  beautiful  landscape. 

A  wonderful  example  runs  along 
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op  10  reasons  to  locate  in 
hio's  Appalachian  Region: 

Available  Workforce 
Low  Cost  Energy 
Transportation  Network 
Skilled  Workforce 
Technology  Infrastructure 
Education  Partnerships 
Reliable  Workforce 
Nurturing  Quality  of  Life 
Ample  Natural  Resources 
Proud  Workforce 


< 


pernor's  Office  of  Appalachia 

Ohio  Department  of  Development 

Bob  Taft,  Governor 

Bruce  Johnson,  Director 

77  S.  High  Street,  28th  Floor 
.    Columbus,  Ohio  43215 

300-848-1300  ext.  49228 
>ww.  odod.  state.oh.  us/goa 


lain: 

CORRIDOR 


"Liebert  Corporation  was  drawn  to  Ironton  because  of ) 
this  area's  rich  history  of  a  strong,  dedicated  workforce. 
When  Liebert-Ironton  opened  its  doors,we  received 
support  from  the  community  at  all  levels." 


John  Carey, 


Vice  President 
Liebert  Corporation,  Ironton 
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border  of  Muskingum  and  Noble  coun- 
ties, where  American  Electric  Power 
(AEP)  donated  more  than  10,000  acres 
of  reclaimed  land  for  use  as  an  animal 
sanctuary.  Opened  to  the  public  in  1991 
as  "The  Wilds,"  this  unique  safari-like 
setting  allows  animal  researchers  to 
observe  and  manage  rare  species  from 
Africa,  Asia  and  North  America  in  a  nat- 
ural habitat.  Several  major  zoos  located 
in  the  Midwest  contract  with  The  Wilds 
for  breeding  and  research  programs. 

Location,  Location,  Location 

Location  is  everything.  Ohio's  Appalachi- 
an region  is  within  a  day's  drive  (600 
miles)  of: 

•  61  %  of  the  U.S.  population 

•  50%  of  the  Canadian  population 

•  80%  of  U.S.  corporate  headquarters 

•  63%  of  the  country's  retail  businesses 

•  60%  of  wholesale  establishments 
•63%  of  the  country's  manufacturing 

capacity,  where  timely  delivery  of  prod- 
uct is  critical. 

To  better  exploit  its  strategic  location, 
Southeast  Ohio  recently  shored  up  its 
transportation  infrastructure  with  new 
railroads,  interstate  and  limited-access 
highways,  river  barge  terminals,  com- 
mercial airfields  and  multimodal  facilities. 


covered.  Its  $75-million,  880,000-square- 
foot  distribution  center  is  under  con- 
struction in  Steubenvilie.  Once  complete, 
the  facility  will  employ  600  people. 

Highways 

Thirty  years  ago,  Ohio  in  conjunction 
with  the  Appalachian  Regional  Com- 
mission (ARC),  embarked  on  an  ambi- 
tious initiative  to  construct  201.5  miles 
of  highway  throughout  the  region. 
Today,  all  but  33.2  miles  are  laid.  Once 
complete,  the  Appalachian  Develop- 
ment Highway  System  will  provide 
direct,  major  highway  links  between 
Columbus  and  Pittsburgh  and  Colum- 
bus and   Charleston,  W.Va.  Already, 
nearly  all  29  counties  have  direct  four- 
lane  highway  access  to  the  interstates 
that  crisscross  the  region  (I-70  and  I-77) 
or  to  one  of  Ohio's  three  largest  cities.  In 
the  last  five  years  alone,  Ohio  has  invest- 
ed more  than  $380  million  in  the  region's 
highway  system. 

Railroads 

Appalachia  Ohio  is  serviced  by  two  Class 
I,  two  regional  and  five  shortline  railroads. 

While  other  areas  of  the  country  are 
tearing  out  rail,  the  region  is  successfully 
refurbishing  many  of  its  lines.  The  rail 


The  29  counties  of  Appalachia  Ohio 


With  this  strong  and  growing  trans- 
portation network  of  highway,  rail, 
air  and  water,  Southeast  Ohio  has 
become  a  choice  site  for  warehousing 
and  distribution  to  the  world. 


With  this  strong  and  growing  trans-  lely  acknowledged  as 

portation  network  of  highway,  rail,  air  and  one  oi             tt(        stems  in  the  nation, 

water,  the  region  has  become  a  choice  site  providing  Appalachian  companies  in  Ohio 

for  warehousing  and  distribution  to  the  vels  of  customer  service  and 

world,  as  super-retailer  Wal-Mart  has  dis-  on  | 


Air  Travel 

Ohio  University  in  Athens  recero 
received  more  than  $5  million  from  t| 
Federal  Aviation  Administration  to  ex| 
its  runway  and  renovate  its  terminal.  1 
improvements  will  allow  larger  commui 
aircraft,  cargo  planes  and  corporate  jets 
use  the  airport.  The  extended  runway  al 
will  better  support  the  university's  natit 
ally  recognized  aviation  training  progm 
and  its  Avionics  Engineering  Center,  wrU 
conducts  research  for  the  Federal  Aviat 
Administration,  NASA,  the  U.S.  Depfl 
ment  of  Defense  and  private  compani€ 

The  largest  public  airport  dedical 
solely  to  moving  cargo,  Rickenbacker  In" 
national  Airport,  and  Rickenbacker  F 
Authority  in  Columbus  (the  15th-larg 
city  in  the  U.S.),  are  at  most  a  three-h 
drive  from  most  Appalachian  location: 
Ohio.  A  Foreign  Trade  Zone,  Rickenbac 
is  easily  accessible  by  many  highways 
rail  service. 

Smaller  airfields  in  several  Appalad 
counties  also  are  equipped  to  provide  i 
cific  commercial  freight  and  commi 
charter  services. 

Wherever  one  is  in  Southeast  O 
commuter  air  travel  is  within  a  150-mir 
drive.  Major  commuter  airport  facilities 
located    in    Akron/Canton,    Cincinr 
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p  10  reasons  to  locate  in 
rio's  Appalachian  Region: 


Available  Workforce 
low  Cost  Energy 
Transportation  Network 
Skilled  Workforce 
Technology  Infrastructure 
Education  Partnerships 
Reliable  Workforce 
Surturing  Quality  of  Life 
Ample  Natural  Resources 
ud  Workforce 


srnor's  Office  of  Appalachian 

hio  Department  of  Development 
Bob  Taft,  Governor 
Bruce  Johnson,  Director 

77  S.  High  Street,  28th  Floor 
Columbus,  Ohio  43215 

00-848-1300  cxt.  49228 
vw.odod.state.oh.us/goa 
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"Our  whole  business  is  based  around  our  family  values 
and  our  employees  reflect  that  thought.  Our  mission  is 
lo  be   The  Service  First  Family.'    We  feel  very  fortunate 
to  have  such  a  good  pool  of  people  to  pull  from." 

Andrew  Hess, 

Vice  President  of  Operations 
Maltingly  Foods,  Zanesville 
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Charleston,  W.Va.,  Cleveland,  Columbus, 
Dayton  and  Pittsburgh. 

Water 

Always  a  convenient  and  important 
means  of  commerce,  the  Ohio  River  also 
is  the  focus  of  much  of  the  folklore  that 
shaped  several  Appalachian  societies 
in  Ohio. 

Many  communities  owe  their  existence 
to  the  historic  Ohio  River  and  its  tribu- 
taries. Before  the  advent  of  railroads  and 
the  automobile,  the  Ohio  River  was  one      puter  Center.  The  study  aimed  at 


Broadening  Bandwidth 
In  Appalachia 

Recently,  leaders  from  govern- 
ment, education  and  business 
collaborated  to  help  the  region  tell 
its  developing  communication 
technology  story.  In  2001,  the 
Governor's  Office  of  Appalachia 
completed  a  yearlong  $270,000 
research  project  on  the  status  of 
communication  technology,  coor- 
dinated by  the  Ohio  Supercom- 


Appalachia  Ohio's  rail  network  is  widely 
acknowledged  as  one  of  the  better 
systems  in  the  nation. 


of  the  most  traveled  waterways  in  the 
U.S.  and  brought  a  great  deal  of  eco- 
nomic development  to  the  eastern  rim  of 
the  region.  Completed  in  1832,  the  Ohio- 
Erie  Canal  connected  Cleveland  with 
Portsmouth,  moving  settlers  and  finished 
goods  along  the  western  edge  of 
Appalachia  and  into  Ohio.  Though  only 
small  sections  of  the  canals  are  pre- 


assessing  the  perceptions  regard- 
ing the  region's  technology;  ana- 
lyzing actual  Internet  usage  by 
businesses  and  citizens;  and 
developing  a  network  infrastruc- 
ture master  plan.  The  following 
represents  a  portion  of  the  findings: 

Myth:  Appalachian  equivalent  of  tech- 
nology is  a   gravel   road.   Companies 


served  for  history's  sake,  water  remains      cannot  relocate  or  expand  their  busi- 
an  important  trade  route.  Most  barge  traf-      nesses  here. 


fie  on  the  Ohio  River  follows  450  miles  of 
Southeast  Ohio  shoreline  and  services  16 
terminals.  On  board  are  coal,  aggregates, 
petroleum,  iron,  steel  and  chemicals. 


rates  based  on  distance  charges  for  t 
data  traffic  from  the  business  locatio 
the  provider's  facilities.  The  favorable) 
ferences  in  rent  and  labor  costs  will  qq 
ly  outweigh  the  technology  costs  W1 
evaluating  the  total  cost  of  doing  t 
ness  in  Appalachia. 
Myth:  Educational  innovation 


By  2003,  residents  in  79%  of 
Appalachia  communities  will 
have  access  to  at  least  one 
form  of  broadband. 


In  1999,  more  than  131 
commodities  valued  at  $14. 5 
past  Ohio.  The  Port  of  Huntu 
which  includes  portions  of  Soutl 
reinforces  the  region's  transportat 
tages.The  port  was  officially  designate 
largest  inland  port  S    having  han 

died  81.5  million  tons  <  ii  i  2001. 


Reality:  For  companies  with  resources, 
connectivity  is  available  in  Appalachia. 
Many  companies  will  find  educated  ser- 
vice providers  and  improving  quality  of      economic  development  languisl 

Appalachia. 

Reality:  Though  lagging  slightl 
deployment  of  residential  broadband 
vices,  smaller  markets  in  Appalachicfl 
catch  up  to  urban  areas  if  carriers  ir 
as  promised.  Usage  is  the  key  drive 
continued  investment,  and  current  he 
hold  and  business  use  of  the  Inte 
ranks  only  slightly  behind  state  avers 

Myth:   Broadband  will  never  r'j 
Appalachia. 
Reality:  Broadband  already  exis 
"last-mile"  lines  throughout  the  region.        Appalachia  —  and  with  a  major  pres< 
r "  fth:  Entrepreneurs  in  Appalachia  face      By  2003,  residents  in  79%  of  Appa 
e  to  relocate  and  businesses  pay      an  communities  will  have  access 
•    for  advanced  telecommunica-      least  one  form  of  broadband,  with 
increasing  overhead.  digital  subscriber  line  and  cable  mc 

ality  Technology  costs  are  higher  in      services  available.  Businesses  thrc  i 
ut  only  in  costs  related  to      out  the  region  are  now  able  to  pure 
service.  Companies  pay      T1  connections 
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op  10  reasons  to  locate  in 
hio's  Appalachian  Region: 

Available  Workforce 
Low  Cost  Energy 
Transportation  Network 
Skilled  Workforce 
Technology  Infrastructure 
|  Education  Partnerships 
Reliable  Workforce 
Nurturing  Quality  of  Life 
Ample  Natural  Resources 
Proud  Workforce 


'ernor's  Office  of  Appalachia 

Ohio  Department  of  Development 

Bob  Taft,  Governor 

Bruce  Johnson,  Director 

77  S.  High  Street,  28th  Floor 
Columbus,  Ohio  43215 

100-848-1300  ext.  49228 
'ivw.odod.state.oh.us/goa 


I 


> 


/ 


"Monroe  County  provides  a  good 
workforce  and  an  excellent 
economic  climate  in  which  to 
(j row  our  business. " 


Ari  Deshe, 


Safe  Auto  Insurance  Company, 
Woods  field,  Ohio 
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Able  Students  . . . 
Prevailing  Workers 

With  a  total  population  of  1.4  million, 
Ohio's  Appalachian  counties  have  a  labor 
force  of  686,000.  While  the  majority  of 
Appalachian  workers  are  employed  in  the 
service,  retail  and  manufacturing  sectors, 
a  skilled  workforce  maintains  corporate 
and  government  positions  in  forestry/fish- 
ery, mining,  wholesale  wares,  trans- 
portation, utilities,  agriculture,  construc- 
tion and  entrepreneurial  proprietors. 

Providing  training  to  this  region's  work- 
force are  23  private  and  public  universi- 
ties and  colleges  —  many  of  which  have 
claims  to  unique  and  nationally  recog- 
nized courses  of  study. 

Ohio  University,  the  first  land  grant 
college  of  the  Northwest  Territory,  is 
centrally  located  in  Athens.  With 
branch  campuses  in  Zanesville,  Chilli- 
cothe,  St.  Clairsville,  Ironton  and  Lan- 
caster, it  provides  a  broad  umbrella  of 
service  to  the  region. 

Though  its  main  campus  is  outside  the 
region,  Kent  State  University  is  accessi- 
ble to  Appalachia  through  sizable  branch 
campuses  and  related  services  in  East 
Liverpool,  Salem  and  New  Philadelphia, 
where  a  technology  center  is  under  con- 
struction. Kent  State  is  well  renowned 
internationally  for  its  research  facilities. 


The  region's  colleges  and  uni- 
versities are  supplemented  by 
10  full-service  adult  workforce 
training  centers  and  career  cen- 
ters. Many  of  these  institutions 
work  directly  with  local  busi- 
ness and  industry  councils  to 
better  adapt  their  curricula  to 
community  needs  or  to  cus- 
tomize training  programs  and 
assessment  services  for  spe- 
cific industry  requests. 

Overall,  institutions  of  higher 
learning  are  located  so  that  every 
resident  in  Ohio's  Appalachian 
region  is  within  a  30-minute  drive 
of  post-secondary  training. 

In  addition,  interactive  distance 
learning  labs  are  developing  in 
many  communities,  sponsored  by  high 
schools,  career  centers  or  technical  col- 
leges. These  facilities  serve  both  stu- 
dents and  the  business  community  by 
offering  a  convenient,  inexpensive  train- 
ing alternative. 

Business  Assistance  That  Works 

Several  of  Ohio's  state  universities 
boast  small-business  development  cen- 
ters and  entrepreneurial  support  services. 
Combined  with  incentive  programs  from 
the  State  of  Ohio,  substantial  assistance 


Ohio  University  branch  campuses  provide 
educational  opportunities  and  research 
partnerships  to  Appalachia  Ohio. 


Always  a  convenient  and  important 
means  of  commerce,  the  Ohio 
River  also  is  the  focus  of  much 
of  the  folklore  that  shaped  several 
Appalachian  societies  in  Ohio. 


Hocking  College  in  Ne  s  one 

of  only  two  public  institution, 
with  a  full  ceramics  diagnostic  .. 
sis  lab  in  which  students  and  ino 
ncians  receive  hands-on  training. 


is  available  to  businesses  and  industry 
ig  to  expand  or  locate  in  Appalachia. 

A  plethora  of  private  and  public  business 

ment  systems,  economic  develop- 

es  and  enterprising  pro- 


grams encourage  growth  and  entrep 
neurial  ventures.  Chief  among  these 
wide-sweeping  eCorridor  plan  from 
Ohio  Department  of  Developm 
(ODOD)  that  is  pumping  billions  of  dol 
into  the  state  to  retain  and  encour, 
economic  success. 

The  "eCorridor"  Approach 

The  eCorridor  mission  is  to  com 
innovative  thought  and  technology 
every  possible  business  advantage.  O 
eCorridor  can  draw  from  a  wide 
diverse  collection  of  sources  "from  a 
motive  to  biotechnology;  from  consu 
products  to  online  services  groundei 
a  strong  foundation  of  manufactui 
exports  and  technology,"  indicates 
department's  Web  site. 

As  a  worldwide  leader  in  technol 
Ohio's  eCorridor  travels  through  si 
of  the  largest  manufacturing  facili 
research  laboratories  and  e-comm 
firms.  Therefore,  eCorridor  is  abl 
assist  businesses  of  all  sizes  and  nr 
ups  —  from  the  individual  entrepre 
seeking  to  fund  an  idea,  to  an  e? 
lished  enterprise  working  to  remai 
the  cutting  edge. 


g  the  futur 


David  R.  Scholl/President  &  CEO 
Diagnostic  Hybrids 


OHIO 


e/CO  RR  I  DO  R 


Molecular  diagnostics  are  revolutionizing  the  way  clinical  medicine 


and  medical  research  is  conducted.  and  diagnostic  hybrids  of  athens, 
Ohio  is  helping  lead  the  revolution.  Through  the  development  of  products 
designed  to  enhance  gene  cloning,  dna  probe,  advanced  cell  culture  and 
transgenic  technology,  dhi  is  expanding  the  pos s i b i l i t i es  ,  0  f.  molecular 
diagnostics  on  every  level.  it's  the  type  of  work  that  requires  vision. 
Which  is  exactly  what  you  would  expect  from  a  company  in  Ohio. 


.com      /      1  .800  .  345  .  O  H  I  O      /      Ohio    Department    of    Development      /      Bob    Taft,    Governor 
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eCorridor  has  a  growing  portfolio  of  ini- 
tiatives that  foster  growth  of  early-stage 
technology  companies.  The  Technology 
Action  Fund  provides  millions  of  dollars  in 
competitive  giants  to  support  statewide 
entrepreneurial  activity  in  technology- 
based  businesses.  In  theThomas  Edison 
Program  alone,  nearly  $300  million  in  state 
support  has  been  leveraged  into  $750  mil- 
lion of  investment  in  facilities,  infrastruc- 
ture and  critical  business  services  for  man- 
ufacturing and  technology  companies. 

Ohio's  eCorridor  assists  with  sales 
support  and  marketing.  The  ODOD's 
International  Trade  Division  has  staff  in 
Europe,  Asia,  North  America,  South 
America,  the  eastern  Mediterranean  and 
southern  Africa.  The  division's  experts 
can  assist  Ohio  companies  with  export 
counseling,  trade  shows  and  business 
missions  abroad. 

Research  and  Development 

Research  and  development  is  a  $6  billion 
industry  in  Ohio,  with  private  labs  account- 
ing for  80%  of  that  total.  Among  them  are 
Battelle  Memorial  Institute  (the  world's 


Private  research  facilities,  like  the  Mass  Spec 

unique  success  story.  The  U.S.         trometry  Lab  at  the  U.S.  Enrichment  Corporatio 
Enrichment  Corporation  (USEC)  in         in  Piketon,  can  assist  business  and  industry. 

Piketon  is  undergoing  a  transition 
from  its  past  government  mission 
of  uranium  enrichment  to  one  of  a 
service-based  private  business  that 
utilizes  the  facility's  world-class  ana- 
lytical laboratory.  This  laboratory 
provides  technical  and  analytical 
support  in  the  areas  of  health, 
physics,  industrial  safety  and  envi- 
ronmental/waste management  to 
industries  around  the  world. 

Ohio  ranks  third  in  research, 
development  and  testing  nation- 
wide and  seventh  in  patents 
issued,  with  particular  strength  in 
polymers,  chemicals,  electronics 
and  glass.  The  state  ranks  sixth 

nationally  in  receipt  of  Small  Business  Adena  Ventures  is  a  $34-million  ve 
Innovation  Research  awards. Through  the  ture  capital  enterprise  created  to  pr 
Edison  Program  of  10  technical  incubators  vide  equity  investments  and  operatior  I 
and  other  resources,  the  state  encourages  assistance  to  small  businesses  oper< 
discovery  with  a  proven  network  that  ing  in  central  Appalachia  (principa 
transfers  new  technology  to  the  private  Ohio  and  West  Virginia).  The  fund's  m 
sector.  Here,  ideas  quickly  become  invest-      sion   is  to  promote  sustainable  at 


ments  and  enterprises. 


Research  and  development  is 
a  $6  billion  industry  in  Ohio, 
with  private  labs  accounting 
for  80%  of  that  total. 


^dent,  not-for-profit  research 

facility);  U.S.  Air  Force 

I  Air  Force 

•chnology 

chnol- 

ogy  : 

majoi  | 

Oneof  i' 
Appalachia 


Entrepreneurial  Support 

In  Southeast  Ohio,  entrepreneurship  is 
further  encouraged  through  venture  cap- 
ital funds  as  well  as  through  innovation 
centers,  small  business  development 
offices,  information  technology  alliances 
and  federal  programs,  such  as  those 
offered  through  the  Appalachian  Region- 
al Commission. 


shared  economic  development  in  t: 
region  while  generating  market-ra 
returns  for  its  investors.  Fund  go< 
include  creating  new  companie 
spurring  new  employment  opportu 
ties,  commercializing  new  technologi 
and  generating  new  sources  of  incor 
and  wealth  in  the  region. 

Typical  investments  will  range  fr< 
$250,000  to  $2  million  in  seed-  to  exp 
sion-stage  rounds.  Later-stage  inve 
ments  will  be  based  on  yearly  reveni 
above  $10  million.  Investors  in  the  fi 
include:  Ohio  University,  American  Elec 
Power,  National  City,  Fifth  Third  Bank,  Hi 
ington  Bancshares,  KeyBank,  the  F. 
Heron  Foundation,  the  Ohio  Bureau 
Workers  Compensation  and  the  West 
ginia  Economic  Development  Authorit 

Formed  in  1983,  the  Ohio  Univen 
Innovation  Center  is  one  of  the  oldest 
versity-based  business  incubators  in 


Leading  you  to  International  markets. 


•  New  Orleans 


.IUNCE 


Our  workforce  is  READY  foryour  expansion. 


Belmont  County       Carroll  County      Columbiana  County     Coshocton  County     Guernsey  Count 

rrcnte  A  Lee  740  695  7266     Gary  I    Hall  330.627.S500         I  racy  V.  Drake  330.386.90S1  Ted  Rand  7-10.62  2  7005  Norm  Blanchard  740.432. li 

ohighnaycom/deptdev  pages.eohio.net/carrolletdcv  *  ap3-ohioriver.com  coshocran.com  cgccic.org 


arrison  County      Jefferson  County      Monroe  County       Morgan  County        Noble  County      Tuscarawas  County 

topcland  740  942  2027         Rick  Plait   7-10  283.2476  Louis  Stein  740  472  0I69      (cfTrcy  L.  Shaiicr  740  962.48S4       Mike  Lloyd  740.732.568 1  Heinz  Stucld  330.343.4474 

harri50ncounlvohio.org  lhchurb.org  monioccouncyohio.ncl  ag.ohio-slalc.edu/--morg  iioblecountyoliio.com  tusccic  com 


ioblecountvoliio.com 
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world.  Housed  in  a  former  hospital,  the 
Innovation  Center  accepts  technology, 
service  and  light-manufacturing  startups. 
Services  include  management  mentoring; 
flexible  leased  space;  high-speed  Ether- 
net connections;  use  of  digital  cameras, 
LCD  projectors  and  laptops  for  formal  pre- 
sentations; educational  workshops  and 
seminars  on  new  business  development; 
and  access  to  university  resources,  such 
as  the  library  and  various  college  faculty. 

The  center's  efforts  have  spawned  more 
than  650  jobs;  14  companies  are  active  in 
its  business-development  program.  Four 
companies  considered  anchor  tenants  are 
Adena  Venture  Fund,  the  National  Business 
Incubation  Association,  Athenian  Venture 
Partners,  LLC,  and  Diagnostic  Hybrids,  Inc. 

ATechnology  Center  nearing  completion 
at  Kent  State  University's  branch  campus 
in  New  Philadelphia  represents  half  of  a 
public-private  collaboration  that  will  drive 
innovation  in  manufacturing  and  research. 


ion 


Coal  Powers  Ohio ... 

•  Coal  generates  nearly  90%  of 
Ohio's  electricity, 

•  Coal  is  affordable,  providing 
electricity  at  about  half  the 
cpst  of  other  fossil  fuel 

al  is  price-stabk  iing 


Immediately  adjacent  to  the  Tech- 
nology Center,  local  economic 
development  officials  have  dedi- 
cated land  for  a  Technology  Park  to 
act  as  a  business  incubator.  Ten- 
ants of  the  incubator  site  will  have 
access  to  the  research  facilities 
and  technical  support  of  the  Tech- 
nology Center.  According  to  uni- 
versity and  local  economic  devel- 
opment officials,  the  Technology 
Center  and  Technology  Park  rep- 
resent one  of  the  most  closely 
integrated  public-private  business 
development  efforts  in  the  state. 

The  Information  Technology 
Alliance  of  Appalachian  Ohio 
(ITAAO)  is  dedicated  to  growing 
and  improving  the  competitiveness 
of  the  region's  information  technology 
industry.  A  private,  nonprofit  corporation 
chartered  in  Ohio  in  2001,  ITAAO  serves 
19  of  Ohio's  29  Appalachian  counties,  pro- 
viding networking  opportunities,  exposure 
within  and  without  the  region,  sponsorship 
and  marketing  opportunities,  regional 
recognition  and  ideas  for  information  tech- 
nology development.  ITAAO  is  a  regional 
member  of  Ohio's  IT  Alliance,  with  support 
through  the  Edison  Center  Network  for 
Technology  and  Innovation. 

The  Institute  for  Local  Government 
Administration  and  Rural  Development 
(ILGARD)  provides  applied  research  and 


Biking  and  hiking  trails  are  prevalent,  like 
Conotton  Creek  Trail  in  Harrison  County. 


which  includes  Miami  University  and  Be 
ing  Green  State  University. 

The  Appalachian  Regional  Entreprena 
ship  Initiative  (AREI)  is  developing  a  cc 
prehensive,  integrated  technical  assistai- 
program  for  building  a  technology-ba: 
entrepreneurial  economy  in  Appalac 
Ohio.  To  achieve  this  goal,  AREI  wili  de 
op  and  maintain  a  virtual  "one-stop"  \A 
based  business  technical  assistance  ce 
for  use  by  entrepreneurs  in  matter;  e 
finance,  marketing,  business  planning,  V 
site  development  and  value-added  refer 

AREI  also  helps  Appalachian  b 
nesses  take  advantage  of  newly  a' 


:. 


technical  assistance  to  government  and      able  venture  capital  funding  and  J 


development  organizations.  Since  1981, 
ILGARD's  public  affairs  mission  has  been 
to  improve  the  performance,  innovation 
and  efficiency  of  government;  to  serve  as 
an  applied  research  center  for  policy  issues 
at  the  state,  regional  and  local  levels;  to 
oiovide  information  and  technology  ser- 
vices to  increase  regional  competitiveness; 


: 


ports  regional  economic  developnr 
organizations  interested  in  provk 
technology-related  training  and  techi 
assistance  to  local  businesses. 

Business  assistance  within  Ohio  is    | 
stantial  —  and  much  of  that  help  ca 
found  in  the  backyard  of  Appalachia.  B' 
lizing  partnerships  in  all  industry  categ> 
and  support  mechanisms  within  e 


■ 


'•i 


s 


. dve  undergraduate  and  graduate 

i  public  service  projects.  The  Ohio  educational  institution  of  higher  ll 

diversity  ILGARD  site  serves  as  the  ing,  Ohio  ranks  among  the  top  five  s) 

nai     i  institution  for  the  Ohio  Board  in  the  nation  annually  in  attracting 

of  Regents'  Rural  Universities  Program,  businesses  and  expanding  facilities,  \   j 
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ntair>ing  the  nation's  lowest  rate  for      nization  of  the  region's  county  convention 
ness  failure.  and  visitors  bureaus. 


irism:  A  Great  Place  to  Visit,  Too 
)unsm  in  Ohio's  Appalachian  region  is 
st-growing  industry,  accounting  for 
e  than  $2.77  billion  in  direct  sales  in 
3  and  employing  more  than  71 ,000  full- 
i  workers.  Tourism  bureaus  throughout 
region  report  that  these  numbers 
uld  show  substantial  growth  with 
ated  statistics  for  2002. 
ie  Appalachian  countryside,  with  its 
sts,  rolling  hills  and  natural  beauty, 
s  any  postcard  setting.  From  Amish 
ntry  in  the  northwest  to  a  string  of  his- 
;  sites  along  the  Ohio  River,  neither 
tage  buffs  nor  outdoors  enthusiasts 
come  away  disappointed. 
host  of  tourism  options  await  visitors 
)hio's  29  Appalachian  counties.  They 
jde  restored  historic  sites,  state  parks, 
e  Wilds"  wildlife  sanctuary,  canal  boat 
s,  unique  architecture,  fishing,  camp- 
road  and  mountain  biking,  craft  shows, 
3S/caverns,  paint  ball,  horse  trails, 
ig,  haunted  sites,  steam  train  rides, 
eums,  auto  racing  and  more  commu- 
festivals  and  fairs  than  one  could  cover 
;ars.  The  distinctive  styles  of  potteries 
their  traditional  artisans  are  sprinkled 
ughout  the  region. 

/hat's  more,  the  region's  rolling  land- 
oe  lends  itself  to  some  of  the  most 
ining  public  golf  courses  in  the  nation, 
"must-see"  family  destination, 
alachia  Ohio  is  a  vastly  enriching  expe- 
ce  when  compared  with  crowded 
jsement  parks,  big-city  bustle  and  high- 

d  professional  sporting  events. 
nere's  so  much  to  discover  here  that 

five  other  states  hosted  more  leisure 
ors  in  1937  And  Ohio's  31.1  million  vis- 
;  gave  the  state  high  marks  on  value- 
noney-spent.  These  marks  are  certain 
pike  as  one  explores  the  Appalachian 
on,  says  Linda  Bayse,  director  of  Ohio 
alachian  Country,  a  coordinating  orga- 


Life  Is  Good! 

The  region's  rich  family-based  heritage, 
the  pleasing  character  of  its  people,  the  nat- 
ural beauty  and  low  cost  of  living  make  it 
easy  to  understand  why  those  who  come 
to  Southeast  Ohio  tend  to  stay  for  a  long 
time.  Life  is  simply  good  here.  Incomes 


outpace  inflation  and  key  cost-of-living 
indices  fall  well  below  national  averages. 

The  National  Association  of  Home 
Builders  reports  that  five  of  the  25  most 
affordable  cities  in  the  country  are  in 
Ohio.  Realtors  and  developers  in 
Appalachia  are  quick  to  acknowledge  that 
a  little  money  buys  a  lot  of  house  in  most 
parts  of  the  region.  In  fact,  with  the  latest 
round  of  low  mortgage  interest  rates, 
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-^— I    will  make  your 
J         business  smile. 

□  Skilled  and  affordable  workforce 
with  a  proven,  traditional  work  ethic 


O   Tap  into  the  young  talent  of  Ohio's  51,000  college 
graduates  entering  the  workforce  every  year 

O    Four  lane  highways  connecting  to  within 
500  miles  of  half  of  the  US  population 

B    Access  to  the  world  marketplace 
through  Ohio's  waterways  and 
airports 


1-800-697-8682 

www.odod.state.oh.us/tegion7.htm 
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construction  of  high-end  single  dwelling 
and  condominium  housing  has  boomed 
in  many  Appalachian  communities. 

Health  care  facilities  have  undergone 
multimillion-dollar  upgrades  throughout 
the  region.  Nearly  every  county  con- 
tains a  fully  staffed  medical  facility  or 
public  health  clinic.  Emergency  medical 
helicopter  transportation  is  based  in 
two  Appalachia  locations,  providing 
trauma  assistance  and  transport  in  a 
matter  of  minutes  to  local  facilities  or 
metropolitan  locations. 

Family-friendly  Southeast  Ohio  offers 
an  abundance  of  life  beyond  the  work- 
place, so  it's  easy  to  attract  and  retain 
employees.  People  find  it  easy  to 
become  involved  in  school,  church,  civic 
theater,  youth  organizations,  athletic 
leagues,  park  and  recreation  groups  and 
many  other  community-based  clubs. 

And,  in  the  event  a  resident  of  Ohio's 
Appalachian  region  would  want  to 
escape  for  a  weekend,  the  rest  of  Ohio, 
western  Pennsylvania,  West  Virginia  and 
northern  Kentucky  —  even  the  Atlantic 
Ocean  coastline  —  are  nearby.  All  offer 
nationally  famous  museums  and  eclec- 
tic galleries,  water  and  theme  parks, 
world-class  zoos,  shopping  malls, 
respected  orchestras,  professional 
sports  teams,  nationally  ranked  colle- 
giate athletic  programs  and  much  more. 

Open  for  Business 

Some  would  claim  Southeast  Ohio  is 
experiencing  a  renaissance  of  econom- 
ic strength  with  its  growing  investments 
in  technology,  education,  transportation 
and  entrepreneurship.  However,  many 
longtime  residents  of  the  region  would 
claim  otherwise:  Appalachia  Ohio  has 
always  been  vital  and  alive,  albeit 
humble  and  loath,  to  brag. 

While  some  ri  oss  with 

the  metropolitan  sf.  >iy  rows 

of  glass,  neon  lights   I 
play  screens  on  the  sicr 


ers  or  multilane  swaths  of 
crowded  concrete  highways, 
Appalachia  still  defines  success 
in  terms  of  smiles  and  friendly 
waves  on  the  public  square.  Its 
people  take  comfort  in  having 
known  every  member  of  their 
high  school  class  by  face  and 
name.  Ohio's  Appalachia  repre- 
sents a  value  system  that  prizes 
serenity  and  considers  a  good 
day's  work  as  a  source  not  only 
of  income,  but  of  pride. 

"Ohio's  Appalachia  is  OPEN  for 
business,"  declares  Governor  Bob 
Taft.  In  fact,  it's  been  actively  so  for 
more  than  350  years.  Fortunately, 
business  is  now  open  to  it.         ■ 


About  the  Author 

A  16-year  resident  of  Ohio's  Appalachi- 
an region,  Duane  R.  Meyers  is  a  former 
managing  editor  of  a  daily  newspaper  and 
operates  his  own  management  and  mar- 
keting consulting  firm. 

Local  Development  Districts: 
Ohio  Mid-Eastern 
Governments  Association 

PO.  Box  130 

Cambridge,  OH  43725 

Phone:  800-726-6342  |  740-429-4471 

Fax:  740-439-7783 

Counties  served: 

Belmont,  Carroll,  Columbiana,  Coshoc- 
ton, Guernsey,  Harrison,  Holmes, 
Jefferson,  Muskingum,  Tuscarawas 

Buckeye  Hills-Hocking  Valley 
Regional  Development  District 

Route  1, 

Box  299D 

Marietta,  OH  45750 

Phone:  740-374-9436 

Fax:  740-374-8038 

nties  served: 
ens,  Hocking,  Meigs,  Monroe, 
Morgan,  Noble,  Perry,  Washington 


The  intricately  painted  interior  of  the 
Tuscarawas  County  Courthouse  is  one 
of  many  tourist  attractions. 


Ohio  Valley  Regional  Development  | 
Commission 

PO.  Box  728 

Waverly,  OH  45690-0728 

Phone:  800-223-7491  |  740-947-2853 

Fax:  740-947-3468 

Counties  served: 

Adams,  Brown,  Clermont,  Gallia, 
Highland,  Jackson,  Lawrence,  Pike, 
Ross,  Scioto,  Vinton 

Governor's  Office  of  Appalachia 

77  S.  High  St,  28th  Floor 

PO.  Box  1001 

Columbus,  OH  43216-6103 

Phone:  800-848-1300  |  614-644-922 

Fax:    614-752-5006 

Counties  served: 

All  29  Appalachian  counties  in  Ohio. 
Governor's  Office  of  Appalachia  (G 
facilitates  economic,  workforce 
community  development.  Involved  > 
both  short-  and  long-term  plann 
GOA  serves  as  an  advocate  for 
region  by  developing  policy  and 
moting  specific  projects  and  propc 
that  originate  from  residents.  The  c 
nization's  goal  is  to  improve  the  qu 
of  life  for  everyone  in  the  region. 
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Web  sites  for  agencies  and 
businesses  mentioned  in 
this  special  section: 

American  Electric  Power  (AEP) 
www.aep.com 

Appalachian  Regional  Commission 

(ARC) 

www.arc.gov 

Appalachian  Regional 
Entrepreneurship  Initiative  (AREI) 

www.arei.org 

keye  Hills-Hocking  Valley 
ional  Development  District 
v.seovirtual.com 

Eastern  Ohio 
Development  Alliance 
www.eoda.org 


eCorridor  plan/ODOD 
www.connectohio.com/ecorridor 

Governor's  Office  of  Appalachia 

www.connectohio.com/ 
bus_resources/appalachia 

Highland  County  Economic 
Development 

www.highlandcounty.net 

ODOD's  International 
Trade  Division 

www.exportohio.state.oh.us 

Ohio  Coal  Association 

www.ohiocoal.com 

Ohio  Department  of  Development 
www.odod.state.oh.us 

Ohio  Mid-Eastern 
Governments  Association 

www.omega-ldd.org 


Ohio  Rail  Development  Commission 
www.dot.state.oh.us/ohiorail 

Ohio  River  Basin  Commission 
www.orbcinterstate.org 

Ohio  Supercomputer  Center 
www.osc.edu/research 

Ohio  Valley  Regional 
Development  Commission 
www.ovrdc.org 

Ross  County  Community 
Improvement  Corporation 

www.chillicotheohio.com 

The  InformationTechnology 
Alliance  of  Appalachian  Ohio 
(ITAAO) 
www.itaao.org 


Rt.  35  —  it  gets  you  there  .  .  . 

Southern  Ohio  connects  you  to  where  you  need  to  go! 
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Chillicothe 

Ross  County 

ilsmithfachillicotheohio.com 

800.456.4597 


Gallipolis 

Gallia  County 

tcall@galliacounty.org 

888.895.1700 

704.446.3662 


Jackson  County 

jcdodfezoomnet.net 

740.286.2838 


Atlanta 


McArthur 

Vinton  County 

dboothe@vintoncounty.com 

740.596.5033 
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COVER  STORY 


From  fraud  to  alleged  rape,  almost  any  sin  may  be  overlooked  by 
an  employer  when  a  superstar  is  delivering  results. 


BY  DANIEL  LYONS 


JAIRO  GONZALEZ  CAN  DO  NO  WRONG.  AT  HYPERCOM  CORE,  A  PHOENIX-BASED  MAKER  OF  CARD  SWIPES  FOR  CHECKOUT 
counters,  he  has  cracked  open  new  markets  in  places  like  Brazil,  Colombia  and  Turkey,  driving  huge  sales  growth  and 
taking  market  shares  of  up  to  80%.  His  successes  helped  build  Hypercom  into  the  world's  second-largest  vendor  of  the 
swipes.  Sales  climbed  sixfold  in  seven  years,  to  $327  million  by  2000.  Twenty  months  ago  Gonzalez  was  promoted  to 
president  of  Hypercom's  biggest  division,  which  generates  85%  of  total  revenue.  Now  he  is  taking  aim  at  China  and 
India.  He  is  also  in  line  to  become  chief  executive.  Hypercom's  chairman,  George  Wallner,  51,  who  founded  Hypercom 
i  1978  and  took  it  public  in  1997,  says:  "Jairo  is  brilliant,  absolutely  brilliant.  He's  a  rock  star." 

But  Hypercom's  rock  star  has  a  behavior  problem.  Gonzalez  has  been  accused  of  rape  by  his  former  secretary,  who  was  paid 
early  $  1 00,000  by  Hypercom  to  keep  quiet  about  the  matter.  He  has  been  accused  of  sexual  harassment  or  verbal  abuse  by  three  other 
omen  at  Hypercom,  one  of  whom  also  won  a  $100,000  payoff.  Gonzalez  also  has  shown  a  penchant  for  self-dealing.  In  the  early 
390s  he  set  up  his  own  business — with  a  branch  office  inside  a  Hypercom  warehouse  managed  by  his  father — to  charge  the  company 
)r  shipping  orders  to  overseas  markets.  A  year  and  a  half  ago  he  got  a  job  for  a  girlfriend  at  a  video  production  firm  Hypercom  had 
ired  in  Miami;  then  she  moved  to  Phoenix,  his  home  base,  and  joined  a  second  video  firm,  and  Hypercom  hired  that  company. 
None  of  this  was  enough  to  derail  Gonzalez's  career — not  even  the  potential  liability  Hypercom  could  face  if  he  is  accused  of 
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He  needs  help.  He  attacks  women.  He's  got  a  bad  tern 

Do  you  want  your  daughter  working  for  hi 


harassment  by  other  women  at  the  company. 
George  Wallner  says  holding  on  to  Jairo  was  a  cold 
but  smart  business  decision.  Worldwide,  Hyper- 
com  has  a  20%  share  and  trails  only  Ingenico  of 
France.  On  Gonzalez's  home  turf  in  Latin  Amer- 
ica, Hypercom  holds  a  42%  share.  In  Europe  its 
share  grew  twentyfold  in  four  years  to  10%.  Gon- 
zalez gets  much  of  the  credit  for  all  of  this. 

"He  was  bringing  in  $70  million  a  year.  Do 
you  fire  your  top  rock  star  because  he's  difficult?  I 
thought  we  could  redeem  him,"  says  Wallner, 
adding  that  if  he  believed  the  allegations,  "I  would 
fire  his  ass  on  the  spot."  In  settling  the  rape 
charge,  "the  $100,000  we  spent  was  well  worth  the 
[sales]  he  was  bringing  in,"  Wallner  says.  "That's 
as  a  business  decision — not  on  a  moral  level.  On  a 
moral  level  this  is  confusing.  But  if  you  think  of 
only  the  business  decision,  it  was  dead  right." 

At  some  point,  though,  morals  count  for  some- 
thing. Many  companies  face  the  dilemma:  If  a  top 
producer  gets  in  an  embarrassing  scrape,  should  he 
be  fired?  What  if  a  terrific  salesman  cheats  on  his 
expense  account,  or  a  key  executive  is  sued  for  sex- 
ual harassment  or  arrested  for  drunk  driving?  To  set 
the  threshold  of  indignation  too  high  runs  the  risk 
that  the  miscreant's  next  misdeed  will  cost  your 
company  a  devastating  legal  settlement.  To  set  it  too 
low  means  losing  talent  to  a  rival.  After  all,  even  trou- 
bled souls  can  turn  their  lives  around.  As  a  stockbroker  Jonathan 
Ornstein  was  fired  for  unauthorized  trading  and  other  sins,  but 
then  he  went  on  to  great  success  as  an  airline  executive  (FORBES, 
Aug.  9,  1999). 

OFTEN,  HOWEVER,  misdeeds — even  criminality — are  tol- 
erated in  high  places.  Cowen  &  Co.  may  have  reacted  too  mildly 
when  broker  Frank  Gruttadauria  was  investigated  for  fraud  in 
the  early  1990s;  in  February  he  was  charged  with  pilfering  $40 
million  from  clients  over  the  past  15  years.  Shoe-biz  impresario 
Steven  Madden  just  got  sentenced  to  41  months  in  prison  for 
stock  manipulation,  but  he  still  gets  $700,000  a  year  plus 
bon  is  creative  chief.  Shopping  mall  magnate  A.  Alfred 

'ling  a  12-month  sentence  for  price-fixing  at 
;s  just  been  reelected  to  the  board  of  media 
nternational  (see  box,  above). 

Her  Richard  Beckman  broke  an 
lying  to  make  her  kiss  another 


Accusing  the  Boss 
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EXUAL  HARASSMENT  LITIGATION  IS 
a  big  business,  with  15,000 
cases  a  year  filed  at  the  Equal 
Employment  Opportunity  Commis- 
sion. Since  1995  dollars  paid  in  EEOC 
settlements  have  more  than  doubled, 
to  $53  million  last  year.  Typically 
firms  pay  but  admit  no  wrongdoing; 
the  accused  in  the  cases  below  de- 
nied the  charges. 

Peter  Karmanos  Jr.,  59,  chief  ex- 
ecutive of  Compuware.  Karmanos,  co- 
founder  of  this  $1.7  billion  (sales) 
software  firm  in  Farmington  Hills, 
Mich.,  was  named  in  two  sexual  ha- 
rassment cases  brought  in  1998  by 


ex-employees.  In  1999  Compuwan 
settled  one  case,  filed  by  a  former 
personnel  chief,  a  woman.  The  otl 
case  was  dismissed  in  2001. 
Karmanos  kept  his  job. 

Dan  K.  Wassong,  71,  chief  exe 
five  of  Del  Laboratories.  An  EEOC 
in  1994  accused  him  of  verbally  a 
physically  abusing  female  worker 
He  allegedly  grabbed  a  woman's 
breasts,  rubbed  another's  backsi 
and  made  graphic  gestures.  Del  I 
paid  $1.2  million  to  settle  the  casi; 
1995  but  didn't  seek  reimburseml 
from  Wassong,  who  kept  his  job 
ning  this  $332  million  cosmetics 
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i>le  Nast  paid  oil  the  woman, 

nuary  he  received  a  promotion 

1  ilan  Panic,  former 

lis,     uig  on  to  the  corner 

neni  cases  since  1993  and 

i  ities  &  Exchange  Commis- 


sion in  1999.  Panic  denied  the  claims;  the  SEC  decision  is  penc 
ing.  He  recently  retired  in  a  shakeup.  Gregory  Brady  kept  his  jo 
at  Dallas  software  shop  12  Technologies  and  later  became  i 
chief  executive,  after  12  paid  to  settle  a  sexual  harassment  con1 
plaint  against  him  in  1999.  He  resigned  in  April  for  "person 
reasons." 

At  Hypercom,  Wallner  says  the  hell-bent  pursuit  of  reveni 
pushed  the  company  to  extremes.  It  had  taken  15  years  to  h 
$50  million  in  sales,  but  as  the  digital  economy  boomed  in  tl 
late  1990s,  Hypercom's  growth  surged.  "It  was  like  a  dot-cor 
except  these  guys  were  bringing  in  money,"  he  says.  "It  was 
highly  charged  environment.  That  produced  results,  but  it  al 
produced  some  problems.  It  was  a  wild  place." 

How  wild?  One  exec  married  a  temp  in  his  department,  tb 
hired  her  full  time.  Albert  Irato,  chief  executive  from  1992 
1999,  borrowed  $220,000  from  Hypercom.  Wallner  and  r 
brother,  Paul,  borrowed  $4.5  million  from  Hypercom,  some  ot 
interest-free.  The  borrowings  were  disclosed  in  SEC  filings — b 
it  all  reinforced  an  anything-goes  ethos  at  the  company. 

George  Wallner  readily  admits  female  employees  had  reas< 
to  complain  about  Gonzalez.  "He  was  brash  and  abrasive.  1 
would  yell  at  people,  intimidate  people,"  he  says.  "[Gonzal< 
was  a  womanizer.  He  messed  around  with  other  women,  or 


■":, 


o  you  want  him  running  your  companyP 


Lawson,  who  left  Hypercom  in  1997  because  of  Gonzalez 


ogs  who  kept  the  comer  office:  Gregory  Brady,  former  chief  executive  of  12  Tech- 
ies;  A.  Alfred  Taubman.  convicted  of  price-fixing,  reelected  to  Hollinger  International 
Sidney  Frank,  chief  executive  of  Sidney  Frank  Importers;  Milan  Panic,  former  chief 
tive  of  ICN  Pharmaceuticals;  Shoe  kingpin  Steve  Madden,  convicted  of  stock  manip- 
n,  still  affiliated  with  company;  Peter  Karmanos  Jr.  chief  executive  of  Compuware. 


any  in  Farmingdale,  N.Y. 
idney  Frank,  83,  chief  executive 
ney  Frank  Importers.  Frank  hired 
y  "Jagerettes"  to  promote  Jager- 
er,  the  frat-boy  herbal  liqueur  im- 
d  by  his  privately  held  New 
slle,  N.Y.  firm.  They  complained 
ass  tried  to  kiss  them,  grope  them 
olicit  sex,  an  EEOC  case  states.  In 
the  company  paid  $2.6  million  to 
,  and  Frank  still  runs  the  show, 
ames  L.  Blythe,  Blythe-Nclson.  A 
;  of  four  suits  filed  since  1999 
tie  to  sidetrack  Blythe  and  his 


Dallas-based  telecom  consulting  firm, 
which  boasted  big-name  clients  like 
J.C.  Penney.  Among  the  allegations: 
groping,  incessant  dirty  jokes  and 
asking  women  to  flirt  with  customers. 
Blythe  allegedly  shoved  a  wine  bottle 
under  an  employee's  skirt.  In  the  end 
the  bad  economy,  not  misbehavior, 
undid  Blythe.  Late  last  year  his  com- 
pany declared  bankruptcy.  Two  of  the 
cases  have  been  settled,  one  for 
$125,000.  The  other  two  were  put  in 
limbo  by  the  bankruptcy  filing. 

—Daniel  Lyons  and  Lea  Goldman 


©positioned  them.  Going  out  with  employees  is  just  really  not 
;ht."  Gonzalez  declined  to  comment  on  the  allegations.^ 

Jairo  ("Hl-ro")  Gonzalez  was  born  in  the  U.S.  but  grew  up  in 
)gota,  Colombia.  In  1990,  at  age  28,  he  joined  Hypercom  in 
iami.  He  had  approached  Hypercom  while  shopping  for  retail 
|uipment  for  a  client  in  Bogota.  When  he  learned  Hypercom 
id  no  Latin  America  unit,  he  offered  to  start  one — and  did,  in 
e  kitchen  of  his  one-bedroom  apartment. 

Gonzalez  was  young  and  energetic,  with  a  knack  for  building 
ams,  motivating  sales  reps  and  forging  contacts.  Wallner  liked 
e  younger  man  so  much  he  lent  Gonzalez  money  to  buy  a  sail- 
>at.  Within  a  few  years  the  driven  salesman  was  running  a  50- 
rson  organization  that  fueled  most  of  Hypercom's  growth, 
inning  big  contracts  throughout  Latin  America.  In  1992  Gon- 
lez  helped  found  a  Miami-based  freight  company  that  han- 
ed  Hypercom's  overseas  orders.  First  named  Kapel  Freight 
>rwarder  and  now  known  as  Desert  Enterprises,  it  shared  space 

a  Hypercom  warehouse  in  Phoenix  managed  by  Gonzalez's 
ther,  Jairo  Gonzalez  Sr.,  who  runs  Hypercom's  distribution. 

HYPERCOM  INSISTS  Gonzalez  Jr.  severed  his  ties  to  Desert 
iterprises  in  1996,  before  Hypercom  became  a  publicly  traded 
mpany.  The  annual  report  that  Desert  Enterprises  filed  in  mid- 
97  with  the  Florida  Secretary  of  State's  office  indicates  that 


Gonzalez  handed  over  the  reins  to  another  Hy- 
percom employee  in  the  Miami  office,  Mauricio 
Fernandez.  The  1998  report  shows  Fernandez,  in 
turn,  handing  off  to  someone  else. 

Desert's  president  now  is  Liliana  Narvaez.  A 
woman  at  the  Miami  office  said  Narvaez  was  in 
Colombia,  doesn't  speak  English  and  would 
answer  questions  only  in  writing.  A  few  days  after 
FORBES  faxed  a  list  of  questions,  the  phone  line 
was  disconnected.  Hypercom's  spokesman  says 
Desert  Enterprises  handled  only  $73,000  in 
Hypercom  shipments  last  year  and  that  no 
Hypercom  employee  has  an  interest  in  that  firm. 
AS  GONZALEZ  racked  up  big  sales  numbers, 
Wallner  rewarded  his  top  performer.  By  the  time 
Hypercom  was  set  to  go  public  in  late  1997,  Gon- 
zalez was  president  of  the  international  division 
and  had  joined  the  board.  Gonzalez  was  making 
$228,000  a  year,  plus  bonuses.  In  the  stock  offer- 
ing set  for  November  1 997,  Gonzalez  was  in  for  a 
big  payday:  He  was  to  receive  options  to  buy  more 
than  1  million  shares  of  Hypercom  stock  at  $6.40 
a  share,  a  discount  to  the  $16  offering  price. 

Then  trouble  struck.  At  a  lunch  as  the  public 
offering  neared,  a  manager,  Ruth  Rodriguez, 
asked  a  simple  question:  What  about  Jairo?  She 
wanted  to  know  whether  Gonzalez  would  change 
his  attitude  after  Hypercom  went  public.  Reached 
by  FORBES,  Rodriguez  declined  to  discuss  the  exchange.  But  it 
was  enough  to  launch  a  company  investigation. 

Wallner  and  his  personnel  chief,  John  Murphy,  ended  up 
unearthing  complaints  about  Gonzalez  from  a  total  of  four 
women  who  worked  near  him  at  Hypercom.  Ruth  Rodriguez 
herself  said  he  had  been  verbally  abusive.  She  later  was  fired.  A 
former  marketing  manager,  Mary  Ann  Lawson,  said  she  had 
repeatedly  complained  about  him  to  the  personnel  department 
because  he  used  profanity,  called  her  a  "stupid  gringo"  (and 
other  abusive  terms)  and  hit  on  her. 

"He  came  on  to  me  and  other  women  at  the  company,"  says 
Lawson,  who  quit  in  1997  because  of  "his  erratic  behavior,  his 
sexual  harassment  of  me."  She  adds:  "He  needs  help.  He  attacks 
women.  He's  got  a  bad  temper.  Do  you  want  him  running  your 
company?  Do  you  want  your  daughter  working  for  him?" 

Though  she  denies  it,  Wallner  says  Lawson  had  claimed 
Gonzalez  attacked  her — which  he  didn't  believe.  "She  claimed 
that,  yes,  but  I  can't  see  that  happening.  She's  not  a  good-look- 
ing woman,"  he  says.  Hypercom  didn't  pay  her  any  settlement. 
Colleen  Ryan  Smith  came  forward  only  after  Wallner  and  his 
personnel  chief  approached  her.  In  a  lawsuit  she  later  filed 
against  Hypercom,  she  claims  that  in  September  1996  Gonzalez 
sent  her  on  an  errand  to  a  Phoenix  home  that  Hypercom  rented 
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for  executives.  When  she  arrived,  Gonzalez  was  waiting  for  her, 
"drunk  and  hostile."  He  dragged  her  into  a  bedroom  and  raped 
and  sodomized  her,  Smith  alleges.  She  says  she  went  to  an  emer- 
gency room  afterward  but  did  not  go  to  the  police. 

Smith,  41,  says  she  was  too  intimidated  to  complain  to  the 
cops  or  the  company.  (She  testified  she  had  seen  guns  at  Gonza- 
lez's home.)  Instead,  Smith  got  a  transfer — to  a  job  in  the 
Phoenix  warehouse,  working  for  Gonzalez's  father.  She  alleges 
that  in  the  summer  of  1 997  Gonzalez  Sr.  sent  her  on  an  errand 
to  another  house  Hvpercom  rented,  Jairo  was  there  and 
assaulted  her  again,  and  that  a  third  attack  happened  soon  after. 
When  she  gave  he  ( )ctober  1997,  Wallner  says,  he 

offered  to  take  Smith.  cebut  she  declined. 

BUT  WALLNER  -elieve  Smith,  either.  He  thought 

Gonzalez  and  Smith  |  had  broken  up  and 

that  Smith  was  nov 
people  are  dating  th 
responds  that  she  iv\ . 
him,  never  had  drinks  wmJ.  . 

When  the  allegations  s 
( ion/ale/,  fired,  but  Wallner  refu 
he  says.  "We  understood  there  ws    s< 
understood  his  value."  As  penano  Wan. 


1 1  to  believe  when 

alb  m  says.  Smith 

:i  had  lunch  with 

ires  wanted 

DgU!       irt," 

lire,  but  we  also 

:d  Gonzales  out 


'He  was  bringin 

in  $70  million 

year.  Do  you  fin 

your  number  onti 

rock  star  because 

he's  difficult? 


— George1 
lairmanofHyperc 

of  Hypercom's  Phoenix  base  and  put  him  ii 

Europe.  He  says  he  demoted  Gonzalez 

although    Hypercom    Chief    Executiv 

Christopher  Alexander  says  the  job  ii 

Europe  wasn't  a  demotion. 

To  dispose  of  Smith's  complaint,  Hyper 

com  struck  a  deal  with  her,  agreeing  to  pa. 

off  her  $89,000  mortgage  and  $7,000  i: 

legal  bills  and  give  her  a  bonus  of  $2,500 

The  firm  also  agreed  to  put  her  sons  throug 

:    college  if  she  kept  her  claims  secret,  accore 

ing  to  court  documents  and  Wallner.  In  Nc 

vember  1997  the  stock  issue  went  offwitr 

i   out  a  hitch.  George  and  Paul  Wallner  eac 

;   sold  1.2  million  shares  at  $16,  pocketiri 

$19.2  million  apiece.  (They  now  hold' 

I  combined  44.6%  of  the  company.) 

SOON  AFTER  Smith  accepted  the  offe 
she  began  receiving  notes,  flowers  and  gU 
from  another  executive — John  Murphy,  the  personnel  chief,  wr 
later  left.  "Some  of  this  is  so  amazingly  dumb  it's  frightening 
Wallner  says.  "It  was  very  poor  judgment."  Murphy,  who  didn't  r 
turn  calls  seeking  comment,  later  married  a  temp  in  his  area  ar 
then  hired  her.  "It  wasn't  really  the  best  setup,"  Wallner  admits. 
Then  trouble  struck — again.  In  1998  a  fourth  woman 
Hypercom,  Ali  Valdez,  complained  that  Gonzalez  was  abush 
She  quit  and  in  September  1998  got  a  $100,000  setdement,  Wa ; 
ner  says.  "We  already  had  [the  Colleen  Ryan  Smith  case],  i| 
didn't  want  another  one,"  he  says.  Valdez  declines  to  commei 
Wallner  says  he  didn't  pay  Gonzalez  a  bonus  for  two  ye; 
and  made  him  pay  back  the  $100,000  Hypercom  had  pa 
Valdez.  In  1999  Gonzalez  gave  up  his  board  seat,  though  Walk 
says  this  wasn't  related  to  the  complaints.  But  the  Valdez  sett 
ment  angered  Smith,  who  says  she  felt  Hypercom  had  enabl 
Gonzalez  to  strike  again.  In  late  1998  she  sued  the  company 
Arizona  Superior  Court,  claiming  management  had  violated  1 
agreement  by  leaking  word  to  other  employees.  It  was  a  ba< 
door  attempt  by  her  lawyer,  Larry  J.  Debus,  to  revive  a  c; 
against  the  company.  He  says  that  Hypercom  coerced  her  ii 
accepting  a  bad  setdement  and  urged  her  to  not  go  to  the  poli 
conspiring  to  cover  up  a  crime. 

Hypercom  fired  Smith  in  January  1999,  alleging  she  \ 
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Just  because  you  don't  have 
the  time  to  deal  with  your  portfolio 
doesn't  mean  you  don't  care  about  it. 

There's  never  been  a  better  time  for  the  Schwab  Advisor  Network 


Fly-fishing.  Music  recitals. 
Golfing.  Conference  calls. 
These  days  you've  go!  other 
things  to  do  than  man  \ 
your  portfolio.  That's  where 
.in  independent  Fin.mci.il 
Advisor  can  help. 

With  the  Schwab  Advisor 
Network,  we  can  help  you  find 
an  independent,  fee-based 
a* l\  isor  who  can  handle  the 
day-to-day  managemeni  ol  some 
<>r  all  ol  your  portfolio  and  can 
work  with  you  todevelop  a 
inalized  financial  plan. 

Members  of  our  network  are 
hand-selected  h\  Schwab,  have 
been  in  business  an  average 

o|  1 7  years  ami  manage  an 
aver;  I '  million  in  assets.' 

h  expert  advisor  must  meet 
Schwab's  extensive  standards. 
And  since  they  are  not  compensated 
by  commission,  they  reflect  our 
commitment  to  provide  you 
financial  advice  based  on  your 
interests.  So  the  advice  you 
receive  isn't  subject  to  the 
conflicts  of  interest  that  often  get 
in  the  way  of  traditional  brokerage 
relationships.  And  their  focus  on 


the  investor  is  consistent  with  the 
principles  of  Schwab. 

THE  PRINCIPLE  OF  THE 
INDIVIDUAL  INVESTOR 

from  day  one  at  Schwab, 
the  individual  investor  has  been 
at  the  core  of  everything  we  do. 
Today,  as  the  financial  needs  of 
many  ol  our  clients  change  and 
to  require  expert  portfolio 
management,  it's  important  for 


Schwab  to  provide  this 
comprehensive  service  based 
on  the  same  Schwab  values 
that  form  our  foundation. 
That's  why  we  created  the 
Schwab  Advisor  Network. 

THE  PRINCIPLE  OF  ADVICE 
NOT  DRIVEN  BY  COMMISSION 

The  members  of  the  Schwab 
Advisor  Network  are  paid  as 
professionals,  not  salespeople. 
They  are  not  compensated 
by  commissions.  So  the  advice 
you  receive  is  objective  and 
designed  to  fit  your  needs. 


s(  I IWAB 
advisor  mi, 


BROOKS  NELSON,  CFA 
NELSON  CAPITAL  MANAGEMENT,  INC, 
SCHWAB  ADVISOR  NETWORK  MEMBER 


To  learn  more  about  how 
the  Schwab  Advisor  Network 
can  help  you  find  the  right 
advisor,  call  1-800-540-9757, 
and  you  can  also  receive  our 
complimentary  brochure. 


diaries  schwab 


Call 

1-800-540-9757 

Click 

schwab.com 

Visit 

395  locations  nationwide 

Data  is  as  of  4/02  and  is  self-reported.  Advisors  pay  Schwab  fees  to  be  members  of  the  Schwab 
Advisor  Network.  Network  members  are  independent  advisors  of  Charles  Schwab  &  Co.,  Inc.  ("Schwab"). 

Investors  must  decide  whether  to  hire  an  advisor  for  a  separate  fee  and  what  authority  to  give  them. 
©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0502-8402).  ADS23341FUL. 


"The  behavior  is  so  egregious  that  the  damages 
could  be  astronomical.  You  could  see  a  jury  awardin 
double-digit  millions." 


— Larry  J.  1  >ebus,  lawyer  for  Colleen  Ryan  Smith 


stolen  Hypercom  gear,  a  charge  her  lawyer  says  was  contrived. 
In  September  of  the  same  year  a  judge  dismissed  Smith's  law- 
suit, ruling  that  Hypercom  had  fulfilled  the  obligations  of  the 
settlement  and  that  Smith  had  relinquished  her  right  to  sue.  "As 
abhorrent  as  Gonzalez's  assaults  on  Plaintiff  and  Hypercom's 
retention  [of  him]  as  an  officer  and  director  were,  they  are  not 
the  issues  the  court  was  called  upon  to  decide,"  Superior  Court 
Judge  Edward  O.  Burke  wrote.  Burke  also  ordered  Smith  to  pay 
Hypercom  $40,000  in  attorney's  fees.  Smith  appealed  to  the  Ari- 
zona Court  of  Appeals,  and  late  last  month  the  court  ruled  in 
her  favor.  Her  attorney  now  hopes  to  pursue  broader  action 
against  Gonzalez,  Murphy  and  Hypercom.  "The  behavior  is  so 
egregious  that  the  damages  could  be  astronomical.  You  could  see 
a  jury  awarding  double-digit  millions,"  Debus  says. 

In  November  2000  Gonzalez  moved  back  to  Phoenix  and 
was  named  president  of  Hypercom's  biggest  division,  Transac- 


Unbecoming  Conduct 

ACCUSATIONS  IN  HARASSMENT  CASES  ARE  SOMETIMES  APPALLING-AND 
sometimes  silly.  The  charge  in  one  case  was  that  a  male  firefighter 
told  a  colleague  she  had  been  denied  promotions  because  she  did  not 
perform  fellatio  well  enough.  (Howley  v.  Town  of  Stratford.  A  trial  court  ruled 
she  couldn't  sue,  but  an  appeals  court  overturned  that  order.)  In  another, 
the  allegation  was  that  firefighters  asked  a  female  colleague  if  she  was  on 
birth  control  so  they  could  "bang"  her  at  the  next  union  party.  (O'Rourke  v. 
City  of  Providence.)  Elsewhere,  a  police  chief  told  his  female  dispatcher  he 
believed  she  had  sex  with  family  members  (and  possibly  animals)  and  sacri- 
ficed animals  in  Satan's  name.  (Venters  v.  City  of  Delphi.  An  appeals  court 
let  her  sue  for  religious  discrimination.)  One  fellow,  it  was  alleged,  left  a 
message  on  a  female  colleague's  home  answering  machine  with  heavy 
breathing,  panting  and  slurping  sounds.  He  called  her  "Foxy  Mama,"  stood 
outside  her  office  staring  at  her  for  up  to  20  minutes  and  once  asked  her  for 
a  kiss:  "I  am  serious,  I  want  some  tongue."  (Westvaco  Corp.  v.  United  Pa- 
perworkers  International  Union.  He  was  fired  but  later  got  his  job  back.) 

At  the  other  end  of  the  scale:  the  grocery  store  worker,  a  Lutheran,  who 
sued  because  the  manager  played  "satanic  death  metal"  music  over  the 
loudspeakers  and  in  his  office.  (Cook  v.  Cub  Foods;  case  tossed  out.) 

When  employees  are  truly  out  of  line,  some  companies  send  them  to 
one-on-one  counseling  with  a  lawyer  who  scares  the  bejesus  out  of  them. 
"I  call  it  bad  boy  training."'  says  Scott  Rechtschaffen  of  Littler  Mendel- 
son,  a  San  Frai  v  firm  that  defends  harassment  lawsuits  and  runs 
these  "scared  strai  ,ons.  It  beats  getti*  ig  fired.  For  an  employer, 
though,  forgoing  afii  I  hurt  if  yet  another  employee  crosses  the 
line.  "When  it  comes  oi  ,',ing  has  happened  previously, 
that  reinforces  the  poss.  nds  that  the  company  was  reck- 
less or  grossly  negligent,  or  i  : .  .  ?.iged  in  wrongdoing," 
says  Peter  Schuck,  a  professor  a.-  /ale  Law  School.  —D.L. 


tion  Systems  Group.  In  2001  Gonzalez  was  granted  300,000 
options  at  $3.50  a  share.  With  a  1997  grant  of  just  over  1  million 
shares,  Gonzalez  has  a  2.4%  stake  in  Hypercom,  making  him  th< 
largest  individual  shareholder  after  George  and  Paul  Wallner. 

"Jairo  redeemed  himself.  He  took  management  courses,  h< 
sought  counseling.  This  guy  has  really  turned  himself  around,' 
Wallner  says.  Gonzalez  is  the  most  likely  candidate  to  become  th< 
next  chief  executive  of  Hypercom,  succeeding  Alexander,  says  Pete; 
Quadragno  of  Quadragno  &  Associates,  who  follows  the  company 
Wallner,  the  chairman,  calls  this  view  "pure  speculation." 

GONZALEZ  ALIENATED  colleagues  by  hiring  friends  and  rela 
tives.  In  2001  Hypercom  hired  a  Miami  company  to  make  video 
for  its  annual  conference,  then  lined  up  a  job  at  that  company  fa 
Gonzalez's  girlfriend.  For  this  year's  conference,  Hypercom  hiret 
a  Phoenix  company  that  had  recently  hired  her.  Wallner  says  sim 
ply  that  both  video  outfits  did  terrific  work. 

Wallner,  too,  has  benefited  personally  fror 
his  ties  to  Hypercom.  In  1994  he  borrowed  fror 
Hypercom  to  buy  a  house,  paying  back  nearly  $  j 
million,  including  interest,  by  1997.  From  1995  tl 
1997  he  operated  a  side  company,  Digitech  R«j 
search,  that  billed  Hypercom  $820,000  and  rej 
ceived  $200,000  in  interest-free  advances  fror] 
Hypercom.  (Wallner  dissolved  the  company  i| 
1998.)  In  1997,  months  before  the  offering,  Wall 
ner  and  his  brother  each  took  $750,000  in  inteil 
est-free  loans  from  Hypercom.  They  don't  ha\J 
to  repay  until  2004.  When  the  board  okayed  trl 
loans,  it  had  only  one  true  outsider  among  its  s , 
members;  insiders  included  the  two  Wallnerl 
Gonzalez,  then-chief  Irato  and  Irato's  brothe 
in-law,  Peter  Hart,  who  helped  run  a  Hypercoi 
supplier.  The  freebie  loans  to  the  Wallners  loc 
particularly  galling  now:  In  2000  and  2001,  wh« 
Hypercom  hit  hard  times  and  needed  a  loa 
George  Wallner  ponied  up  $3.1  million — bi 
charged  the  company  1 2%  interest. 

The  last  two  years  have  been  tough  for  Hype 
com.  Sales  declined  1 1%  to  $291  million  last  ye; 
The  company  put  $10  million  into  a  Web  ventu 
run  by  Paul  Wallner;  it  has  been  sold.  As  prof 
turned  to  losses,  Hypercom  defaulted  on  lo; 
covenants  and  had  to  borrow  from  new  lenders 
pay  oft  the  old  ones.  The  stock,  at  $15  two  yez 
ago,  is  down  to  $7.  Wallner,  eager  to  move  on,  sa 
he  is  confident  Hypercom  will  prevail  in  coi 
against  Colleen  Ryan  Smith.  "It  wasn't  reall) 
pleasant  episode,"  he  says.  "But  I  think  this  ha 
pens  all  the  time.  Some  of  these  rock  stars  are  a] 
a  bit  eccentric." 
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ROSS-BORDER  INVESTING 

HE  ADR  WAY 

^  SAVVY  INVESTOR.  YOU  UNDERSTAND  THE  WISDOM  OF  INVESTING  IN 
/1PANIES  YOU  KNOW.  BUT  IT  PROBABLY  HASN'T  OCCURRED  TO  YOU  THAT 
KIY  OF  THE  PRODUCTS  YOU  USE  DAILY  COME  FROM  COMPANIES  BASED 
"SIDE  OF  THE  U.S.  LUCKILY,  AMERICAN  DEPOSITARY  RECEIPTS  (ADRS)— » 


01**,' 


^ 

WUCKLR  ■  PRODUCED  BY  NUA 


ADVERTISEMENT 


provide  a  way  to  invest  in  shares  of 
these  firms  as  easily  as  you  incorporate 
their  products  into  everyday  life.  Con- 
sider this  average  day  filled  with  these 
easily  recognizable  brand  names  and 
products:  you  wake  up  in  the  morning 
and  open  your  Hunter  Douglas  blinds  to 
let  in  the  sun.  It's  a  bright  blue  day,  so 
you  slip  on  your  Ray-Ban  sunglasses 
and  hop  into  your  Toyota  to  drive  to 
work,  stopping  at  Dunkin'  Donuts  on 
the  way.  Log  on  to  your  NEC  computer 
and  spend  the  day  working  with  the 
help  of  SAP's  business  integration  soft- 
ware. You  finish  that  big  project  a  day 
ahead  of  deadline.  Luckily,  you  stashed 


In  2001,  GlaxoSmithKline 
invested  $3.8  billion  in  R&D. 

pour  a  glass  of  Johnnie  Walker  and 
wind  down  at  the  end  of  a  long,  satis- 
fying day. 

Most  likely  you  realize  that  Fila  is  Ital- 
ian and  Toyota  is  Japanese.  But  Dunkin' 
Donuts?  Wilson  tennis  balls?  Ray-Bans? 

Absolutely.  The  ubiquitous  pink-and- 


"GSK  is  one  of  two  leading  global  pharmaceutical 
companies  with  55%  of  its  sales  and  a 
substantial  corporate  presence  ...  in  the  U.S." 

—  John  Coombe,  Chief  Financial  Officer,  GlaxoSmithKline 


a  set  of  Fila  tennis  clothes,  a  Head  rac- 
quet and  a  fresh  can  of  Wilson  balls  in 
your  trunk,  so  you  are  all  set  to  let  out 
some  stress  on  the  courts  after  work. 
After  the  game,  you  call  home  on  your 
Ericsson  cell  phone  while  the  gas  sta- 
tion attendant  checks  the  air  pressure 
in  your  Uniroyal  tires.  At  home,  you 


orange  logo  of  Dunkin'  Donuts  is,  in 
fact,  a  brand  owned  by  the  U.K.'s 
Allied  Domecq  Pic,  which  also  owns 
Baskin-Robbins  ice  cream.  Wilson  is 
part  of  Finland's  Amer  Group,  a  lead- 
ing supplier  of  sporting  goods  equip- 
ment. Italy's  Luxottica  Group  makes 
Ray-Bans;  in  1995  it  bought  the  Lens- 


MOST  ACTIVE  DEPOSITARY  RECEIPTS 
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Company                                                 Country 

Exchange 

NASDAQ 

Share  Volume 

901.77 

Ericsson  Telephone  Company  B                      Sweden 

Nokia                                                    Finland 
Elan  Corporation                                         Ireland 

NYSE 
NYSE 

733.04 
408.87 

Taiwan  Semiconductor  Manufacturing             Taiwan 

NYSE 

316.03 
214.94 

Vodafone  Group                                         UK 

NYSE 

United  Microelectronii                                 Taiwan 
ASML  Holding                                          Netherlands 

NYSE 

192.56 

NASDAQ 

160.8 

Durban  Roodeport  Deep  Limited                    So.  Africa 

NASDAQ 

141.34 

BP                                                           UK 

NYSE 

133.76 

Marconi                                                    UK 

NYSE 

120.46 

Petroleum  GEO-Servc 
Gold  Fields  Limited 
Smarttorce 

NYSE 

118.05 

NASDAQ 

;daq 

118.67 
110.59 

NYSE 
NYSE 

109.33 
95.81 

< 

SOURCE:  THE.  BANK  OF  NEWYORI 


GlaxoSmithKline 

Glaxo  and  SmithKlineBeecham  bq 
established  ADR  programs  in  the  Is 
1980s,  long  before  their  merger 
2000  created  a  global  pharmaceuti< 
giant.  The  early  start  laid  the  grour 
work  for  a  healthy  investor  base  tt 
side  of  the  Atlantic. 

The  ADR  programs  piggybacked 
American  consumers'  familiarity  w 
GlaxoSmithKline's  products.  "GSK 
one  of  two  leading  global  pharmacet 
cal  companies  with  55%  of  its  sa 
and  a  substantial  corporate  preset 
including  R&D,  in  the  U.S.,"  says  Cr 
Financial  Officer  John  Coombe. 

All  told,   U.S.   investors  hold 
robust  18%  of  GSK's  free  float 
roughly  9%  as  ADRs  and  9%  on 
London  stock  exchange.  The  com 
ny  puts  a  priority  on  keeping 
investors  on  the  same  footing 
whether  they  are  American  or  El 
pean,  big  or  small. 

"The  whole  idea  of  having  an  A 
program  and  an  IR  staff  here  in 
U.S.  is  that  it  gives  equal  accesi 
the  company  for  U.S.  and  Europi. 
investors,"  says  Frank  Murdolo,  \ 
president  for  U.S.  investor  relatic 
U.K.  investors  also  appreciate  ace 
after  the  London  market  day  end' 

Though  institutional  investors  i 
hold  the  lion's  share  —  75%  - 
the  company,  retail  holdings  of  C 
have  been  growing.  One  of  the  inc 
try's  earliest  direct-purchase  | 
grams  helped  make  investing  in  ( 
easy  for  small  investors. 


Country:  United  Kingdom 
Sector:  Pharmaceuticals 
Market  Capitalization:  $127  billi 
ADR  Ratio:  1:2 
Date  of  Issue:  December  27,  20 


NTT 

Do  Co  Mo 


Beyond  The  Mobile  Frontier 


Netherlands 
Germany, 


Look  no  further  than  NTT  DoCoMo.  All  this  and  more! 

NTT  DoCoMo  has  seen  a  nearly  70%  increase  in  its  customer  base  in  the  past  three  years. 

That  translates  to  40.783  million  cellular  subscribers1  as  of  end  of  March  2002, 

or  more  than  half  of  the  Japanese  cellular  market.  Sales  are  also  on  the  rise. 

Fiscal  2001  sales  were  1 10.4%  those  of  the  previous  year,  topping  5.1  trillion  yen  (US$40.8  billion2). 

The  number  of  i-mode  mobile  multimedia  service  users  has  soared  since  the  service  started  in  February  1999, 

and  stands  at  33  million  subscribers  as  of  June  2002.  This  remarkable  growth  far  outstrips  that  of  the  competition. 

This  year  also  marks  i-mode's  introduction  in  Europe.  The  service  was  launched  in  Germany  by  E-Plus  and  in 

the  Netherlands  by  KPN  Mobile.  And  i-mode  is  coming  soon  to  other  areas  on  the  continent. 

NTT  DoCoMo  is  making  advances  on  the  world  stage  as  a  pioneer  in  mobile  communications. 

Expect  more  to  come. 


PCM 

mm 

NYSE 


NTT  DoCoMo  listed  on  the  New  York  Stock  Exchange  and  the  London  Stock  Exchange  on  March  1 ,  2002. 


For  a   borderless   world. 


Actual  screens  may  differ  from  those  shown  above. 

Screens  shown  above  are  samples  of  E-Plus.  KPN  Mobile  and  NTT  DoCoMo  i-mode  content. 

1PDC  (2G)  +  FOMA  (3G)  subscribers   2Calculated  at  $1=¥125 


www.nttdocomo.com 


The  i-mode  service  is  only  available  to  NTT  DoCoMo's  subscribers  in  Japan  and  other  alliance  partners  subscribers  in  Europe 

i-mode  and  the  i-mode  logo  are  registered  trademarks  of  NTT  DoCoMo,  Inc.  in  Japan 

The  FOMA  logo  is  a  trademark  of  NTT  DoCoMo.lnc.  in  Japan. 
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Crafters  retail  optical  chain.  More  and 
more  non-U. S.  firms  likewise  are 
merging  with  U.S.  firms  and  Ameri- 
canizing their  marketing  strategies. 

Bottom  line:  invest  in  familiar  com- 
panies and  you'll  probably  end  up 
buying  shares  of  a  non-U. S.  firm.  You 
probably  even  own  some  already  in  the 
form  of  exchange-listed  or  over-the- 
counter  (OTC)  American  Depositary 
Receipts  —  securities  that  represent 
shares  in  non-U. S.  companies  but  pay 
dividends  and  are  quoted  in  U.S.  dol- 
lars. Surprisingly  simple,  ADRs  trade  on 
the  New  York  Stock  Exchange,  Ameri- 
can Stock  Exchange  or  Nasdaq,  and 
settle  in  three  days  just  like  shares  of 
U.S.-based  companies.  Exchange-listed 
ADRs  report  to  the  U.S.  Securities  and 
Exchange  Commission  and  state  their 
earnings  in  U.S.  Generally  Accepted 
Accounting  Principles.  Many  of  them 
even  have  direct-purchase  programs 


make  the  market  more  efficient. 

Likewise,  non-U. S.  companies  want 
Americans  to  be  as  familiar  with  their 
shares  as  with  their  products  —  a  role 
in  which  ADRs  are  crucial.  ADRs  afso 
make  it  much  easier  for  non-U. S. 
firms  that  want  to  expand  by  merging 


Including  its  U.S.  employees 
in  its  plans  was  SAP's  top  priority. 

with  a  U.S.-based  or  another  interna- 
tional company. 

In  short,  ADRs  have  become  an 
essential  global  investment  tool. 


"I  feel  very  proud  that  trading  volume  is  consistently 
rising  over  the  period  since  we  listed  and  upgraded." 

—  Gundolf  Moritz,  Vice  President  of  Investor  Relations,  SAP 


that  allow  investors  to  increase  their 
holdings  automatically. 

"Investors  may  not  know  it's  an 
ADR,  which  is  perfect.  That's  our  argu- 
ment: The  beauty  of  the  ADR  is  cost 
convenience  and  liquidity;  it  works," 
says  The  Bank  of  New  York  Managing 
:.tor  Timothy  F.  Keaney,  who  over- 
sees the  bank's  ADR  services. 

find  ADRs  to  be  a  low- 

orsify  global  portfolios 

irms.  As  these  shares 

>rtion  of  U.S. 

inve:,  ncial  services 

firms  iew  ways 

to  packs. 

form  — 


A  Long  Way,  Baby 

The  numbers  say  it  all.  In  2001 ,  a  new 
record  31  billion  American  Depositary 
Shares  traded  —  up  6%  from  2000 
and  621  %  over  the  4.3  billion  shares 
that  changed  hands  in  1991 .  Sweden's 
Ericsson,  Finland's  Nokia  and  the  U.K.'s 
Vodafone  are  not  only  the  most-traded 
ADRs,  but  also  are  among  the  top- 
volume  shares  on  the  entire  Big  Board. 
In  2001,  companies  from  29  coun- 
tries established  135  new  depositary 
receipt  programs,  raising  $8.4  billion 
in  offerings  from  companies  including 
ilian  oil  giant  Petrobras  and  aircraft 
manufacturer  Embraer  and  Norway's 
oil  The  Chinese  government  sold 


SAP 

Celebrating  its  30th  anniversary  tfr 
year,  SAP  is  the  world's  largest  inte 
enterprise  software  company  and  is  t 
world's  third-largest  independent  so 
ware  supplier  overall.  Its  10  millii 
users  are  spread  among  18,000  bu 
nesses  in  120  countries  and  countir 
Headquartered  in  Walldorf,  Germar 
SAP  employs  more  than  27, 8( 
people  in  more  than  50  countries. . 

"With  5,000  U.S.  employees,  Si 
needed  to  create  ADRs  if  it  were 
fulfill  its  commitment  to  maintaini 
an  employee  stock  purchase  plan 
says  Gundolf  Moritz,  vice  president 
investor  relations.  Those  employe 
required  U.S.  exchange-traded  shar 
so  it  listed  on  the  Big  Board  in  19 
and  upgraded  its  over-the-counter  e 
privately  placed  ADRs.  Today,  5,1 
employees  participate  in  discount 
and  nondiscounted  plans. 

U.S.  institutions  hold  roughly  2(: 
of  the  company's  free  float,  a  reme( 
ably  high  proportion  for  a  fore^ 
stock.  As  a  non-U. S.-based  global  sj 
ware  company  with  a  strong  U 
market  presence,  SAP  enjoys 
scarcity  premium  among  internati 
al  investors  and  domestic  U.S.  lo 
term  growth  investors. 

"I  feel  very  proud  that  trad 
volume  is  consistently  rising  over 
period  since  we  listed  and  upgrade 
says  Moritz.  Even  during  a  period  w 
broader  market  liquidity  has  fal 
SAP's  ADR  trading  volume  has  rise 
more  than  1  million  ADRs  daily. 


I 
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Country:  Germany 

Sector:  Technology 

Market  Capitalization:  $34  billio 

ADR  Ratio:  4:1 

Date  of  Issue:  August  3,  1998 


II 


MAKING    THE    BEST    INVESTMENT 
DEMANDS    JUST    ONE    THING:    VISION. 


<3 


( around  you.  It  is  not  every  day  that  you  have  such  an  attractive  opportunity  as  investing  in  Petrobras.  Petrobras  is  one  of  the  largest 
d-class  integrated  energy  companies  with  a  significant  reserves  base  and  an  accelerated  production  growth.  A  company  that 
ains  dominant  in  Brazil  but  with  an  increasingly  important  international  presence.  That  has  a  high  quality  cash  flow  from  a  diversified 
nue  portfolio.  And  is  responsible  for  an  aggressive  environmental,  health  and  operational  safety  program,  with  the  certification  of  all 
ational  units  by  ISO  14001  and  BS  8800.  If  you  don't  want  to  miss  this  opportunity,  take  a  look  at  the  range  of  investment  options 
i  as  shares,  ADRs,  Bonds,  Commercial  Papers  and  Notes.  Call  us  at  the  Petrobras  Investor  Relations  department  on  55  21  2534-1 51 0 
)ntact  us  through  our  web  site,  www.petrobras.com.br/ri/ingles.  Trust  in  your  view  of  the  market.  Invest  in  Petrobras. 
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Aluminum  Corporation  of  China  and 
CNOOC  in  conjunction  with  ADRs. 

In  the  last  few  months,  new  listings 
included  Japanese  global  bank 
Nomura  and  telecommunications 
company  NTT  DoCoMo,  German  phar- 
maceuticals firm  Bayer  AG  and  Brazil- 
ian bank  Banco  Itau.  In  addition, 
National  Grid  completed  its  acquisition 
of  Niagara  Mohawk  and  issued  more 
than  55  million  ADRs  to  replace  retail 
shareholders'  Niagara  shares. 

The  ADR  has  come  a  long  way  from 
the  instrument  created  in  1927,  when 
the  British  retailer  Selfridge's  listed  on 
the  New  York  Stock  Exchange. 
Coming  just  two  years  before  Black 
Monday,  however,  the  issue  soon  fell 
short  of  expectations,  so  to  speak. 
The  idea  of  ADRs  didn't  surface  again 
until  the  1950s,  when  Shell  Transport 
&  Trading  listed  a  "New  York  Share" 
—  the  oldest  continuously  traded  non- 
U.S.  company  on  a  U.S.  exchange. 


Deutsche  Telekom  is  Europe's  largest 
integrated  telecom  company. 

counter  market.  More  than  1,300  non- 
U.S.  companies  now  report  to  the 
SEC  in  some  form. 

Recent  and  continual  advances  in 
electronic  custody  and  settlement  ser- 
vices as  well  as  the  delivery  of  real- 
time information  have  made  it  easier 
for  issuers  and  their  banks  to  bridge 
the  gaps  between  U.S.  and  non-U. S. 
exchanges. 

Many  of  the  earlier  ADRs  were 
simply  "pink  sheets"  —  mechanisms 
that  brokers  created  to  trade  non-U. S. 
shares,  not  even  necessarily  with  the 


"If  you're  a  direct  shareholder,  you  can  vote  your 
shares  on  the  Internet." 

—  Nils  Paellmann,  Vice  President  for  Investor  Relations,  Deutsche  Telekom 


By  the  1970s,  U.S  investors  were 
warming  up  to  non-U. S.  shares  again. 
European  and  Japanese  firms  began 
creating  programs  for  U.S.  investors. 
Things  really  took  off  in  the  1980s  as 
European  companies  used  them  to 
privatize  utilities.  By  the  1990s,  new 
listings  hit  Mach  speed  as  scores  of 
emerging-market  companies  issued 
many  of  those  issues  from 
id  many  others 
the  world-class  pri- 

vate ■ ,  i  here  are  over 

2,000  s,  of  which  623 

are  fully  i  the  SEC  and 

mure  than  b  is  over. 


cooperation  or  the  sponsorship  of  the 
company  involved.  Some  ADRs  still 
trade  over-the-counter  as  pink  sheets 
through  brokers  that  are  market- 
makers  for  that  particular  security. 
Other  non-U. S.  firms  have  sold  ADRs 
to  large  institutions  under  SEC  Rule 
144a  for  private  placements.  Compa- 
nies with  pink-sheet  or  144a  ADRs  do 
not  have  to  meet  SEC  requirements, 
their  financials  do  not  meet  U.S.  stan- 
dards, and  trading  information  and  liq- 
uidity are  limited. 

Companies  with  144a  or  over-the- 
counter  ADR  programs  are  more  and 
more  likely  to  upgrade  their  ADR 
(continued  on  page  10) 


Deutsche  Telekom 

Since  its  privatization  by  the  Gerr, 
government  in  1996,  Deutsche  Telelj 
has  become  Europe's  largest  integ 
ed    telecommunications    comp<] 
Deutsche  Telekom  provides  glc 
mobile  telecommunications  serviil 
Internet  access  and  portal  cont* 
business   telecommunications 
information  technology  via  T-Syst€ 
and  consumer  and  business  netv 
access. 

Already  a  leader  in  developed 
emerging  Europe,  Deutsche  Tele: 
went  transatlantic  in  May  2001  w 
it  bought  VoiceStream  and  Powe 
which  will  be  re-branded  as  T-Mo 
To  finance  the  purchase,  it  issued 
ADRs  and  swapped  them  for  shan 
the  U.S.  wireless  firms.  That  sj 
taxes  and  improved  the  compe 
equity  ratio. 

The  German  government  still  < 
43%  of  Deutsche  Telekom,  but  r. 
eventually  to  sell  that  remaining 
to  private  investors.  North  Amen 
investors  now  hold  about  a  quart 
Deutsche  Telekom's  57%  free  f 
Retail  investors  have  increased 
holdings  to  25  million  shares  fn 
few  million  just  two  years  ago. 

Responding  to  new  inves 
requests,  the  company  has  beefe 
its  quarterly  reports,  offers  direct 
chase  plans,  and  uses  its  Web  site 
to  give  international  investors  the 
ing  of  being  there.  "If  you're  a  c 
shareholder,  you  can  vote  your  shai  j 
the  Internet,"  says  Nils  Paellmanr| 
president  for  investor  relations. 


Country:  Germany 

Sector:  Telecom 

Market  Capitalization:  $47  billi 

ADR  Ratio:  1:1 

Date  of  Issue:  November  18,  1 


IT'S  MARCH  3RD 


IT'S  MARCH  3RD 

1  IT'S 

It  doesn't  matter  what  business  you're  in;  if  everyone  in  your 
company  is  not  on  the  same  page  at  all  times,  you've  got  problems. 
Financial  data  isn't  accurate;  forecasting  is  imprecise;  and  investors  don't 
know  what  to  believe.  mySAP™  Financials  helps  make  sure  there's  one 
version  of  the  truth  across  your  entire  enterprise,  so  your  financial  data 
gives  you  the  kinds  of  insights  you  need  to  run  your  business.  Now  and 
into  the  future.  For  more  information,  visit  sap.com/solutions/financials 
or  call  us  at  800  880  1727. 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 
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Behind  the  Scenes:  The  Bank  of  New  York  and  the  Making  of  an  AD! 


nvesting  in  ADRs  may  be  easy,  but 
the  making  of  ADRs  is  something 
I  else  entirely.  From  restating  earnings, 
to  meeting  investors,  to  paying  the  first 
dividend  and  sending  proxy  solicitations 
for  the  annual  general  meeting  .  .  .  the 
list  goes  on  and  on. 

With  a  two-thirds  market  share  in 
global  ADR  services,  The  Bank  of 
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DEPOSITARY     RECEIPTS 


The  Bank  of  New  York  ADR  Index™ 


Ih»  6«nk  Of  «*».  rorti  AOR  tndvr  .»  th»  onlj  rijsl-tim*  Mn  to  tr«*  »lt  0*9V**ari  *(«i(*'  [AOBi/COFii 
fr*>**d  on  TK-  N*h  ioH  St«*  lidhfnoe  irri^E)  Th«  'rwnow  Stock  eitfiwwje  (AWOt  sn4  NASDAQ.  Th» 
fcanl  of  N*H  r«lt  ADD  lnrf*i  n  upiuTil«Von-«t>onUd  And  t  c*kuUMd  on  a  continuum  osi't  (rifouflhou* 
tfi»  trading  d»y    In  addaen  te  lh«  Con-rpo*<«  Indn,  th«r»  m  thi-«e  region^  ind.ce»  (Th»  Eun>«c  AD* 
Wfl»,  Th»  i;.>  AOB  lride»  wv)  The  Latin  •nxnu  ADR  Irifle.).  tfrr«e  rna<Vet  n.dicei  (Th«  Emerging 
M*r*«(s  ADA  Ir.<*« . .  The  Oevsloead  MirVeU  «*  Indai  and 
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The  Bank  of  New  York's  Web  site 
keeps  investors  informed  and  up  to  date. 

New  York  arguably  is  just  as  vital  to 
the  ADR  market  as  its  core  ADR  busi- 
ness is  to  the  Bank.  The  Bank  of  New 
York  is  the  nation's  oldest  bank,  found- 
ed by  Alexander  Hamilton  in  1784, 
which,  as  of  March  31,  holds  more 
than  $76  billion  in  assets. 

Joseph  Ve Hi,  senior  executive  vice 
president  and  head  of  The  Bank's 
Worldwide  Securities  Services  Sector, 
began  the  Bank's  ADR  business  in  the 
early  I  e  1980s,  The  Bank 
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putting  a  Ferrari  engine  into  a  Mercedes* 
Benz,  creating  a  dynamo,"  says  Man- 
aging Director  Chris  Sturdy,  a  two- 
decade  veteran  of  The  Bank. 

The  ADR  division,  headed  by  Tim 
Keaney,  has  approximately  200 
employees,  with  marketing  and  sales 
headed  by  Chris  Sturdy,  and  broker 
and  institutional  marketing  headed  by 
Vince  Fitzpatrick.  The  Bank  has  con- 
tinued its  history  of  acquiring  firms 
that  complement  its  ADR  services. 
Recently  it  bought  Axe-Houghton 
Associates'  Core  International  ADR 
and  Domestic  Equity  Index  institu- 
tional management  business. 

From  Conception  to  Maturity 

The  birth  of  an  ADR  begins  with  the 
company  deciding  whether  trading  in  the 
U.S.  market  makes  financial  sense. 
"While  previously  a  company  was  look- 
ing to  tap  the  U.S.  markets  to  raise  cap- 
ital, more  and  more  ADR  programs  are 
now  conceived  with  an  eye  to  financing 
acquisitions.  In  the  last  15  years,  we 
have  seen  a  strong  growth  in  the  use  of 
ADRs  in  corporate  finance  and  a  much 
sharper  focus  by  issuers  on  their  U.S. 
investor  base,"  says  Sturdy. 

As  the  ADR  program  is  close  to  hit- 
ting the  market,  The  Bank  of  New  York 
introduces  and  accompanies  the  issuer- 
to-be  to  fund  managers  who  might  buy 
the  shares  for  their  institutional  and 
client  accounts,  as  well  as  to  brokers 
who  expect  to  sell  it  to  retail  investors 
through  their  extensive  networks. 

"Our  job  is  to  make  sure  that  all  bro- 
kers —  from  the  big  Wall  Street  com- 
panies to  the  small-  and  mid-sized 
regional  firms  like  AG  Edwards,  Jeffries 
Raymond  James  —  are  familiar 
with  new  issuers,"  explains  Fitzpatrick. 


"In  addition  to  the  issuing  compani 
our  major  clients  are  advisors,  brok 
and  underwriters,"  says  Fitzpatri 
"We  pride  ourselves  on  our  strong  re 
tionships  and  find  that  our  clients  (bt 
corporate  and  advisors)  take  comfor 
our  status  as  a  securities  process 
bank.  We  don't  engage  in  tradit 
investment  banking  or  research,  a 
thus,  have  no  conflict  issues." 

Even  after  the  bell  rings  on  1 
ADR's  first  day  of  trading,  a  lot  of  w 
lies  ahead  for  the  issuer  and  depc 
tary.  Shareholders  need  to 
informed  up  to  the  minute  ab 
market  developments.  At  the  sa 
time,  the  issuer  will  want  to  know' 
much  as  possible  about  how  it  ( 
meet  investors'  concerns. 

One  way  The  Bank  provides  curr 
information  to  issuers  and  investor 
through  its  interactive  Web  site.  It  cc 
bines  The  Bank's  proprietary  deposh 
receipt  data  with  publicly  availa 
market  information,  creating  a  powe 
analytical  resource.  The  site  also  inclu 
an  interactive  depositary  receipt  ev 
database  and  an  e-mail  alert  service. 

From  the  Web  site,  investors  i 
access  lower-cost  investment  vehk 
as  well.  The  GlobalBuyDIRECTSM 
vice,  for  example,  can  cut  buying  ci 
missions  dramatically,  since  chan 
are  typically  a  flat  fee  with  each  tr£ 
action,  instead  of  the  percentage 
that  a  broker  takes.  The  Bank  a  Is 
trustee  for  19  HOLDRSSM  bas 
trusts  created  by  Merrill  Lynch.  Th 
low-cost  vehicles  group  shares, 
well  as  ADRs,  into  sector-based  p 
folios  including  retail,  oil  service,  C< 
dian  and  European  assets.  By  the 
of  2001 ,  more  than  $91  billion  w< 
of  HOLDRS  had  traded. 


Beneath  the  ocean's  great  depths  lie  undeveloped  hydrocarbon  reserves  yet  to  be 
discovered.  Access  to  these  reserves  represents  for  TotalFinaElf  the  accomplishment 
of  40  years  experience  and  innovations  in  the  offshore  industry.  Their  exploration 
and  development  will  require  the  highest  levels  of  technical  expertise.  Thanks  to  its 
technological  know-how,  TotalFinaElf  is  pushing  back  the  frontiers,  exploring  in  water 
depths  of  more  than  2,800  metres  offshore  Gabon  and  developing  the  resources 
of  the  Girassol  field  in  1 ,400  metres  of  water  offshore  Angola.  To  bring  people  the  energy 
they  need  to  keep  moving  ahead,  to  deliver  the  energy  solutions  in  order  to  meet  today's 
changing  demands:  energy  is  our  business  and  it's  our  driving  force. 


Deep  Offshore 
2,800  m 


www.totalfinaelf.com 


TOTALFINAELF 
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(continued  from  page  6) 
programs,  often  along  with 
offerings  of  additional  shares. 
Firms  that  are  newer  to  the 
market  tend  to  skip  the  pink- 
sheet  stage  entirely  and  go 
straight  for  a  full  listing. 

So  Why  ADRs  Now? 

There  has  been  a  sea  change 
in  the  way  both  U.S.  and 
non-U. S.  companies  approach 
investors  —  thanks  to  the  boom  of 
401  (k)  plans.  Once  upon  a  time,  the 
big  institutional  buyer  was  the  target 
that  company  management  wanted  to 
reach.  Now  the  small  investor  is  grow- 
ing in  importance  as  companies  note 


TotalFinaElf  took  the  most  direct  route 
to  U.S.  investors  by  listing  in  New  York. 

importance  of  the  retail  investor  — 
they  are  the  lion's  share  of  the 
market,"  says  The  Bank  of  New  York's 
Keaney.  "John  Doe  and  Jane  Doe  are 
not  likely  to  buy  Televisa  or  Telmex 
ordinary  shares,  but  investors  like 


"We  are  quite  confident  that  having  an  ADR 
program  with  an  investor  relations  office  in  New 
York  for  more  than  10  years  helps  us  develop 
credibility  vis-a-vis  the  U.S.  market." 

—  Ladislas  Paszkiewicz,  Vice  President  for  Investor  Relations,  TotalFinaElf 


the  growth  of  their  appetite  for  shares 
—  either  directly  or  through  mutual 
funds.  But  a  retail  investor  would  not 
be  inclined  to  buy  shares  of  a  non-U. S. 
company  on  a  local  exchange.  That's 
where  the  cost  convenience  and  liq- 
uidity comes  in. 
"It   is  crucial  to  understand  the 


them  will  eat  up  ADRs." 

The  big  investment  firms  and  fund 
managers  are  still  among  the  largest 
holders  of  ADRs:  Fidelity,  Brandes, 
Alliance  Capital,  Putnam,  Janus. 
Though  many  of  them  do  still  hold  ordi- 
nary shares  of  non-U. S.  companies, 
they  often  prefer  to  hold  ADRs  for  their 


1992         19L'3 


SOURCE:  BANK  OF  NEW  YORK 


1997         1988         1999         2000         2001 


TotalFinaElf 

Created  from  the  French  oil  compj 
Total's  merger  with  PetroFina  in  lSj 
and  Elf  Aquitaine  in  2000,  TotalFinj 
is  the  world's  fourth-largest  oil  and 
company  and  Europe's  leading  refi 
and  marketer  of  petroleum  produj 
Its  chemicals  branch,  Atofina,  ma 
it  the  fifth-largest  chemicals  prodt 
globally.  TotalFinaElf  holds  interest 
17,700  service  stations,   and 
123,300  employees  in  more  than 
countries.  Of  its  27  refineries,  only 
is  located  in  the  United  States,  a  cc 
try  that  represents  less  than  5°/ 
operating  income. 

"In  this  investment  business,  cr 
bility  develops  over  time,"  says  ' 
President  for  Investor  Relations  Ladt 
Paszkiewicz.  "We  are  quite  confio 
that  having  an  ADR  program  with 
investor  relations  office  in  New  Yorl 
more  than  10  years  helps  us  devt 
credibility  vis-a-vis  the  U.S.  mark 
North  Americans  now  hold  a  respect 
20%  of  the  company's  shares.  Al 
35%  of  TotalFinaElf's  shareholder: 
in  France  and  40%  in  the  rest  of  Eui 

Roughly  two-thirds  of  Total Fma 
capital  spending  is  dedicated  to  e>| 
ration-production  projects  —  most] 
remote  regions  of  West  Africa, 
Middle  East,  North  Sea  and  Asia. ' 
activities  of  the  company  are  gk| 
and  so  we  considered  that  it 
extremely  important  for  us  to  facilj 
the  diversification  of  our  shareh(| 
base,"  says  Paszkiewicz. 


Country:  France 

Sector:  Oil/Gas 

Market  Capitalization:  $107  bill 

ADR  Ratio:  2:1 

Date  of  Issue:  October  24,  199' 
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Think:  Who  is  one  of  the  world's 

leading  integrated 

communications  companies? 


y 


'ff«C\ 


Think  T  Think  Telekom ! 


;om  (NYSE:  DT)  is  a  leader  in 
nications,  consumer  Internet 
IP  systems  solutions,  and  net- 
irvices.  Providing  integrated 
itions  services  through  our 
mits,  we  enjoy  key  competi- 


'ative  mobile  communications 
I's  most  available  wireless 
ndard. 

ie  largest  mobile  communica- 
s  in  the  world.  Our  majority- 
idiaries  have  50  million  sub- 
ir  subsidiaries  and  associated 


companies  together  have  more  than  69  million 
subscribers.  Together  with  VoiceStream,  our 
U.S.  subsidiary,  T-Mobile  is  the  only  transatlantic 
provider  of  mobile  communications  based  on 
GSM,  the  most  commonly  used  wireless  stan- 
dard worldwide.  GSM  enables  customers  to 
use  the  same  phone  for  voice,  data  and  mes- 
saging services  around  the  world. 

T-Online:  One  of  the  world's  largest 
consumer  Internet  providers. 

With  more  than  1 1  million  subscribers  in 
5  countries,  T-Online  is  among  the  leading 
providers  of  consumer  Internet  services  in 
Europe.  And  our  more  than  .400  content 
partners  make  T-Online's  Internet  media 
network  one  of  Europe's  major  suppliers. 

T-Com:  A  leader  in  DSL  and  fixed 
network  provision. 

T-Com  serves  more  than  41  million  customers 
in  Germany,  with  one  of  the  world's  most  mod- 


ern fixed  communications  network  infrastruc- 
tures. Within  Germany,  Europe's  leading  econo- 
my, Deutsche  Telekom  has  marketed  2.3  million 
DSL  lines  so  far,  and  is  a  forerunner  in  providing 
high-speed  Internet  access  services. 

T-Systems:  Unique  provider  of  e-business 
systems  solutions. 

As  Europe's  second  largest  solutions  provider, 
T-Systems  combines  expertise  in  both  informa- 
tion technology  and  telecommunications  to 
create  true  e-business  and  convergent  solu- 
tions. T-Systems  provides  custom  solutions 
for  industries  and  customers  and  delivers  a 
full  range  of  services  from  consulting  to  opera- 
tion. More  than  1 ,500  large  companies  in  over 
20  countries  rely  on  T-Systems  to  maintain  their 
competitive  edge. 


For  further  information: 
www.telekom.de/dt-share 


Deutsche 
Telekom 


T 
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convenience  and  liquidity. 

ADRs  have  grown  so  popu- 
lar that  in  many  cases,  particu- 
larly in  Latin  America,  more 
shares  of  a  company  are 
traded  in  New  York  than  on 
the  home  country  exchange. 
Investors  appreciate  the  extra 
liquidity.  They  also  like  that 
ADRs  can  simplify  exchange- 
rate  accounting,  reduce  cus- 
tody costs,  increase  tax  effi- 
ciency and  protect  holders  in 
the  event  of  currency  controls. 

Which  brings  up  an  important  point: 
although  ADRs  simplify  cross-border 
investing,  they  are  not  completely 


Take  the  show  on  the  road: 
NTT  DoCoMo's  "i-motion"  service 

A  Virtuous  Circle 

What  stands  out  most  about  firms 
with  ADRs  is  that  they  have  placed  a 
priority  on  globalizing  their  business 


"By  providing  global  investors  with  easier 
access  to  our  shares,  we  expect  to  provide 
liquidity  and  improve  convenience." 

—  Hirotaka  Sato,  Chief  Operating  Officer,  NTT  DoCoMo  USA 


immune  to  trouble  spells  in  global 
markets.  Although  ADRs  trade  in  dol- 
lars, their  underlying  value  is  still  sub- 
ject to  currency  risk.  Thus,  if  a  coun- 
try's currency  falls,  the  price  of  the 
ADRs  will  do  so  as  well.  But  because 
ADRs  are  traded  in  New  York, 
investors  do  not  have  to  worry  about 
whether  they  can  sell  their  shares  for 
dollars. 

ADRs  also  address  some  of  the 
other  hurdles  that  might  otherwise 
deter  po  investors  in  non-U.S. 

companies  like  local  regulatory  restric- 
tions or  requirements,  local  tax  impli- 
cations (         i   lological  compatibility. 

Perhaps  igest  hurdle  remains 

cultural  diffi  non-U.S.  com- 

panies with  ilready  taken 

big  steps  ■  i-sricanizing" 

their  mes 


and  on  making  sure  that  U.S. 
investors  understand  that. 

Many  of  these  up-and-coming 
global  blue  chips  are  likely  already  to 
have  standing  relations  with  U.S.  com- 
panies and  shareholders.  Even  so, 
U.S.  investors  are  just  beginning  to 
get  to  know  most  non-U.S.  compa- 
nies. Because  of  this,  ADRs  often 
trade  at  lower  price-to-eamings  ratios 
and  offer  faster  appreciation  potential 
than  their  developed-market  counter- 
parts. The  gravy  is  that  the  ADR  itself 
can  boost  that  potential  because  it 
raises  a  firm's  global  profile,  bringing 
attention  to  its  products  and  lowering 
its  financing  costs. 

More  and  more  companies  have 
been  issuing  ADRs  in  the  U.S.  to  raise 
cash  for  acquisitions  or  to  allow  stock- 
for-stock  share  swaps.  These  include 


NTT  DoCoMo 

NTT  DoCoMo  wants  to  advance  wl 
its  President  and  CEO,  Dr.  Ki 
Tachikawa,  calls  "The  Mobile  Fr< 
tier."  Japan's  leading  mobile  telecc 
munications  company  has  taken  a 
step  with  its  mobile  Internet  servi 
i-mode,  which  reaches  one  out  of  f 
people  in  Japan. 

Now  the  frontier  is  coming  to  Art 
ica,  hot  on  the  heels  of  NTT  DoColV 
ADR  —  a  key  component  of  its  pla 
"By  providing  global  investors  w 
easier  access  to  our  shares,  we  exp 
to  provide  liquidity  and  improve  c 
venience,"  says  Hirotaka  Sato,  cr 
operating  officer  of  NTT  DoCoMo  U 
That,  in  turn,  helps  it  raise  cap: 
quickly  and  flexibly  so  that  it  < 
deploy  its  global  business  strateg: 
NTT  DoCoMo  already  holds  a  1. 
stake  in  AT&T  Wireless. 

NTT  DoCoMo  uses  investor  rm 
ings  and  its  ultrahip  Web  site  to  r 
keep  new  international  shareholc 
up  to  date  on  company  news.  "' 
requests  and  concerns  of  U.S.  , 
Japanese  investors  are  almost 
same  for  us  to  increase  our  enterp 
value,"  says  Sato.  That  means  inv 
ing  in  research  and  developmi 
improving  management  efficiency 
responding  quickly  to  changes  in 
advanced  mobile  multimedia  serv 
markets.  Its  name  means  "anywhi 
in  Japanese  and  is  an  acronym  in 
glish  for  "Do  Communications  over 
Mobile  network." 


Country:  Japan 

Sector:  Telecommunications 

Market  Capitalization:  $105.7bn 

(January  31,  2002) 

ADR  Ratio:  1:100 

Date  of  Issue:  March  1,  2002 


Our  global  mission  is  to  improve  the  quality  of  human 
life  by  enabling  people  to  do  more,  feel  better  and  live 
longer.  GlaxoSmithKline  is  a  global  business  employing 
over  100,000  people  to  seek  causes  and  remedies  for 
diseases  all  over  the  world:  with  a  sense  of  hope  and 
also  a  sense  of  urgency. 


Do  more,  feel  better,  live  longer 


GlaxoSmithKline 


www.gsk.com 
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some  of  the  world's  best-known  firms: 
Germany's  Deutsche  Telekom  for  its 
purchase  of  VoiceStream  and  PowerTel; 
British  Petroleum  (BP),  Amoco  and 
Arco;  Britain's  Vodafone  PLC  and  Air- 
Touch  Communications;  France's  Viven- 
di and  Canal+  with  Canada's  Seagram. 

Mergers  and  acquisitions  have  only 
highlighted  the  importance  of  ADRs 
for  reducing  both  financial  costs  and 
"shareholder  culture  shock." 

If  a  company's  stock  is  trading  at  a 
high  price,  issuing  shares  may  cost  it 
significantly  less  than  borrowing  or 
using  reserve  funds  for  the  acquisition 
—  both  outright  and  in  tax  terms.  If  a 
company  tenders  common  shares  in 


An  old  oil  giant  updates  and  improves. 

the  company  that  does  not  meet  their 
expectations. 

That's  why  companies  with  a  global 
presence  understand  that  it  is  so 


"Democratization  of  capital  was  the  driving  force 
behind  the  company's  transformation." 

—  Joao  Nogueira  Batista,  Chief  Financial  Officer,  Petrobras 


a  merger,  investors  receiving  ADRs 
can  defer  capital  gains  taxes  until  they 
sell  the  ADRs.  If  the  company  sells  for 
cash,  however,  investors  receiving 
cash  must  pay  taxes  immediately  — 
just  as  if  they  had  sold  common  stock. 

Once  the  transaction  is  completed, 
the  real  work  begins.  A  non-U. S.  com- 
pany that  acquires  an  American 
component  must  be  able  to  address 
rapidly  the  concerns  of  its  new  con- 
stituencies: employees  and  share- 
holders. 

If  the  American  firm  ran  employee 
stock  purchase  programs  —  an  impor- 
tant and  growing  part  of  compensa- 
tion packages  —  the  non-U. S.  firm 
must  be  prepared  to  offer  those 
employees  US  shares. 

Those  em|  :  part  of  the 

much  bigge<  wi  ■  S.  sharehold- 

ers who  exp  i just  as 

they  were  under  U.S  Woe  to 


important  to  "Americanize"  their  mes- 
sages to  entice  investors  as  well  as 
consumers.  That  means  better  investor 
relations  efforts. 

"Issuers  in  the  past  had  been  used 
to  healthy  demand  for  their  stock  and 
have  not  needed  to  go  out  and  find 
the  demand,"  says  Mike  Hughes, 
director  of  Deutsche  Bank's  deposi- 
tary receipt  program.  "They're  in  very 
different  territory  from  where  they 
were  two  years  ago." 

Many  firms  with  ADRs  now  main- 
tain Web  sites  in  two  or  more  lan- 
guages. They  provide  real-time  Web- 
casts of  annual  meetings  with 
simultaneous  translation  into  English. 
They  establish  or  embellish  U.S.- 
based  investor  relations  offices  and 
build  relationships  with  U.S.  investor- 
relations  firms.  They  woo  analysts  — 
not  just  from  banks  and  brokerages 
but  also  from  third-party  research 


Petrobras 

Brazilian  oil  giant  Petroleo  Brasilei 
S.A.  officially  shed  its  old  image  ol 
state  industrial  dinosaur  on  August  1 
2000,  when  Brazil's  government  sc 
investors  more  than  $4  billion  worth 
shares  in  the  company  and  dramatic;; 
ly  reduced  its  stake.  Petrobras  conve 
ed  its  old  over-the-counter  ADRs  at 
listed  them  alongside  the  new  share 

The  diversification  and  increase 
the  shareholder  base  occupied  the  ve 
center  of  Petrobras's  efforts  to  modep 
ize,  as  engineers  learned  to  think  n 
just  about  widgets  but  about  profits  ai 
accountability  to  shareholders.  ""■ 
democratization  of  capital  was  the  drt 
ing  force  behind  the  company's  trarv 
formation,"  says  Chief  Financial  Offic 
Joao  Nogueira  Batista. 

The  government  still  controls  tli 
company  —  by  a  hairsbreadth  ov 
50%  of  voting  shares  —  but  h 
stepped  back  from  management.  NJj 
bylaws  strengthen  minority  sharehol 
er  rights  further,  establish  arbitrati' 
procedures,  and  shield  the  compa 
from  political  interference. 

ADR  holders  now  represent  23% 
the  company's  voting  shares  and  34 
of  its  nonvoting  capital.  It  created 
investor  relations  department  ai 
improved  its  Web  site.  On  May  1 
2002,  Petrobras  received  three  awar 
from  Investor  Relations  magazin 
Best  Investor  Relations  by  a  Brazili 
Company,  Best  Annual  Report  ai 
Most  Improved  Investor  Relations. 


Country:  Brazil 

Sector:  Oil/Gas 

Market  Capitalization:  $25  billion 

ADR  Ratio:   1:1 

Date  of  Issue:  August  6,  2000 


Financial  Services  •  Private  Banking  •  Asset  Management  •  Life  and  Pensions  •  Insurance  •  Investment  Banking 


INFLUENTIAL 


Orchestrating  assets  around  the  world.  Financially  instrumental  everywhere. 


There  are  times  when  your  position  alone  can  invest  you  with  power.  When  you're  also  allied  to  a  bank  that  controls 
USD  800  billion  for  15  million  clients  worldwide,  you  have  something  more.  You  have  people's  immediate  attention. 
www.credit-suisse.com 


CREDIT 
SUISSE 


GROUP    360°  FINANCE" 
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". 


Akbar  Poonawala, 

Managing  Director  of  Global 

Equity  Services,  Deutsche  Bank 


firms  that  can  issue 
analysis  without  the 
conflict  of  interest  that 
can  constrain  a  banker 
under  pressure  to  win 
deals. 

These    companies 
keep  tabs  on  what  kind 
of  information  invest- 
ors want  and  when, 
and  do  their  best  to 
provide  it.  Non-U. S.  companies,  even 
those  with  ADRs,  are  not  required  to 
follow  Regulation  FD  (for  Fair  Disclo- 
sure), which  requires  that  U.S.  compa- 
nies make  sure  to  release  potentially 
market-moving    information    to    all 
investors  at  once.  Yet  firms  with  ADRs 
are  more  likely  to  follow  the  rule's  pro- 
visions as  if  it  did  apply  to  them.  Tne 
SEC  gives  non-U. S.  firms  listed  here 
some  leeway,  but  its  rules  often  even- 
tually catch   up   to   what   investors 
demand  of  domestic  firms.  For  exam- 

The  Bank  of  New  York  ADR  Index™ 
closely  tracks  the  Morgan  Stanley  Capital 
International  World  Index  —  the  benchmark 
for  global  investing  —  as  well  as  the 
more-familiar  S&P  500. 


pie,  by  November  4 
non-U. S.  companies 
will  have  to  file  their 
required  reports  elec- 
tronically so  that 
investors  will  be  able 
to  read  them  on  the 
EDGAR  database. 

ADR  issuers  have 
done    their    best   to 
improve  not  just  dis- 
closure but  corporate  governance  prac- 
tices in  general.  Foi  example,  Mexico 
and  Brazil  have  recently  intensified  their 
efforts  to  improve  minority  shareholder 
rights,  disclosure,  management  inde- 
pendence and  dividend  policies.  The 
Brazilian  stock  exchange  has  launched 
a  new  section,  called  Novo  Mercado 
("New  Market")  that  accepts  only  com- 
panies with  the  best  corporate-gover- 
nance practices  and  organizes  them 
according  to  the  level  of  compliance 
they  have  achieved.  This  is  especially 
important  in  Latin  America,  where 
U.S.  investors  are  paramount  to  a 
company's  share  performance. 
In  a  2001  survey  of  Latin  Amer- 


15 

o 


ican  companies,  Deutsche  Bank's  coi 
porate  governance  research  grou 
found  that  the  firms  with  the  best  prac 
tices  traded  at  significant  premiums  t 
the  firms  with  the  worst  practices 
Measured  by  price-to-eamings  ratios 
the  top  firms  traded  at  a  13%  premi 
um;  as  measured  by  enterprise  value 
to  EBITDA,  the  premium  was  a  stun 
ning43%. 

Despite  companies'  best  efforts  tc 
conform  to  U.S.  standards,  some  di 
crepancies  will  persist  —  but  not  a 
these  differences  are  necessarily  bad 
Many  European  companies  report  the 
quarterly  earnings  later  than  America 
firms  —  by  as  much  as  several  weeks 
Often,  though,  that  downside  has  an 
upside:  the  delay  is  because  som 
countries,  like  Germany,  require  noi 
one  but  two  auditors.  In  the  wake  o' 
Enron's    collapse,    many    investor 
would  gladly  accept  a  slight  reportin' 
delay  in  exchange  for  extra-carefu 
inspection  of  a  company's  books 

Ironically,  that  "Enronitis"  may  eve 
make  ADRs  more  appealing  to  Ameri- 
can investors.  "People  will  appreciate 


BNY  ADR  INDEX,  S&P  500  INDEX  AND  MSCI  WORLD  INDEX  ex-US 


the  conservative  accounting  practices, 
especially  by  certain  European  compa- 
nies, in  ensuring  that  all  the  i's  are 
dotted  and  t's  are  crossed,"  says 
Deutsche  Bank's  Managing  Director  of 
Global  Equity  Services  Akbar  Poonwala. 

New  Products 

As  the  audience  of  American  investors 
grows,  the  ways  of  investing  in  ADRs 
are  expanding.  There  now  are  easier 
methods  of  buying  them  directly 
instead  of  through  brokers.  Investors 
also  can  buy  ADRs 
packaged  in  sector- 
and  region-based  bas- 
kets and  index  prod- 
ucts. 

Issuers  are  being 
offered  new  struc- 
tures to  target  specific 
needs:  preferred  shares 
that  are  convertible, 
pay  a  fixed  dividend,  or 
are  redeemable  on  a 
specific  date  or  event. 

Investors  can  invest 
in  ADRs  in  particular  sectors  via 
HOLDRSM  —  basket  portfolios  devised 
by  Merrill  Lynch  and  organized  around 
a  theme  to  create  a  well-diversified 
portfolio  of  companies  in  several  sec- 
tors and  regions  including  oil,  retail, 
Europe  and  Canada.  These  resemble 
mutual  funds  but  charge  a  flat  fee  at 
issue  instead  of  a  percentage  of 
assets.  They  allow  investors  to  buy 
into  a  sector  —  for  example,  telecom- 
munications —  but  let  the  experts  do 
the  research  and  choose  the  best 
handful  out  of  80  or  more  stocks. 

In  addition,  The  Bank  of  New  York 
ADR  Index5"  allows  investors  to  target 
their  ADR  investments  by  region  in  a 
selection  of  index  products  based  on 
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Timothy  F.  Keaney, 

Managing  Director,  The  Bank  of 

New  York 


the  500  most  liquid  ADRs  listed  on  the 
New  York  Stock  Exchange. 

The  ADR  Index  closely  mirrors  the 
Morgan  Stanley  Capital  International 
Index  —  making  it  a  good  proxy  for  that 
global  investing  benchmark  but  at  a 
lower  cost. 

As  the  popularity  of  ADRs  grows, 
they  are  becoming  an  essential  part  of 
compensation  packages  that  align  the 
interests  of  employees  and  sharehold- 
ers. More  and  more  companies  are  pro- 
viding discounted  ADR  purchase  plans 
for  their  employees,  as 
well  as  including  ADRs 
in  stock  option  and 
executive  compensa- 
tion programs. 

Bit  by  bit,  more  and 
more  Americans  will 
be  introduced  to 
ADRs  because  they 
work  for  a  company 
that  has  an  ADR  pro- 
gram. And  they,  like 
so  many  investors 
before  them,  may  be 
pleasantly  surprised. 

As  that  happens,  they  will  help  the 
universe  of  ADRs  expand.  Many  new 
opportunities  are  coming  from  the 
ADR  issuers  themselves,  with  com- 
panies from  places  like  Russia,  India, 
Korea  and  China  just  beginning  to 
target  U.S.  retail  investors  via  ADRs. 
The  Bank  of  New  York's  Managing 
Director  Chris  Sturdy  sums  up  the 
tremendous  optimism  over  the  growth 
of  the  ADR  world:  "There  are  already 
ample  opportunities  to  invest,  and 
there  will  be  even  more  going  for- 
ward. ADRs  are  shares  of  companies 
that  produce  products  that  you're 
eating,  drinking  and  driving  every  day 
of  your  life."  ■ 
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Directory 

Bank  of  New  York  www.adrbny.com 
Timothy  F.  Keaney 
(646)  885-3261 
tkeaney@bankofny.com 

Deutsche  Telekom 

www.telekom.de/dt-share 

NYSE:  DT 

CUSIP  251566-10-5 

Nils  Paellmann 

Brigitte  Weniger 

1-877-DT-SHARE 

investor.relations@usa.telekom.de 

GlaxoSmithKline  PLC  www.gsk.com 

NYSE:  GSK 

CUSIP  37733W105 

Tom  Curry 

(215)751-5419 

tom.curry@gsk.com 

Frank  Murdolo 

(215)  751-7002 

frank.murdolo@gsk.com 

NTT  DoCoMo  www.nttdocomo.com 

NYSE:  DCM 

CUSIP  62942M201 

Hirotaka  Sato 

Satoko  Ogawa 

(212)  994-7222 

inquiry@docomo-usa.com 

Petroleo  Brasileiro  SA  (Petrobras) 

www.petrobras.com.br 
NYSE:  PBR 
CUSIP  71654V408 
Isabel  Vieira 
(212)701-1823 
isabel.vieira@thomsonir.com 

SAP  AG  www.sap.com 
NYSE:  SAP 
CUSIP  803054204 
Stefan  Gruber 
(212)  653-9821 
investor@sap.com 

Total  Fina  Elf  SA  www.totalfinaelf.com 

NYSE:  TOT 

CUSIP  89151E109 

Robert  Hammond 

ir.nyc@totalfinaelf.com 

TotalFinaElf  Services,  Inc. 

(212)  922-3065 


CARLO 
VLAMMIR  NAUMOVSKI.  SHLOMO  Z.  REIFMAN,  MICHAEL  SCHUBACH,  JODY  YEN,  BRIAN  ZAJAC 
PROGRAMMERS:  MITCHEL  RANO  AND  CARL  SUBICK 
PHOTOGRAPHS  BY  STEVE  BROULIS  FOR  FORBES 
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generated  the  most  revenues  in  their  latest  fiscal  year. 


Whether 
in  New  York,  Tokyo,  Beijing  or 
Frankfurt,  equity  investors  found  few  havens 
over  the  past  12  months.  From  May  2001  to  May  2002 
the  total  market  capitalization  of  the  Forbes  International  500 — 
the  largest  foreign  companies  measured  by  revenues — fell  to  $7.2  tril- 
lion versus  $8.5  trillion  one  year  earlier.  That's  a  decline  of  15%,  matching  the 
drop  in  the  S&P  500.  Events  such  as  the  Sept.  1 1  attacks,  the  Enron  and 

Global  Crossing  scandals,  and  the  sharp  drop-off  in  demand  for  computer  and 
telecommunications  equipment  reverberated  around  the  globe.  In  2000,  for  example, 
Forbes  International  500  companies  Hitachi,  LM  Ericsson,  NEC,  Nokia,  Siemens  Group 
and  Toshiba  posted  aggregate  profits  of  $15.5  billion.  In  2001  these  six  firms  alone  lost  $6.6 
billion.  Even  worse  than  such  big  losses  are  big  profits  that  aren't  real.  The  wave  of 

accounting  scandals  has  given  investors  around  the  globe  a  greater  appreciation  for  honesty, 
transparency  and  uniformity  in  corporate  accounting.  On  p.  166  we  look  at  the  efforts  being 
made  toward  putting  all  companies — no  matter  where  they're  based — on  the  same  accounting 
standards.  The  current  market  chaos  is,  in  many  ways,  no  different  from  other  downturns 

in  creating  opportunities  for  value  investors.  Based  on  estimated  2003  price-to-earnings  ratios, 
Korea's  surging  market  sells  for  8  times  expected  earnings  and  China  has  an  estimated  P/E  of 
1 1 .  Throughout  our  International  500  coverage  we  profile  companies  that  seem  attractive  on 
a  fundamental  basis.  The  first  example,  on  p.  128,  is  Electrolux  of  Sweden.  Few 

places  in  the  world  are  more  chaotic  than  Israel,  where  stocks  sell  for  an  average  of  16 
times  estimated  2003  profits  and  some  solid  technology  companies  trade  way  below 
recent  highs.  The  potential  risks  and  rewards  of  investing  in  Israeli  technology 
companies  are  weighed  on  p.  1 62 .  The  easiest  way  for  Americans  to  buy 

individual  foreign  companies  is  via  American  Depositary  Receipts  (ADRs), 
as  we  explain  on  p.  126.  And  for  those  who  prefer  the  diversity  of 
mutual  funds,  on  p.  164  we  look  at  the  growing 
demand  for  Exchange  Trade  Funds  of 
foreign  indexes. 


THE  TOP   FOREIGN   COMPANIES 


FT  HE    INTERNATIONAL    500 

RANK  COMPANY/BUSINESS 
SUPER    50 

COUNTRY 

REVENUE 

($MIL) 

NET 
INCOME 
($MIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

EMPL 
(TH 

1     Citigroup/diversified  finance 

United  States 

112,022 

14,284 

1,051,450 

223,040 

21 

2     General  Electric/diversified  finance 

United  States 

125,913 

14,128 

495,023 

309,306 

3: 

5     American  Intl  Group/insurance 

United  States 

62,402 

£499 

492,982 

174,986 

1     ExxonMobil/oil  &  gas 

United  States 

187,510 

15,105 

143,174 

270,805 

j 

5     Bank  of  America/bank 

United  States 

53,116 

•      6,792 

621,764 

117,090 

1. 

6     BP/oil  &  gas 

United  Kingdom 

174,218 

8,010 

141,158 

191,054 

11 

7     HSBC  Group/bank 

United  Kingdom 

47,710 

5,406 

695,147 

116,711 

r 

8     Fannie  Mae/diversified  finance 

United  States 

50,803 

6,067 

799,791 

79,690 

i 

1 

J     Royal  Dutch/Shell  Group/oil  &  gas 

Netherlands/U.K. 

135,211 

10,852 

111,543 

192.2561 

j 

0    ING  Group/diversified  finance 

Netherlands 

82,983 

4,096 

620,120 

52,609 

i: 

11    Wal-Mart  Stores/diversified  retail 

United  States 

217,799 

6,671 

83,375 

240,639 

1,3: 

12    Toyota  Motor/automobile 

Japan 

120,731 

4,922 

145,824 

98,342 

2j 

13    IBM/computers  &  peripherals 

United  States 

85,866 

7,723 

88,313 

137,721 

3: 

14    UBS/bank 

Switzerland 

50,842 

3,010 

745,155 

64,728 

15    BNP  Paribas/bank 

France 

54,321 

3,595 

726,422 

49,833 

t 

16    Philip  Morris  Cos/tobacco 

United  States 

72,994 

8,566 

84,968 

122,540 

r 

17    Total  Fina  Elf/oil  &  gas 

France 

94,243 

6,853 

77,275 

104,063 

l; 

18    Allianz  Worldwide/insurance 

Germany 

85,867 

1,452 

796,262 

54,163 

r 

19    Morgan  Stanley/diversified  finance 

United  States 

43,727 

3,610 

482,628 

50,060 

i 

1 
2 

9    SBC  Communications/telecom  services 

United  States 

45,908 

7,260 

96,322 

114,534 

2( 

1    ChevronTexaco/oil  &  gas 

United  States 

97,863 

3,931 

77,572 

93,137 

1 

22    JP  Morgan  Chase/diversified  finance 

United  States 

50,429 

1,719 

693,575 

71,546 

23    Royal  Bank  of  Scotland/diversified  finance 

United  Kingdom 

31,871 

3,813 

534,885 

82,847 

i 

24    Freddie  Mac/diversified  finance 

United  States 

36,173 

4,373 

617,340 

45,609 

25    Merck/pharmaceuticals 

United  States 

47,716 

7,282 

44,007 

129,538 

1 

26    Nestle/food  products 

Switzerland 

51,261 

4,043 

54,771 

93,921 

2; 

27    ENI/oil&gas 

Italy 

44,605 

6,936 

55,289 

60,823 

27    Wells  Fargo/diversified  finance 

United  States 

26,891 

3,423 

307,569 

89,527 

13 

29    Barclays/bank 

United  Kingdom 

26,111 

3,550 

505,429 

57,148 

30    Credit  Suisse  Group/bank 

Switzerland 

67,143 

960 

605,035 

43,793 

3 
3 

1    Siemens  Group/multi-industry 

Germany 

77,264 

1,854 

78,923 

54,798 

48 

2    ABN-Amro  Holding/bank 

Netherlands 

40,937 

2,890 

525,630 

29,627 

1! 

33    Microsoft/computers  &  peripherals 

United  States 

26,847 

6,082 

65,387 

275,678 

34    Pfizer/pharmaceuticals 

United  States 

32,259 

7,788 

39,153 

216,067 

i 

3 

3 

5    Tyco  International/multi-industry 

Bermuda 

35,713 

4,671 

108,765 

42,483 

2- 

6    HBOS/bank 

United  Kingdom 

27,836 

2,413 

452,920 

45,229 

i 

3 
3 
3 
3 

7    Banco  Santander  Central/bank 

Spain 

31,323 

2,225 

315,607 

42,974 

13 

8    Fortis/diversified  finance 

Netherlands 

41,196 

2,325 

423,343 

29,193 

1 

9   Johnson  &  Johnson/medical  supplies 

United  States 

33,004 

5,668 

38,488 

185,618 

11 

19    Lloyds  TSB  Group/bank 

United  Kingdom 

22,821 

3,600 

343,045 

59,948 

1 

A 

H    Honda  Motor/automobile 

Japan 

58,841 

2,899 

52,108 

41,547 

l: 

\2    Generai  Motors/automobile 

United  States 

177,260 

601 

323,969 

47,657z 

3 

43    Goldman  Sachs  Group/diversified  finance 

United  States 

31,138 

2,310 

312,218 

35,809 

; 

43    Procter  &  Gamble/personal  products 

United  States 

39,262 

2,976 

41,372 

116,380 

li 

45    Vc.  izon  Commun/ielecom  services 

United  States 

67,190 

590 

170,795 

117,090 

2! 

46    E.On/electric  utili 

Germany 

62,495 

1,856 

85,311 

33,918 

11 

47    Bai-'  One/bank 

United  States 

24,527 

2,682 

268,954 

47,690 

48    Box    g/                .&,  defense 

United  States 

58,198 

2,826 

48,343 

34,072 

1! 

49    Horn*.                         ry  retail 

United  States 

53,553 

3,044 

26,394 

98,055 

1 

50     .f    en.  i                    up/bank 

France 

31,350 

1,928 

451,516 

28,789 

1 

j 

Me 
Un 

1 

SO      Ul  ■         £■                                     =; 

Netherlands/U.K. 

46.097 

1.645 

45,201 

64.1353 

2 

rke' val                                              larkel  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading,  includes  Class  H  Stock.  Combined  market  value  for  Unilever  NV  and 
ilever  Pic                                             Pcja(  Markets;  Exshare.  FT   -.tcractive  Data  and  Worldscope  via  FactSet  Research  Systems;  Forbes. 

rhesi                                larges     u.iblic  companies  based  on  a  composite  ranking  of  sal< 

1 
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DO  YOU  MAKE  HEADLINES 
OR  DO  YOU  READ  THEM? 

Invent  a  cure.  Create  a  new  business  model.  Try  something  different.  If  you  like  to  push 
the  boundaries,  there's  AIG.  The  organization  with  more  ways  to  manage  risk  and  more 
financial  solutions  than  anyone  else.  Everything  from  environmental  insurance  to  risk 
management  services  to  financial  protection  for  high  net  worth  individuals,  to  name  a 
few.  So  if  you  want  to  see  your  bold  idea  in  bold  headlines,  contact  AIG. 
THE  GREATEST  RISK  IS  NOT  TAKING  ONE:" 


AIG 


INSURANCE,  FINANCIAL  SERVICES  AND  THE  FREEDOM  TO  DARE. 


Insurance  and  services  provided  by  members  of  American  International  Group,  Inc.,  70  Pine  Street,  Dept  A,  New  York,  NY  10270  wwwaig  com 


THE    INTERNATIONAL    50  0 


Revenues 


Japan,  down  15%  from 
last  year,  still  dominates. 

2002 

%  of  total  revenue 


France 


Japan 


Germany 
nited  Kingdom 


Market  Value 

The  United  Kingdom 
edged  out  Japan. 

2002 
%  of  total  market  value 

United  Kingdom 
Japan 


w  France 
Germany 


Buy  Them  When  They're  Down 

In  1996  South  Korea  was  a  basket  case,  but  over  the  past 
five  years  it  averaged  out  as  one  of  the  best  foreign  markets. 

Five-year  annualized  %  change  in  indexes  in  (U.S.  dollars) 


Finland 
Mexico 
France    | 
Italy        | 
S.  Korea  I 


Best 

8% 

■  7% 

■  7% 
5% 


15%     -27% 


Source:  Morgan  Stanley 
Capital  International. 


Worst 

China 

-7%  MM  Turkey 
-7%  mtm  Japan 

-6%    Mis  S.Africa 


Recap 


The  S&P  500  beat 
Morgan  Stanley's 
EAFE  over  the  past 
five  years,  but 
foreign  markets  are 
now  gaining  ground. 
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Foreign  Investments  in  the  U.S. 


BP  leaped  past  DaimlerChrysler  to  have  the  greatest 
holdings  in  businesses  based  in  the  U.S. 


'01      '02 


COMPANY 

COUNTRY 

REVENUE  (SMIL 

■  BP 

U.K. 

$84,696 

■  DaimlerChrysler 

Germany 

70,254 

■  Ahold 

Netherlands 

35,334 

■  !NG  Group 

Netherlands 

34,430 

■  Royal  Dutch/Shell  Group 

Netherlands/U.K. 

26,943 

■  Tyco  International 

Bermuda 

23,787 

■  Toyota  Motor 

Japan 

22.941E 

Petroleos  de  Venezuela 

Venezuela 

19,621 

■  Deutsche  Bank  Group 

Germany 

19,574 

■  Nestle 

Switzerland 

19,158 

■  Publicly  trades  in  the  U.S.  through  shares  or  ADRs.  E:  Estimate. 

Please  go  to  www.forbes.com/international  for  a  detailed  list  of  the  top  100 
foreign  investments  in  the  U.S.  and  additional  coverage  of  the  International  500. 


INVESTING    ABROAD 


How  to  Buy 


More  ADRs  for  U.S.  Investors 


U.S.  investors  can  now  choose  from  1,558 
American  Depositary  Receipt  programs. 


Shares  of  Sony  are  listed  both  in  Tokyo  and  on  the  New  York 
Stock  Exchange.  An  American  investor  with  an  online  trading 
account  can  buy  and  sell  Sony  American  Depositary  Receipts 
(ADRs)  with  the  same  ease,  and  at  the 
same  commission  schedule,  as  he  or 
she  would  trade  shares  of  a  big  U.S. 
company  like  General  Electric. 

An  ADR  is  a  receipt  for  foreign 
shares  held  by  an  American  bank, 
most  often  Bank  of  New  York  or  J. P. 
Morgan  Chase.  ADRs  make  it  easy  for 
U.S.  investors  to  trade  foreign  stock 
and  to  receive  dividends  in  dollars. 

Americans  can  now  invest  in  1,558 
foreign  companies  via  ADRs  or  other 
functional  equivalents  such  as  Global 
Depositary  Receipts  (GDRs).  ADRs  come 
in  two  flavors— sponsored  and  unspon- 
sored.  For  a  company  to  maintain  a 
sponsored  ADR  status  it  must  file  finan- 
cial reports  according  to  U.S.  Generally 
Accepted  Accounting  Principles  (see 
related  article,  p.  166).  The  unspon- 


1,534 


1,558 


1,415  L438 


'92     '93     '94     '95 

Source:  Bank  ol  New  York. 


sored  ADRs  are  far  more  common. 

Sometimes  an  ADR  represents  a  multiple  or  a  fraction  of 
locally  listed  shares.  For  example,  one  ADR  of  European  luxury 
goods  company  Louis  Vuitton  Moet  Hennessy  translates  into 
one-fifth  of  a  local  share.  Of  the  Forbes  International  500  com- 
panies, 309  trade  here  as  ADRs;  such 
stocks  are  noted  with  a  ■  in  the  tables 
that  start  on  p.  129. 

Despite  the  popularity  of  ADRs, 
some  big  foreign  companies  trade  only 
locally.  For  example,  Germany's  BMW 
does  not  have  an  ADR.  You  can  buy 
BMW  in  Frankfurt,  but  you  will  probably 
have  to  pay  two  commissions  for  doing 
so— one  to  your  U.S.  broker  and  one  to 
the  German  broker.  And  you  will  have 
to  tangle  with  dividends  in  euros. 

For  now  U.S.  investors  can't  exe- 
cute online  trades  of  foreign  stocks  like 
BMW.  The  Charles  Schwab  &  Co.  Web 
site,  for  example,  provides  information 
on  companies  such  as  BMW,  but  trades 
of  non-ADR  stocks  must  be  made  over 
the  phone. 

—Megan  Mulligan 
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FOrbCS  *  wwwforbescom/'n,erna,ional  fot  expanded  coverage,  including  an  interactive  world  map,  Webcasts  and  slide  shows,  additional  data  and  a 

•vo'"       se;i  chable  list  of  the  International  500  companies,  the  full  list  of  the  100  largest  foreign  investments  in  the  U.S.  and  lots  more. 
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st  not  be  Heinz. 


FWtrnliiY  of  Swpdpn  and  five  other  value  stor 

RANKING 


Reclaiming  Its  Patrimony 


Sweden-based  Electrolux  Group,  with  $13.1  billion  in  rev- 
enues, makes  consumer  goods  such  as  vacuum  clean- 
ers, refrigerators  and  other  big  kitchen  appliances,  as 
well  as  lawn  tractors  and  chain  saws.  Heading  this  di- 
verse operation  is  new  Chief  Executive  Hans  Straberg, 
46,  who  took  over  in  April.  Straberg  appears  to  be  more  low-key 
than  his  predecessor,  Michael  Treschow  (Mike  the  Knife),  who  fo- 


cused on  cost-cutting.  Straberg  is  expected  to  emphasize  product 
innovation  and  marketing.  In  Europe  Electrolux  owns  more  than  25 
brands,  which  the  company  plans  to  consolidate  into  three  core 
signatures:  Electrolux,  AEG  and  Zanussi. 

A  deep  restructuring  that  was  started  in  1997  by  Treschow  is 
now  paying  big  dividends  and  is  expected  to  yield  annual  savings 
of  $230  million,  beginning  in  2003. 

Electrolux's  operating  margin  (income  before  interest, 
taxes,  depreciation  and  amortization  divided  by  net  sales) 
hasn't  climbed  in  a  straight  line,  but  it  was  8.7%  in  the  first 
quarter  of  this  year  versus  7.8%  in  1997 

Investors  have  been  impressed:  Electrolux's  stock  is  up 
24%  (in  U.S.  dollars)  over  the  past  12  months. 

Electrolux  is  now  directing  more  attention  to  the  U.S., 
where  the  company  has  had  a  confused  identity.  Its  U.S. 
brands  include  Frigidaire  (refrigerators,  washers  and  air 
conditioners),  Eureka  (vacuum  cleaners)  and  Poulan 
(chain  saws). 

Though  Electrolux  is  probably  best  known  in  the  U.S.  for 
vacuum  cleaners,  the  Swedish  parent  actually  gave  up  U.S. 
rights  to  the  Electrolux  name  more  than  30  years  ago.  The 
brand  has  had  several  owners  in  the  States,  the  latest  a  com- 
pany now  known  as  Aerus  (FORBES,  Nov.  12,  2001). 

Electrolux  Group  hopes  to  put  an  end  to  this  nonsense. 
In  2000  the  Swedish  company  cut  a  deal  with  Dallas-based 
Aerus'  parent,  Engles  Urso  Follmer  Capital  Corp.,  reacquiring 
the  rights  to  its  name  on  appliances  in  the  U.S. 

America's  first  "genuine"  Electrolux  will  be  an  air  purifier, 
due  out  later  this  year.  Electrolux  refrigerators  and  washers 
will  be  introduced  to  the  U.S.,  but  it's  not  clear  when  this  will 
happen.  The  company  is  clearly  targeting  the  growing  U.S. 
market  for  upscale  appliances  and  the  snob  appeal  of  Euro 
brands.  And  at  some  point  (the  company  won't  say  exactly 
when)  Electrolux  will  again  manufacture  and  sell  its  name- 
sake vacuums  in  America. 

Even  with  European  appliance  sales  expected  to  be  flat 
this  year,  Rune  Marsdal,  an  analyst  with  Danske  Securities, 
expects  a  leaner,  cleaner  and  meaner  Electrolux  to  post  a 
pretax  profit  gain  of  25%  in  2002. 

"The  main  thing  is  that  the  appliance  markets  are  recov- 
ering," Marsdal  says.  "And  cost-cutting  will  continue  to  im- 
prove earnings  going  forward."  —Ian  lack 


- 


128      1     ()    R    H    E 


,  1002 


Forbes  International  S00 
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iphliphted  on  the  following  napes. 

;   COMPANY/COUNTRY    " 

REVENUE 
l$MIL) 

NET 
INCOME 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
($MIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

YIELD 
(%) 

■  BPUK 

174,218 

8,010 

141,158 

191,054 

8.52 

0.35 

22 

9 

3.0 

■  DaimterChrysier/Germany 

136,798 

-592 

182,415 

49,158 

49.00 

-0.59 

19 

8 

1.9 

■  Royal  Dutch/Shell  Group/UK 

135,211 

10,852 

111,543 

192.2562 

7.69 

0.44 

18 

9 

3.1 

■  Royal  Dutch/Shell  Group/Netherlands 

135,211 

10,852 

111,543 

192.2563 

55.86 

3.08 

19 

9 

2.8 

■  Toyota  Motor/ Japan 

120,731 

4,922 

145,824 

98,342 

27.27 

1.36 

16 

9 

0.8 

■  Mitsubishi  Japan 

105,741 

481 

61,149 

11,952 

7.63 

0.31 

17 

38 

0.8 

■  Mitsui  &  Co/Japan 

101,136 

443 

49,878 

10,482 

6.62 

0.26 

18 

34 

1.0 

■  Total  Rna  Erf  France 

94.243 

6,853 

77,275 

104,063 

155.65 

9.89 

16 

8 

2.6 

■  Nippon  Tel  &  Tel/Japan 

93,360 

-6,491 

140,757 

73,404 

4,561.55 

-402.30 

26 

5 

0.9 

■  rtochu  Japan 

91,114 

241 

35,678 

5,412 

3.80 

0.17 

13 

24 

1.1 

■  Allianz  Worldwide/Germany 

85,867 

1,452 

796,262 

54,163 

224.56 

5.96 

19 

66 

0.6 

■  ING  Group/Netherlands 

82,983 

4,096 

620,120 

52,609 

26.40 

2.10 

12 

26 

3.4 

■  Volkswagen  Group/Germany 

82,093 

2,608 

90,678 

18,379 

52.69 

6.88 

8 

5 

2.3 

■  Siemens  Group/Germany 

77,264 

1,854 

78,923 

54,798 

61.55 

2.10 

28 

16 

1.5 

Sumitomo/Japan 

77,087 

361 

36,431 

7,029 

6.61 

0.33 

17 

24 

1.0 

■  Marubeni  Japan 

71,707 

-930 

34,920 

1,599 

1.07 

-0.62 

10 

43 

0.0 

■  Credit  Suisse  Group/Switzerland 

67.143 

960 

605,035 

43,793 

36.84 

0.80 

19 

52 

3.5 

■  Deutsche  Bank  Group/Germany 

67,127 

335 

805,878 

44,268 

72.04 

0.54 

18 

20 

1.7 

■  AXA  Group/France 

65,532 

465 

427,526 

33,810 

19.49 

0.29 

17 

12 

4.0 

■  Hitachi/Japan 

63,887 

-3,867 

74,442 

25,244 

7.56 

-1.16 

69 

15 

0.0 

■  E.On/Germany 

62,495 

1,856 

85,311 

33,918 

52.02 

2.75 

14 

7 

2.9 

Carrefour  Group/France 

62,179 

1,133 

37,303 

35,780 

50.31 

1.56 

28 

13 

1.2 

■  Sony/Japan 

60,566 

75 

61,455 

53,276 

57.92 

0.08 

45 

11 

0.3 

■  Ahold/Netherlands 

59,591 

996 

27,957 

19,711 

21.40 

1.10 

13 

8 

3.2 

■  Honda  Motor/ Japan 

58,841 

2,899 

52,108 

41,547 

42.64 

2.98 

11 

8 

0.5 

■  Matsushita  Electric  Indl/ Japan 

54,959 

-3,445 

57,261 

29,764 

13.92 

-1.66 

NM 

34 

0.6 

■  BNP  Paribas/France 

54,321 

3,595 

726,422 

49,833 

56.19 

4.10 

12 

12 

2.3 

■  RWE  Group/Germany 

53,927 

1,246 

80,594 

21,194 

38.10 

2.21 

18 

6 

2.4 

■  Fiat  Group/Italy 

51,521 

-3'98 

88,541 

6,706 

11.94 

-0.78 

NM 

11 

2.4 

■  Vivendi  Universal/France 

51,328 

-892 

120,881 

34,102 

31.34 

-12.11 

53 

13 

3.4 

■  Nestie/Switzeriand 

51,261 

4,043 

54,771 

93,921 

242.28 

10.37 

21 

15 

1.7 

■  UBS/Switzerland 

50,842 

3,010 

745,155 

64,728 

52,18 

2.29 

18 

30 

2.4 

Aviva/UK 

50,683 

48 

265,141 

20,978 

9.30 

0.01 

10 

11 

6.6 

■  Nissan  Motor/  Japan 

49,521 

2,975 

52,427 

32,015 

7.09 

0.74 

10 

9 

0.9 

■  HSBC  Group/UK 

47,710 

5,406 

695,147 

116,711 

12.38 

0.59 

18 

NA 

4.4 

Generali  Group/Italy 

47,538 

984 

202,122 

29,732 

23.31 

0.78 

24 

49 

1.1 

■  Unilever/UK 

46,097 

1,645 

45,201 

64.1354 

9.16 

0.24 

23 

11 

2.6 

■  Unilever/Netherlands 

46,097 

1,645 

45,201 

64,135s 

65.56 

1.58 

25 

11 

2.2 

■  Peugeot  Groupe/France 

45,000 

1,513 

48,950 

13,653 

52.69 

5.73 

8 

8 

2.3 

■  ENI.  Italy 

44,605 

6,936 

55,289 

60,823 

15.20 

1.77 

13 

6 

4.6 

Metro/Germany 

44,315 

359 

18,694 

10,603 

32.36 

1.10 

25 

7 

2.9 

Nissho  Iwai  Japan 

43,673 

9 

21,754 

703 

0.81 

0.01 

6 

24 

0.0 

■  Deutsche  Telekom/Germany 

43,229 

-3,091 

145,022 

46,390 

11.05 

-0.83 

NM 

7 

3.1 

Toshiba/Japan 

43,110 

-2,030 

40,599 

13,596 

4.22 

-0.63 

NM 

NA 

0.0 

Tokyo  Electric  Power/Japan 

41,723 

1,612 

106,850 

28,296 

20.92 

1.18 

19 

8 

2.3 

Mizuho  Holdings/Japan 

41,417 

-7,801 

1,080,181 

23,212 

2,461.79 

-863.18 

61 

NA 

1.1 

Credit  Agricole/France 

41,293 

955 

436,071 

22,213 

22.85 

1.23 

15 

NA 

2.6 

age  156  for  footnotes. 
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RANK   COMPANY/COUNTRY 

REVENUE 
($MIL) 

NET 
INCOME 
($MIL) 

ASSETS 
($MIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 

2001 

(S) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

46  ■  Fortis/Netherlands 

41,196 

2,325 

423,343 

29,193 

22.57 

1.77 

12 

24 

47  ■  ABN-Amro  Holding/Netherlands 

40,937 

2,890 

525,630 

29,627 

,    19.30 

1.87 

13 

14 

48  ■  NEC/Japan 

40,768 

-2,473 

37,619 

12,325 

7.44 

-1.50 

NA 

NA 

49  ■  Fujitsu/Japan 

40,016 

-3,057 

34,503 

14,655 

7.32 

-1.54 

NM 

10 

50  ■  Bayer  HypoVereinsbank/Germany 

39,377 

839 

631,274 

18,570 

34.63 

1.57 

19 

27 

51  ■  France  Telecom/France 

38,502 

-7,409 

107,509 

22,349 

19.37 

-6.72 

NM 

8 

52  ■  Zurich  Financial  Services/Switzerland 

38,477 

-387 

228,410 

19,416 

231.46 

-4.72 

10 

14 

53       Munich  Re/Germany 

38,471 

224 

176,025 

40,633 

229.63 

1.26 

20 

NA 

54  ■  Suez  Group/France 

37,905 

1,867 

77,979 

29,114 

28.37 

1.86 

17 

9 

55  ■  China  Petroleum  &  Chem/China 

36,770 

1,936 

44,213 

29,268 

0.38 

0.02 

19 

7 

56  ■  Prudential/UK 

35,841 

560 

227,304 

19,347 

9.70 

0.28 

13 

35 

57  ■  Tyco  International/Bermuda 

35,713 

4,671 

108,765 

42,483 

21.95 

2.55 

9 

9 

58       BMW-Bayerische  Motor/Germany 

34,418 

1,670 

44,447 

28,067 

42.78 

2.49 

15 

7 

59  ■  Tesco/UK 

33,908 

1,190 

19,206 

26,272 

3.76 

0.17 

19 

12 

60       ThyssenKrupp  Group/Germany 

33,755 

610 

30,319 

8,329 

16.19 

1.15 

37 

5 

61  ■  Samsung/South  Korea 

33,218 

31 

9,465 

1,092 

7.03 

0.20 

10 

12 

62  ■  Vodafone/UK 

32,706 

-23,128 

231,826 

102,111 

1.50 

-0.34 

NM 

25 

63  ■  Renault  Group/France 

32,529 

940 

42,709 

13,787 

49.24 

3.92 

15 

17 

64  ■  Repsol-YPF/Spain 

32,215 

917 

44,721 

14,323 

11.73 

0.75 

14 

6 

65  »  Royal  Bank  of  Scotland/UK 

31,871 

3,813 

534,885 

82,847 

28.97 

0.97 

18 

15 

66  ■  Societe  Generale  Group/France 

31,350 

1,928 

451,516 

28,789 

67.85 

4.79 

13 

26 

67  ■  Banco  Santander  Central/Spain 

31,323 

2,225 

315,607 

42,974 

9.22 

0.49 

16 

12 

68  ■  Sumitomo  Mitsui  Banking/Japan 

30,208 

-3,707 

769,501 

31,858 

5.59 

-0.67 

56 

NA 

69  ■  Legal  &  General  Group/UK 

30,044 

-275 

155,604 

11,335 

2.20 

-0.05 

14 

19 

70       Deutsche  Post/Germany 

29,869 

1,417 

136,786 

16,106 

14.47 

1.27 

13 

24 

7 
7 

L  ■  GlaxoSmithKline/UK 

29,504 

4,454 

26,267 

126,181 

20.44 

0.72 

17 

13 

2  ■  Mitsubishi  Electric/Japan 

29,163 

-623 

28,438 

10,417 

4.85 

-0.29 

54 

16 

73  ■  BASF  Group/Germany 

29,082 

5,197 

31,792 

27,094 

46.44 

8.62 

25 

5 

74  ■  Philips  Group/Netherlands 

28,938 

-2,330 

32,583 

39,617 

31.09 

-1.83 

53 

22 

75  ■  PetroChina/China 

28,862 

5,655 

55,683 

36,518 

0.21 

0.03 

7 

3 

76  ■  Olivetti  Group/Italy 

28,649 

-2765 

82,696 

10,420 

1.19 

-0.38 

24 

5 

■ 


All  the  Right  Parts 

The  North  American  automotive-parts  industry  crashed  and  burr 
year,  and  one  of  the  few  bright  spots  was  Magna  International.  Magi 
income  of  $580  million  was  only  3%  below  its  record  results  for  2 
Aurora,  Ont.-based  Magna— which  expects  to  account  for  an  average  of 
parts  on  every  car  built  in  North  America  in  2002— makes  key  components 
seats  and  electronic  systems.  Last  year  it  was  boosted  by  two  big  supply  p 
the  Ford  Escape  SUV  and  the  GMT-800  (GM's  biggest  pickups  and  SUVs). 

Peter  Sklar,  an  auto-parts  analyst  at  BMO  Nesbitt  Burns,  the  Bank  o 
real's  investment  banking  group,  thinks  that  Magna  has  great  manaf 
Belinda  Stronach,  the  founder's  36-year-old  daughter,  took  over  the 
February  2001  and  has  maintained  a  decentralized  system  wher 
managers  call  their  own  shots  and  are  motivated  by  receiving  a  share 
plant's  profits. 

Profits  are  expected  to  increase  10%  to  $6.85  a  share  in  2003.  Magn; 
at  just  12  times  12-month  trailing  profits  and  10  times  its  2003  estimate. 

—Monl 
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RANK   COMPANY/COUNTRY 

REVENUE 
($MIL) 

NET 
INCOME 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 

2001 

($) 

P/E 

2002 

ESTIMATE 

1    ' 

ENTERPRISE 

MULTIPLE 

8 

77  ■  Aegon  Insurance  Group/Netherlands 

28,541 

2,145 

232,716 

29,843 

21.45 

1.57 

12 

78  ■  Nokia/Finland 

27,911 

1,969 

19,032 

67,579 

14.27 

0.41 

20 

12 

79  ■  HBOS/UK 

27,836 

2,413 

452,920 

45,229 

11.98 

0.66 

15 

35 

80  ■  Telefonica/Spain 

27,787 

1,885 

72,623 

50,859 

10.57 

0.40 

28 

8 

81       EADS/Netherlands 

27,559 

1,228 

40,356 

13,123- 

16.22 

1.52 

28 

3 

82       Saint-Gobain/France 

27,194 

1,015 

28,327 

14,894 

44.30 

3.03 

14 

6 

83  ■  Ito-Yokado/Japan 

26,814 

426 

17,774 

22,222 

53.10 

1.02 

64 

11 

84  ■  BT  Group/UK 

26,409 

-4,135 

39,384 

35,384 

4.08 

-0.50 

21 

9 

85  ■  Barclays/UK 

26,111 

3,550 

505,429 

57,148 

8.59 

0.53 

14 

14 

86  ■  Mitsubishi  Tokyo  Finl/ Japan 

26,073 

-1,217 

695,126 

43,266 

7,763.48 

-231.15 

61 

NA 

87  ■  Bayer  Group/Germany 

25,895 

864 

32,107 

23,702 

32.45 

1.18 

24 

8 

88  ■  ENEL/ltaty 

25,755 

3,782 

56,496 

36,074 

5.95 

0.62 

16 

8 

89  ■  Statoil  Group/Norway 

25,700 

1,918 

22,094 

18,620 

8.60 

0.92 

11 

3 

90       Mitsubishi  Motors/Japan 

25,580 

90 

21,041 

4,648 

3.16 

0.06 

16 

10 

91       UFJ  Holdings/Japan 

25,283 

-9,810 

564,626 

14,261 

2,976.67 

-2,100.7 

16 

NA 

92  ■  Samsung  Electronics/South  Korea 

25,082 

2,283 

20,969 

41,143 

281.64 

13.35 

8 

10 

93       Pinault-Printemps-Redoute/France 

24,875 

674 

30,362 

15,101 

123.38 

5.56 

19 

13 

94  ■  BBVA-Banco  Bilbao  Vizcaya/Spain 

24,589 

2,115 

269,321 

38,477 

12.04 

0.66 

15 

12 

95  ■  J  Sainsbury/UK 

24,558 

521 

15,631 

10,571 

5.49 

0.27 

16 

9 

96  ■  Petrobras-Petroleo  Brasil/Brazil 

24,549 

3,491 

36,715 

24,484 

23.18 

3.85 

6 

3 

97       Arcelor/Belgium 

24,223 

-347 

23,075 

6,580 

14.18 

-0.64 

71 

11 

91 
9! 

i  ■  Canon/Japan 

23,925 

1,348 

21,584 

33,695 

38.46 

1.52 

24 

10 

i  ■  Commerzbank/Germany 

23,817 

91 

439,393 

9,633 

17.97 

0.17 

19 

63 

100  ■  ABB  Group/Switzerland 

23,726 

-640 

32,344 

9,994 

8.98 

-0.58 

24 

17 

101  ■  Aeon/Japan 

23,612 

-130 

14,407 

9,587 

28.96 

-0.39 

30 

11 

102       Nippon  Mitsubishi  Oil/Japan 

23,504 

192 

25,610 

8,148 

5.38 

0.13 

32 

11 

103      LG  Electronics  Inv'YSouth  Korea 

23,141 

796 

20,500 

397 

25.61 

51.17 

5 

5 

104       Mitsubishi  Heavy  Inds/ Japan 

22,889 

211 

29,092 

11,806 

3.50 

0.06 

44 

14 

105       Lloyds  TSB  Group/UK 

22,821 

3,600 

343,045 

59,948 

10.77 

0.65 

13 

18 

^ 

■ 

Volkswagen,    the    bestselling 
E  ^J"  QJ}  ea.ii    brand    in    the    U.S.,    sold 
T      /H  ^ousand    cars    last    year. 

^s 

W-"      >— i 

r 

10( 
10" 
101 

5  ■  Alcatel/France 

22,687 

-4,441 

30,778 

14,497 

11.84 

-3.88 

NM 

21 

T      KDDI/Japan 

22,648 

104 

23,671 

15,081 

3,555.91 

24.46 

39 

7 

}  ■  LM  Ericsson/Sweden 

22,445 

-2,059 

23,441 

18,108 

2.24 

-0.26 

NM 

NA 

10! 

lit 
11: 

)      Hyundai/South  Korea 

21,705 

-186 

1,021 

90 

1.23 

-2.86 

8 

34 

D       Kansai  Electric  Power/Japan 

21,192 

1,027 

54,799 

13,786 

14.32 

1.01 

18 

8 

L  »  Royal  &  Sun  Alliance/UK 

21,136 

-1,781 

89,857 

6,139 

4.27 

-1.26 

9 

60 

112       Indian  Oil/India 

20,910 

605 

9,886 

3,163 

4.06 

0.78 

5 

6 

113                ^ci/ltaly 

20,808 

831 

277,513 

19,244 

2.96 

0.13 

15 

NA 

114  "    .                 ice 

20,720 

-123 

22,735 

3,314 

11.77 

-0.53 

33 

4 

11! 
Ill 

5  ■  v                'i'p/Switzerland 

20,640 

-100 

100,968 

31,571 

101.72 

-0.35 

14 

9 

5       Ni[ 

20,631 

-227 

29,951 

11,062 

1.63 

-0.03 

54 

13 

117  ■  Millca.                    oan 

20,535 

391 

73,425 

15,985 

8,608.21 

NA 

27 

NA          | 

118  ■  Aventis/Fra. 

20,529 

1,461 

32,807 

55,277 

69.48 

1.69 

28 

12 

119       Rally--:   inc. 

20,459 

67 

15,339 

1,709 

50.36 

1.94 

14 

9           1 

120       EastJaj.  up 

20,327 

380 

52.093 

18,697 

4,674.18 

95.01 

25 

H 

12: 

See 

132 

L  ■  Gazprom/Ri  . 

20.176 

3.442 

52.4161 

25,165 

1.06 

NA 

NA 

NA    J 

Dagc  156  for  footnotes. 
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SOMEDAY 
TOMORROW. 
EVENTUALLY 


THREE  OF  THE  WORST  TIMES  TO  START  PLANNING 
YOUR  BUSINESS  CONTINUANCE. 


Business  Continuity  Solutions 

Nothing  gives  you  more  peace  of  mind  than  knowing  your 
business  is  already  prepared  to  handle  anything.  To  find  out  how 
ready  you  are  for  the  future,  take  our  Vulnerability  Assessment 
Test  today.  It's  the  quickest  way  to  put  your  mind  at  ease.  Computer  ASSOCJateS1 


TAKE  OUR  FREE  VULNERABILITY  ASSESSMENT  TEST  AT  CA.COM  /  FREETEST 


HELLO  TOMORROW'-     WE  ARE  COMPUTER  ASSOCIATES      THE  SOFTWARE  THAT  MANAGES  eBUSINESS'" 

£2002  Computer  Associates  International.  Inc.  (CA).   All  trademarks,  trade  names,  service  marks  and  logos  referenced  herein  belong  to  their  respective  companies. 
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J-—  RANK   COMPANY/COUNTRY 


122  ■  Daiei/Japan 

123  CNP  Assurances/France 


REVENUE 
($MIL) 


20,106 


20,084 


NET 
INCOME 
(SMIL) 

-2,675 


523 


ASSETS 

($MIL) 


18,796 


128,068 


MARKET 
VALUE 

($MIL) 

581 


5,373 


STOCK 
PRICE 

($) 

1.64 


39.36 


EPS 

2001 
($) 

-8.69 


3.81 


P/E 

2002 

ESTIMATE 


10 


ENTERPRIS 
MULTIPLE 


12 


. 


10 


124      TUI  Group/Germany 


20,055 


310 


14,595 


4,441 


24.95 


1.75 


13 


125       LG  International/South  Korea 


19,519 


26 


2,458 


325 


4.78 


0.42 


126  ■  Novartis  Group/Switzerland 


19,390 


4,251 


37,888 


109,218 


42.85 


1.65 


23 


21 


127  ■  Fuji  Photo  Film/Japan 


19,190 


650 


21,622 


16,143 


31.38 


1.26 


22 


128  ■  Denso/Japan 


19,190 


578 


17,368 


13,588 


15.70 


0.63 


13 


129  ■  Delhaize  Group/Belgium 


19,146 


134 


10,638 


4,745 


51.53 


1.68 


18 


130   Tomen/Japan 


19,060 


38 


10,468 


533 


0.84 


0.06 


29 


131       Dexia/Belgium 


19,036 


1,276 


309,317 


18.509 


15.86 


1.12 


12 


46 


132       Credit  Lyonnais  Group/France 


18,509 


727 


178,067 


14,341 


42.13 


2.13 


16 


23 


133  ■  Volvo  Group/Sweden 


18,325 


-142 


23,734 


7669 


18.56 


-0.34 


66 


13 


134       Bouygues  Group/France 


18,320 


308 


19,363 


10,150 


29.53 


0.88 


23 


135  ■  Centrica/UK 


18,160 


465 


10,260 


12,784 


3.03 


0.12 


17 


11 


136       Almanij/Belgium 


18,051 


617 


228,523 


7,889 


40.29 


3.15 


NA 


137      Toyota  Tsusho/Japan 


18,028 


70 


6,902 


1,250 


4.47 


0.25 


NA 


14 


138       Chubu  Electric  Power/Japan 


17,814 


882 


47,545 


12,595 


17.10 


1.12 


14 


139  ■  Abbey  National/UK 


17,797 


1,837 


311,644 


21,714 


15.05 


1.21 


15 


26 


140  ■  BHP  Billiton/Australia 


17,789 


1,529 


28,028 


35,913s 


6.11 


0.26 


140  ■  BHPBilliton/UK 


17,789 


1,529 


28,028 


35,9139 


5.71 


0.26 


24 


141  ■  Roche  Group/Switzerland 


17,650 


2,237 


44,045 


73,166 


105.70 


2.65 


29 


20 


142  ■  Bridgestone/Japan 


17,558 


143 


17,183 


12,479 


14.50 


0.17 


21 


143  ■  Nortel  Networks/Canada 


17,511 


-27,317 


19,060 


6,836 


2.13 


-8.56 


NA 


NA 


144  ■  Hyundai  Motor/South  Korea 


17,432 


903 


14,763 


7262 


33.15 


4.00 


145       SK  Global/South  Korea 


17,217 


-95 


8,890 


947 


9.84 


-0.98 


23 


146  ■  Norsk  Hydro/Norway 


16,997 


878 


21,852 


12,944 


50.24 


3.39 


12 


147      TonenGeneral  Sekiyu/Japan 


16,969 


169 


7,510 


5,448 


8.58 


0.26 


19 


11 


148      Mazda  Motor/Japan 


16,743 


71 


12,327 


3,537 


2.90 


0.06 


26 


14 


149      Japan  Energy/Japan 


16,650 


12,732 


1,918 


1.72 


0.00 


17 


15 


150  ■  Adecco/Switzerland 


16,490 


-254 


5,323 


12,210 


65.58 


-1.36 


31 


17 


151  ■  AstraZeneca/UK 


16,480 


2,967 


17,946 


76,383 


43.76 


1.69 


27 


15 


See  page  156  for  footnotes. 
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STORA    ENSO    •    F0RES1     PRODUCTS 


Paper-Fat  Profits 

The  advertising  slowdown  that  started  in  2001  took  its  toll  on  Stora  E 
Helsinki-based  giant  of  the  paper  industry.  Stora,  which  produces  n 
paper,  newsprint,  fine  paper,  packaging  boards  and  timber  products, 
38%  drop  in  profits  last  year,  to  $829  million.  But  a  recovery  may  be  in  th 
says  Deutsche  Bank  equity  analyst  Johannes  Schulman. 

Schulman  notes  that  some  paper  buyers  have  been  taking  advantage 
prices  by  adding  to  inventory.  "That's  usually  a  good  sign  for  the  entire  ii 
Schulman  says.  Based  on  consensus  earnings  forecasts  from  Thomson  Finan 
Stora  is  expected  to  post  a  48%  increase  in  2003  earnings  over  its  2002  < 
to  $1.20  a  share.  Stora  sells  for  II  times  its  2003  estimate. 

When  Stora  acquired  Consolidated  Papers  in  2000,  it  gained  a  long-sou 
foothold  in  North  America,  from  where  it  now  gets  18%  of  its  paper  capacity 
comes  from  Europe— mostly  Finland  and  Sweden).  It  also  became  the  world's 
largest  integrated  paper  company  ($12.1  billion  in  revenues),  just  behind  Inte 
Paper  of  the  U.S.  This  size,  says  Deutsche  Bank's  Schulman,  allows  Stor 
synergies  and  cut  costs,  two  important  advantages  in  a  static  industry.— Moi 
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Seven  new  models 
from  17"  to  22" 

Each  delivers  brilliant 
performance  and  value 
in  your  choice  of  black 
or  white  cabinet  styles. 

SuperBright™  makes 
images  come  alive. 

Instantly  doubles 
brightness  for  intense 
video,  graphics  and 
multimedia  applications. 

NaViSet™  offers  a 
new  level  of  control. 

Advanced  software 
enhances  user  control 
and  enables  remote 
adjustment  over  LANs. 

Compact,  light, 
even  more  adaptable. 

New  ergonomic 
design  trims  weight  and 
reduces  footprint  for  a 
.  better  fit  everywhere. 


Introducing  CRT  monitors  as 

brilliant  as  your  ideas. 

With  SuperBright™  Diamondtron's,  an  all-new  design  and  even  more  lifetime 
value,  our  MultiSync*  FE™  Series  just  might  change  what  you  know  about  CRTs. 

These  all-new  monitors  are  full  of  dazzling  innovations.  For  example,  the 
SuperBright  technology  in  the  MultiSync  FE77156,  FE79iSB,  FEggiSB  and  FE2inSB 
models  doubles  your  brightness  at  the  touch  of  a  button.  New  industry- 
standard  sRGB  color  matching  gives  truer  tones  in  web  applications.  And 
NaViSet™  control  software  puts  a  virtual  control  panel  on  your  desktop 
for  precise  adjustment  via  mouse  and  keyboard. 


The  FE  Series  also  offers  extreme  reliability,  easy  deployment 
and  low  total  cost  of  ownership.  Power  use  has  been  reduced 
by  as  much  as  21%,  lowering  electricity  costs.  Plus  we've 
trimmed  pounds  and  inches  for  a  lighter,  more  ergonomic 
form  factor.  Add  patented  self-diagnostics  and  intelligent 
network  control  capability,  and  the  new  choice  in  CRT 
monitors  is  clear. 

Learn  more  at  www.necmitsubishi.com/FE 
orcall  888-NEC-MITS. 

The  new  MultiSync  FE  Series. 

A  bright  investment  in  intelligent  design. 


MultiSync  is  a  registered  trademark,  and  FE,  NaViSet  and  SuperBright  are  trademarks 
of  NEC-Mitsubishi  Electronics  Display  of  America.  Inc.  Diamondtron  is  a  registered 
trademark  of  Mitsubishi  Electric. 

©2002  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 
All  rights  reserved.  Simulated  images  in  monitors. 


SEE  mORE. 
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It  HE    INTERNATIONAL    500 

1 

RANK   COMPANY/COUNTRY 

REVENUE 
($MIL) 

NET 
INCOME 
(SMIL) 

ASSETS 

($MIL) 

MARKET 
VALUE 
($MIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

($) 

P/E 

2002 

ESTIMATE 

'■■---■■■'■               '  <m 

ENTERPRISE 
MULTIPLE 

152  ■  Kajima/Japan 

16,467 

-329 

16,136 

2,939 

3.07 

-0.34 

28 

15 

153       Nichimen/Japan 

16,426 

11 

10,223 

380 

r       0.91 

0.03 

5 

22 

154  ■  British  Amer  Tobacco/UK 

16,374 

1,454 

24,592 

25,987 

11.92 

0.63 

17 

8 

155      Japan  Tobacco/Japan 

16,320 

295 

22,463 

13,516 

6,757.84 

147.26 

24 

7 

156  ■  Royai  Bank  of  Canada/Canada 

16,245 

1,581 

228,451 

25,853 

38.36 

2.31 

15 

17 

157  ■  Sanyo  Electric/Japan 

16,182 

14 

19,589 

8,350 

4.47 

0.01 

45 

12 

158      Skanska/Sweden 

15,968 

2 

8,726 

2,897 

6.92 

0.01 

NA 

14 

159      George  Weston/Canada 

15,923 

376 

10,139 

10,573 

80.43 

2.82 

23 

13 

160  ■  Diageo/UK 

15,906 

1,779 

24,459 

41,552 

12.52 

0.53 

19 

13 

161  ■  UniCredito  Italiano/ltaly 

15,780 

1,301 

183,521 

22,482 

4.46 

0.25 

15 

NA 

162  ■  Korea  Electric  Power/South  Korea 

15,666 

1,266 

53,721 

13,284 

20.75 

1.98 

7 

5 

163      Onex/Canada 

15,369 

515 

12,861 

2,128 

13.25 

3.20 

17 

8 

164      Vinci  Group/France 

15,367 

406 

17,766 

5,322 

62.30 

4.82 

12 

8 

■LTJFB 

ImMHH 

L'Oreal    is    the    world's    1 

in    cosmetics,    with    more 

^thousand    new    formulas    a 

e  a  d 

th 

i    ye 
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a  r. 

165       Gene/Germany 

15,186 

240 

4,601 

3,692 

43.41 

2.47 

16 

12 

166  ■  Banco  Bradesco  Group/Brazil 

14,946 

920 

46,147 

6,861 

4.2710 

0.6410 

6 

NA 

167  ■  Deutsche  Lufthansa/Germany 

14,935 

-567 

15,813 

5,231 

13.71 

-1.49 

49 

8 

168  ■  Lukoil  Holding/Russia 

14,892 

3,001 

15,859 

15,049 

17.69 

4.64 

NA 

NA 

169  ■  Anglo  American/South  Africa 

14,786 

3,176 

25,501 

26,492 

18.05 

2.13 

14 

10 

170      MAN  Group/Germany 

14,586 

135 

10,301 

3,422 

22.99 

0.90 

19 

6 

171      Cosmo  Oil/Japan 

14,496 

-41 

9,302 

1,189 

1.88 

-0.07 

17 

15 

172  ■  Sharp/Japan 

14,416 

90 

14,551 

14,358 

12.93 

0.08 

52 

11 

173  ■  Endesa  Group/Spain 

14,394 

1,323 

44,230 

16,390 

15.48 

1.25 

12 

10 

174      KarstadtQuelle/Germany 

14,378 

210 

9,240 

3,343 

28.39 

1.79 

14 

6 

175  ■  Mitsubishi  Chemical/Japan 

14,229 

-362 

16,245 

5,343 

2.45 

-0.17 

61 

12 

176      Edison/Italy 

14,130 

-282 

18,456 

6,718 

2.28 

-0.15 

33 

10 

177       Michelin  Group/France 

14,116 

265 

15,183 

5,090 

38.98 

1.97 

13 

6 

178  ■  BCE/Canada 

14,018 

338 

33,487 

15,001 

18.55 

0.36 

16 

7 

179  ■  Kingfisher/UK 

13,944 

261 

10,011 

6,852 

5.30 

0.20 

15 

10 

180      Bombardier/Canada 

13,896 

251 

16,859 

12,561 

9.19 

0.17 

NA 

15 

181  ■  Canadian  Imperial  Bank/Canada 

13,888 

1,095 

175,706 

12,157 

33.47 

2.64 

15 

17 

182      Swiss  Life  Ins  &  Pension/Switzerland 

13,799 

75 

96,747 

3,722 

334.29 

6.78 

18 

8 

183  ■  News  Corp/Australia 

13,762 

-401 

43,066 

34,495 

7.16 

-0.10 

40 

24 

18 
18 

4  ■  Schlumberger/Netherlands 

13,746 

522 

22,200 

29,801 

51.64 

0.91 

35 

11 

5  ■  Natl  Australia  Bank/Australia 

13,679 

1,089 

174,309 

31,812 

20.55 

0.64 

14 

21 

186  ■  Bank  of  Nova  Scotia/Canada 

13,671 

1,408 

172,875 

18,131 

35.92 

2.63 

12 

18 

187       Nippon  Express/Japan 

13,652 

169 

9,196 

5,230 

4.93 

0.15 

29 

8 

18 
18 

i  ■  Japan  Telecom/Japan 

13,619 

-527 

13,783 

10,462 

3,274.34 

-165.01 

27 

7 

9      Tohoku  Electric  Power/Japan 

13,564 

559 

31,328 

6,537 

13.00 

1.10 

11 

6 

190  ■  Taisei/Japan 

1  3,377 

-248 

14,253 

2,406 

2.49 

-0.26 

17 

13 

191  ■  Ricoh/Japan 

13366 

492 

13,761 

14,214 

19.55 

0.66 

25 

12 

192  ■  Toronto-Dominion  Bank/r  anada 

13.356 

898 

175,658 

15,943 

25.37 

1.34 

14 

9        ,, 

193  ■  Accenture/Bermuda 

13, 

377 

5,848 

19,476 

20.85 

0.91 

23 

10 

194       Suzuki  Motor/Japan 

13, 

179 

9,638 

6,782 

12.53 

0.33 

26 

6 

195       Skandia  Insurance/Sweden 

13,331 

57,206 

4,785 

4.68 

-0.01 

16 

MA             !i 

NA 

196      Old  Mutual/UK 

13.238 

-321 

64,574 

5,887 

1.57 

-0.09 

7 

10 

See  page  156  for  footnote! 
136       1     ()    R    B    E 

S  ■   lulv  22,  2002 

iATING    COST    PER    FLIGHT    HOUR 


y 

Fl 

ght  Options 

NetJets 

let 

rechjet  400A 
tation  Encore 

$1,175 

$1,390 

e  Jet 

iwker  800XP 

$1,390 

$1,828 

first  year  alone,  you'll  save  1  5%  operating 
light  jet  and  24%  on  your  Hawker  800XP. 


Compare  fractional  jet  ownership  companies  and  you'll  notice  that  most  are  awfully  wasteful. 
Like  us,  they'll  sell  you  a  new  plane  that's  under  warranty,  has  no  mechanical  wear, 
and  is  super-efficient.  But  unlike  us,  they'll  charge  you  the  same  operating  costs 
they  assess  on  a  much  older  plane.  We've  bucked  this  trend  and  become  the  only 
company  in  the  industry  that  passes  the  savings  along  to  our  customers.  This  lets  them  pay 
their  operating  bills  with  a  lot  fewer  dollar  bills.  No  — ^       j 

wonder  nearly  half  of  the  people  who  are  choosing 
fractional  jet  ownership  are  choosing  Flight  Options. 


F  L  i^g'h  t  i 


Explore  the  best  options  in  the  industry  by  calling  1-877-703-2348  or  visiting  www.flightoptions.com  today. 


onjet,       Beechiet,      Citation      V,      Citation'  -650- 


r     601,      Gulfstream      IV 
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'THE    INTERNATJONAL    500 

RANK   COMPANY/COUNTRY 

REVENUE 

($MIL) 

NET 
INCOME 

(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 

2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

197  ■  NKK/Japan 

13,215 

-540 

16,363 

3,289 

0.97 

-0.16 

NM 

15 

198  ■  Electrolux  Group/Sweden 

13,148 

375 

8,854 

6,672 

,     18.25 

1.10 

12 

8 

199  ■  Flextronics  Intl/Singapore 

13,105 

-154 

8,593 

6,787 

13.23 

-0.31 

NA 

16 

20< 
20] 
202 

)  ■  BAE  Systems/UK 

13,019 

-193 

24,745 

17,040 

5.59 

-0.07 

56 

9 

.  ■  Groupe  Danone/France 

12,948 

118 

15,066 

18,577 

137.93 

0.87 

24 

11 

1  ■  Japan  Air  Lines/Japan 

12,857 

-294 

13,608 

5,306 

2.98 

-0.17 

60 

21 

203  ■  Isuzu  Motors/Japan 

12,769 

-344 

9,619 

904 

0.71 

-0.27 

NA 

9 

204      Shimizu/Japan 

12,660 

81 

14,214 

2,823 

3.58 

0.10 

22 

11 

205  ■  Coles  Myer/Australia 

12,649 

80 

4,056 

4,453 

3.77 

0.07 

25 

11         ' 

206  ■  Akzo  Nobel  Group/Netherlands 

12,626 

600 

10,999 

12,863 

45.00 

2.09 

14 

9         , 

207  ■  Alcan/Canada 

12,626 

5 

17,428 

12,372 

38.53 

-0.01 

NA 

10 

208  ■  Compass  Group/UK 

12,559 

210 

12,666 

13,825 

6.23 

0.09 

48 

17 

209  ■  KT/South  Korea 

12,351 

862 

22,393 

13,935 

44.64 

2.76 

15 

5 

210  ■  L'Oreal  Group/France 

12,296 

1,155 

11,978 

46,790 

71.39 

1.63 

38 

25 

211       Nordea/Sweden 

12,269 

1,403 

212,583 

17,125 

5.74 

0.47 

12 

21 

212  ■  Lafarge/France 

12,258 

671 

26,353 

13,254 

101.84 

5.24 

16 

11 

213      Safeway  PIc/UK 

12,255 

355 

6,837 

4,651 

4.44 

0.34 

12 

7         , 

214  ■  China  Mobile  (HK)/China 

12,122 

3,385 

20,814 

58,798 

3.16 

0.18 

17 

8 

215  ■  Stora  Enso/Finland 

12,088 

829 

18,093 

13,183 

14.41 

0.92 

18 

9 

216  ■  British  Airways/UK 

11,940 

-203 

19,408 

3,200 

2.96 

-0.19 

74 

15 

217  ■  Sumitomo  Electric/Japan 

11,868 

66 

13,269 

5,913 

7.89 

0.09 

NM 

9 

218       Power  Corp  of  Canada/Canada 

11,854 

399 

42,815 

6,210 

28.45 

1.74 

14 

8 

219      Credit  Industriel  et  Comm/France 

11,776 

295 

130,903 

4,310 

123.10 

8.44 

11 

NA 

220       Banco  do  Brasil/Brazil 

11,656 

459 

71,172 

3,878 

5.7610 

0.6510 

7 

NA 

221       Kyushu  Electric  Power/Japan 

11,653 

488 

31,617 

6,813 

14.37 

1.03 

14 

7 

222  ■  Mitsui  Sumitomo  Ins/Japan 

11,503 

129 

50,865 

8,187 

5.61 

0.11 

19 

13 

223      Yasuda  Fire  &  Marine  Ins/Japan 

11,298 

-428 

32,526 

5,853 

6.60 

-0.48 

27 

NA 

224  ■  Woolworths/Australia 

11,253 

256 

2,484 

7,647 

7.39 

0.22 

25 

15 

225       Christian  Dior/France 

11,246 

-85 

24,751 

7,457 

41.03 

-0.47 

23 

9 

221 
22 

3      Obayashi/Japan 

11,218 

-592 

15,200 

2,188 

3.03 

-0.82 

28 

21 

7  *  Bank  of  Montreal/Canada 

11,183 

955 

145,636 

12,167 

24.88 

1.77 

13 

8 

See  page  156  for  footnotes. 


FUJI    PHOTO    FILM    •    LEISURE    PRODUCTS 


Flash  Dance 

Fuji  Photo  Film  is  best  known  in  the  U.S.  for  its  consumer  film.  But  1\ 
pany  is  more  diverse  than  meets  the  eye:  Two-thirds  of  the  Tokyo 
$19.2  billion  revenues  in  2001  came  from  a  copier  business,  a  medi 
that  sells  X-ray  plates  and  a  subsidiary  that  makes  professional  p 
equipment. 

That  kind  of  diversification  could  help  Fuji  through  an  uncertain  perio 
consumer  photography  industry.  "You  are  going  from  a  situation  that  was  t 
a  duopoly  before,  and  now  other  competitors  come  into  play  in  a  digital  ag 
tions  analyst  Joel  Scheiman  of  ING  Financial  Markets  in  Tokyo. 

Indeed,  sales  and  margins  on  Fuji's  digital  cameras  were  disappointing 
as  competitors  like  Sony  and  Hewlett-Packard  flooded  the  market  with 
offerings,  while  Fuji  emphasized  more  expensive  models.  This  year  Fuji  i 
more  aggressive  push  on  2-megapixel  cameras. 

Scheiman  expects  net  profit  to  increase  9.3%  from  $650  million  f< 
year  2002. 


- 
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Redefine  your  power 
over  the  competition. 


pentium®/// 
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ProLiant  BL  e-Class  Servers 
Inter  Pentium   III  processors 


In  today's  constantly  changing  business  environment,  you  have  to  stay  one 
step  ahead  of  the  competition.  Wouldn't  it  be  nice  if  your  infrastructure  could 
help  get  you  there?  It  can,  with  ProLiant  server  technologies  from  HP, 
powered  by  Intel"  Pentium"  III  and  Intel  Xeon™  processors.  Reliable.  Scalable. 
Manageable.  And  built  on  industry  standards.  So  your  infrastructure  can 
adapt  to  change  just  as  quickly  as  you  do. 

HP  can  help  you  plan,  implement,  and  manage  your  infrastructure  with 
service  and  support  solutions  for  every  product,  and  every  business. 

For  more  information,  visit  hp.com/go/proliant2  or  call 
1.800.282.6672,  option  5,  and  mention  code  TLU. 
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RANK   COMPANY/COUNTRY 

REVENUE 
($MIL) 

NET 
INCOME 
(SMIL) 

ASSETS 
($MIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE! 
MULTIPLE  1 

228  ■  Carso  Global  Telecom/Mex 

co                   11,181 

586 

17,675 

4,987 

1.33 

0.15 

5 

3 

229  ■  Corus  Group/UK 

11,086 

-603 

10,067 

4,006 

»       1.28 

-0.19 

NM 

NA 

230      Air  France  Group/France 

11,068 

135 

11,659 

3,759 

17.10 

0.62 

17 

7 

23 

23 

L  ■  Magna  International/Canac 

la                    11,026 

580 

7,792 

5,959 

78.21 

6.20 

NA 

5 

2  ■  SK  Corp/South  Korea 

10,933 

71 

10,842 

2,944 

15.73 

0.61 

7 

10 

233       Central  Japan  Railway/Jap 

an                   10,925 

336 

41,840 

13,750 

6,138.38 

150.18 

30 

10 

234  ■  Den  Danske  Bank/Denmarl 

(                     10,917 

1,047 

167,949 

13,392 

18.30 

1.43 

12 

9 

235  ■  Marks  &  Spencer/UK 

10,908 

219 

10,234 

12,729 

5.52 

0.08 

19 

13 

236  ■  Fuji  Heavy  Inds/Japan 

10,889 

242 

9,293 

3,578 

4.81 

0.31 

13 

5 

237       Daiwa  Bank  Holdings/Japa 

n                     10,880 

-7,448 

315,743 

4,097 

0.76 

-1.40 

15 

NA 

238  ■  Sanpaolo  IMI/ltaly 

10,837 

1,077 

148,499 

13,917 

9.61 

0.78 

15 

NA 

239  ■  Sumitomo  Metal  Inds/Japa 

n                    10,786 

-837 

17,604 

1,549 

0.43 

-0.23 

21 

11 

240  ■  Cathay  Financial/Taiwan 

10,785 

4 

32,326 

8,624 

1.42 

0.00 

18 

NA 

241  ■  Sun  Life  Financial/Canada 

10,776 

569 

80,311 

14,263 

23.11 

1.34 

14 

14 

242  ■  Sekisui  House/Japan 

10,629 

-735 

9,558 

5,290 

7.46 

-1.02 

19 

8 

243  ■  Sodexho  Alliance/France 

10,568 

122 

7,845 

5,445 

34.56 

0.88 

23 

11 

244       Kookmin  Bank/South  Kore, 

i                     10,557 

648 

131,291 

16,403 

51.64 

3.10 

8 

12 

245       Alliance  UniChem/UK 

10,532 

138 

4,105 

3,055 

9.37 

0.43 

17 

14 

246  ■  Royal  KPN/Netherlands 

10,500 

-6,707 

35,695 

9,880 

4.38 

-5.26 

NM 

8 

247  ■  Dai  Nippon  Printing/Japan 

10,485 

125 

10,530 

10,515 

13.85 

0.16 

33 

8 

248  ■  Manulife  Financial/Canada 

10,480 

753 

86,212 

14,310 

29.69 

1.54 

16 

12 

249  ■  Telstra/Australia 

10,469 

2,183 

18,823 

34,574 

2.69 

0.17 

16 

9 

250  ■  Toppan  Printing/Japan 

10,359 

223 

9,983 

7,592 

11.13 

0.32 

29 

8 

251       Bankgesellschaft  Berlin/Ge 

rmany             10,325 

-100 

166,405 

2,143 

2.15 

-0.10 

NM 

NA 

252  ■  Imperial  Oil/Canada 

10,313 

803 

6,757 

11,315 

29.87 

2.04 

19 

7 

253  ■  Wolseley/UK 

10,305 

267 

5,671 

6,108 

10.60 

0.46 

15 

11 

254  ■  Kia  Motors/South  Korea 

10,253 

358 

6,978 

3,592 

9.72 

0.92 

8 

8 

255  ■  Posco/South  Korea 

10,164 

655 

14,699 

10,752 

114.88 

8.03 

12 

7 

256  ■  Asahi  Glass/Japan 

10,096 

-101 

13,995 

7,808 

6.65 

-0.09 

37 

11 

^^^^                            H^^ 
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257  ■  Continental/Germany 

10,052 

-225 

7,927 

2,295 

18.21 

-1.83 

12 

8 

258  ■  Matsushita  Electric  Works/ 

Japan               9,973 

156 

8,936 

5,753 

8.19 

0.20 

41 

8 

25 

26 
26 
26 

9  ■  Pechiney/France 

9,882 

183 

7,408 

4,372 

53.62 

2.28 

16 

8 

D  ■  TPG/Netherlands 

9,825 

523 

7,131 

9,786 

20.38 

1.10 

16 

9 

1       Kuraya  Sanseido/Japan 

9,768 

24 

4,791 

763 

5.58 

0.15 

33 

6 

in          Japan 

9,766 

205 

8,424 

4,042 

13.97 

0.69 

14 

5 

26 
26 

1  *  Kawasaki  Steei/Japan 

9,718 

55 

13,974 

4,057 

1.27 

0.02 

25 

11 

*             as 

9,703 

-463 

6,390 

2,037 

6.68 

-1.52 

29 

14 

!}                                      \ida 

9,682 

246 

11,064 

8,474 

50.35 

1.48 

17 

12 

266 

9,682 

-5 

12,776 

6,082 

5,631.54 

-4.71 

56 

13 

267       Yukos 

9,629 

3,588 

11,364 

21,980 

10.31 

1.69 

NA 

4 

268  *  AH  Nip 

9,627 

-76 

11,167 

4,354 

2.84 

-0.05 

71 

17 

269  ■  Oji  Paper  , 

9,621 

-141 

12,060 

5,336 

5.17 

-0.14 

37 

11 

270  ■  Kobe  Steel,'  i 

9,575 

-228 

14.786 

1,452 

0.51 

-0.08 

51 

10 

271  ■  Daiwa  Houm    m 

9,574 
54 

42 
41 

8,699 

3,854 

7.00 

0.08 

39 

7 

272  ■  Asahi  Kasei/ Japan 

8,917 

5.172 

3.68 

0.03 

74 

9 

See  page  156  for  footnotes 
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300M 

Agile  performance  multiplied  by  a  High  Output  250  hp  V6 
engine  equals  300M— the  most  powerful  sports  sedan  in  its 
class*— with  performance-tuned  suspension,  traction  control, 
and  four-wheel  ABS.  1.800. CHRYSLER  or  visit  chrysler.com 

5d  671  2002  EPA  Large  Car  Segment  equipped  with  a  V6  engine. 
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'RANK  COMPANY/COUNTRY 

REVENUE 

($MIL) 

NET 
INCOME 
($MIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 

2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

273       West  Japan  Railway/Japan 

9,515 

364 

17,756 

8,978 

4,489.14 

181.97 

28 

10 

274       UNY/Japan 

9,504 

-137 

6,399 

2,261 

,     11.95 

-0.72 

24 

7 

275  ■  Wal-Mart  de  Mexico/Mexico 

9,477 

449 

5,718 

12,635 

2.89 

0.10 

26 

16 

276  ■  Jardine  Matheson/Bermuda 

9,413 

115 

7,140 

3,653 

5.95 

0.30 

13 

15 

277  ■  Thomson  multimedia/France 

9,391 

256 

8,628 

7,867 

28.03 

0.93 

21 

9 

278      AMP/Australia 

9,322 

357 

88,333 

10,835 

9.60 

0.32 

15 

37 

279       Hindustan  Petroleum/India 

9,317 

165 

3,211  * 

1,791 

5.29 

0.49 

8 

NA 

280       Fortum/Finland 

9,315 

411 

12,597 

4,732 

5.60 

0.51 

11 

8 

281  ■  Buhrmann/Netherlands 

9,314 

49 

6,272 

1,543 

11.75 

0.15 

14 

9 

282      Snow  Brand  Milk/Japan 

9,309 

-573 

4,365 

352 

1.09 

-1.77 

NM 

NA 

283  ■  Imperial  Chemical  Inds/UK 

9,252 

174 

9,093 

5,720 

4.80 

0.24 

15 

9 

284  a  GUS/UK 

9,245 

367 

7,949 

9,493 

9.43 

0.37 

18 

10 

285       Kinki  Nippon  Railway/Japan 

9,227 

-276 

19,399 

5,611 

3.31 

-0.16 

NM 

26 

286       Mitsui  Fudosan/Japan 

9,211 

238 

22,633 

7,550 

9.29 

0.29 

24 

16 

287  ■  Banco  Itaii  Group/Brazil 

9,201 

1,013 

35,262 

7,730 

68.9410 

9.0810 

9 

6 

288  ■  Thales/France 

9,188 

-328 

17,054 

6,552 

41.73 

-2.02 

24 

5 

289  ■  Valeo/France 

9,158 

-529 

7,021 

3,687 

44.39 

-6.37 

23 

5 

290  ■  Kawasaki  Heavy  Inds/Japan 

9,147 

50 

9,386 

2,014 

1.45 

0.04 

24 

11 

291  ■  Nippon  Yusen/Japan 

9,134 

140 

10,018 

4,493 

3.66 

0.11 

33 

9 

292      Aioi  Insurance/Japan 

9,134 

-705 

19,895 

1,646 

2.18 

-0.93 

14 

NA 

293  ■  CRH/lreland 

9,134 

521 

9,499 

9,190 

17.63 

1.02 

15 

9 

294      Bharat  Petroleum/India 

9.1211 

1801 

2,792 1 

1,569 

5.23 

0.56E 

8 

5 

295  ■  Rolls-Royce/UK 

9,112 

153 

10,637 

4,336 

2.71 

0.10 

17 

8 

296  ■  Kirin  Brewery/Japan 

9,056 

190 

12,264 

8,110 

8.24 

0.19 

37 

8 

297      Kawasho/Japan 

8,999 

-95 

4,376 

225 

0.97 

-0.71 

NA 

14 

298  ■  Nomura  Holdings/ Japan 

8,965 

821 

136,084 

31,628 

16.09 

0.42 

43 

12 

299      Seiyu/Japan 

8,922 

42 

5,952 

1,509 

4.47 

0.12 

50 

18 

300  ■  UPM-Kymmene/Finland 

8,875 

855 

14,447 

10,085 

38.98 

3.45 

16 

7 

301      Schneider  Electric/France 

8,795 

-883 

13,395 

12,323 

51.29 

-4.76 

25 

11 

302      Aegis  Group/UK 

8,778 

-10 

2,173 

1,834 

1.66 

-0.01 

33 

19 

303      Tokyo  Gas/Japan 

8,772 

415 

12,557 

7,686 

274 

0.13 

21 

7 

See  page  156  for  footnotes. 
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Solid  Steel  Foundation        ] 

More  than  a  dozen  U.S.  steelmakers  are  bankrupt,  but  Korea's  Posce 
$655  million  on  $10.2  billion  in  sales.  Nucor,  the  best— and  one  of 
profitable— U.S.  steel  outfits,  made  only  $102  million  on  $4.1  billion  ii 
Posco,  which  emerged  fully  from  state  ownership  in  2000,  is  also  a  stock  mai 
ner,  with  a  50%  (U.S.  dollar)  gain  over  the  past  year. 

Known  formerly  as  the  Pohang  Iron  &  Steel  Co.,  and  now  the  world's 
largest  crude  steel  producer,  Posco  has  a  strong  balance  sheet.  Debt-to-ca| 
34%  in  2001,  lower  than  the  50%  industry  average.  Posco  has  one  of  the  mi 
petitive  cost  structures  in  the  industry,  with  its  large,  efficient— and  nonunion 

Rising  global  steel  prices  should  improve  margins  for  Posco  at  home, 
does  nearly  80%  of  its  business.  In  the  U.S.  it  has  a  joint  venture  with  U. 
allowing  it  to  skirt  most  of  the  effects  of  newly  imposed  tariffs.  And  the  app 
of  the  Korean  won  should  reduce  Posco's  hefty  import  costs  for  raw  mate 
col  ing  coal  and  nickel,  says  Bear  Stearns  analyst  Daniel  Altman. 

Concerns?  Growing  competition  from  Japan  and  China,  and  Posco's 
dlvei    iv  mto  telecommunications  and  media.  — 
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FLEXIBLE. 

In  a  volatile  energy  market,  our  unique 

business  model  allows  us 

to  bend,  but  not  break. 


At  TXU,  we've  developed  a  business  model  that  lets  us  manage  everything  from  production  to  trading 
to  retail.  With  this  strategy  we'll  be  able  to  capitalize  on  the  rapidly  changing  energy  markets  while  still 
protecting  ourselves  from  vulnerability.  We've  invested  in  our  future,  and  now  is  a  good  time  for  you  to 

do  the  same.  For  more  information  call  1-800-828-0812  or  visit  us  at  www.txu.com.      A0^ 

I^TXU 
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RANK   COMPANY/COUNTRY 

REVENUE 
(SMIL) 

NET 
INCOME 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 

PRICE 

(S) 

EPS 

2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

30 

30 

4  ■  Commonwealth  Bank  Group/Australia 

8,743 

1,290 

110,454 

23,845 

19.03 

1.02 

17 

19 

5       Cepsa/Spain 

8,692 

389 

4,851 

4,367 

-      16.32 

1.46 

11 

7 

30 
30 

6       Ishikawajima-Harima/Japan 

8,651 

44 

10,313 

2,288 

1.76 

0.03 

59 

11 

7  ■  Swisscom/Switzerland 

8,578 

3,004 

14,033 

21,027 

285.90 

40.83 

20 

9 

30 
30 

8       Nipponkoa  Insurance/Japan 

8,539 

-182 

23,843 

3,243 

3.87 

-0.22 

20 

NA 

9      Castorama  Dubois/France 

8,477 

362 

4,768 

9,921 

62.86 

2.21 

22 

12 

310      Tokyu/Japan 

8,457 

95 

18,492 

4,700 

4.18 

0.08 

35 

18 

311  ■  Henkel  Group/Germany 

8,421 

449 

7976 

9,726 

64.99 

3.09 

IMA 

5 

312       Mitsubishi  Materials/Japan 

8,366 

-490 

11,472 

2,472 

2.21 

-0.44 

NM 

14 

313       DePfa  Group/Germany 

8,323 

260 

159,422 

2,746 

77.83 

7.24 

10 

15 

314  ■  Komatsu/Japan 

8,279 

-644 

9,910 

3,417 

3.58 

-0.68 

NM 

37 

Last    year    M 

produced  / 

tons 

r-e  xjc  o-based    Cemex 
*\l   Imillion    metric 
.    of    cement. 

315  ■  Kyocera/Japan 

8,268 

270 

12.353 

15,224 

80.53 

1.43 

41 

15 

316  ■  Holcim/Switzerland 

8,258 

491 

16,124 

9,494 

242.92 

12.62 

17 

8 

317  ■  Invensys/UK 

8,241 

-1,244 

9,198 

5,401 

1.54 

-0.36 

31 

9 

318       Chugoku  Electric  Power/Japan 

8,161 

371 

21,011 

5,074 

13.68 

0.99 

14 

8 

319  ■  RioTinto/UK 

8,153 

1,081 

19,607 

26,387u 

18.96 

0.79 

17 

13 

319  ■  Rio  Tinto/Australia 

8,153 

1,081 

19,607 

26.38712 

19.96 

0.79 

16 

13 

320  ■  PowerGen/UK 

8,149 

72 

14,461 

7,308 

11.17 

0.11 

34 

9 

321      Sumitomo  Chemical/Japan 

8,139 

241 

10,459 

7,644 

4.62 

0.14 

26 

10 

322       Natexis  Banques  Populaire/France 

8,127 

260 

97,255 

3,777 

85.24 

5.88 

12 

NA 

323       Linde/Germany 

8,122 

255 

10,904 

5,895 

49.43 

2.14 

18 

8 

324  ■  Toray  Industries/Japan 

8,118 

30 

10,077 

4,081 

2.91 

0.02 

NM 

11 

325  ■  Tiirkiye  Is  Bankasi/Turkey 

8.0941 

2541 

21,113 x 

3,503 

4.3110 

NA 

NA 

NA 

326      Standard  Chartered  Group/UK 

8,082 

699 

107,347 

13,317 

11.84 

0.55 

28 

9 

327      Takeda  Chemical  Inds/Japan 

8,033 

1,883 

14,714 

39,992 

44.97 

2.13 

20 

15 

328  ■  SCA-Svenska  Cellulosa/Sweden 

7,975 

541 

10,011 

8,059 

34.76 

2.33 

14 

8 

32 

33 
33 

9      Areva  Group/France 

7,966 

-525 

18,118 

6,264 

176.72 

-16.69 

NA 

NA 

0  ■  Cadbury  Schweppes/UK 

7,947 

780 

10,421 

14,901 

7.28 

0.38 

17 

12 

1  ■  Scottish  Power/UK 

7,907 

-1,413 

23,127 

10,808 

5.85 

-0.77 

15 

12 

33 
33 

2       Hagemeye     -letheriands 

7,907 

137 

3,207 

2.128 

19.68 

1.25 

10 

9 

3  '                -  Whampoa/China 

7,881 

1,550 

55,330 

35,665 

8.37 

0.36 

30 

23 

334                  industries  Corp/Japan 

7,834 

218 

13,275 

5,285 

16.90 

0.63 

25 

14 

335       m                               ;any 

7,831 

117 

5,582 

1,949 

10.19 

0.60 

11 

5 

336       Damp                           Japan 

7,831 

36 

8,127 

1,850 

2.33 

0.05 

23 

10 

337  ■ 

7,829 

-177 

11,240 

1,728 

1.88 

-0.19 

24 

13 

338  ■  S 

7,808 

356 

9,694 

5,832 

69.06 

4.22 

14 

8 

339  ■  Kufaota 

7,801 

76 

9,010 

4,497 

3.23 

0.05 

25 

12 

340       Osak? 

7,781 

315 

9,069 

5,794 

2.45 

0.13 

19 

7 

341  ■  Mitsui 

7751 

60 

3,696 

1,486 

3.09 

0.12 

31 

13 

342       Banca  di 

7734 

92 

116,510 

3,287 

2.39 

0.07 

15 

NA 

343       Monte  Dei  Pascl 

7689 

552 

103,054 

8,797 

3.39 

0.21 

14 

NA 

344       Suzuken/Japan 

.38 
7.6361 

70 

4,259 

1,678 

23.73 

0.93 

14 

8 

345       Empire  Co/Canada 

3841 

2,770 x 

1,418 

43.21 

2.45E 

16 

9 

346  ■  Boots/UK 

128 

579 

5,310 

8,964 

9.97 

0.66 

13 

9 

347       Mitsui  f  i  .cmicals/Japa 

614 

61 

9.477 

4,360 

5.53 

0.08 

23 

12 

See  page  156  for  foot' 
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ADVERTISING       SECTION 


irning  Data  Into  Customer  Intelligence 

Who  are  my  most  profitable  customers?  How  can  I  keep  them?  How  can  I  attract  others  like 
them?  What  will  be  the  most  effective  marketing  promotion  this  quarter?  In  the  face  of  a 
lagging  economic  recovery,  questions  like  these  are  becoming  more  urgent  than  ever  as 
companies  try  to  squeeze  the  last  cent  of  value  out  of  every  customer  interaction. 


To  satisfy  the  demands  of  customers  and  achieve  a 
competitive  edge,  companies  must  know  who  their  cus- 
tomers are  and  understand  the  individual  characteristics 
of  their  most  profitaole  ones.  They  also  must  be  able  to 
integrate  and  analyze  the  data  from  every  customer  con- 
tact point  —  whether  voice,  mail,  person-to-person,  fax, 
the  Web  or  beyond. 

They  must  then  turn  that  mass  of  information  into 
knowledge  to  better  anticipate  customer  behavior, 
meet  customer  needs,  build  more  profitable 
customer  relationships  and  gain  a  holistic  view  of  a 
customer's  lifetime  value. 

But  how  can  companies  truly  understand  their 
customers  and  maximize  their  value?  For  an  increasing 
number,  the  answer  lies  in  analytical  customer  relation- 
ship management  (CRM)  software  that  sifts  through  the 
mountains  of  disconnected  customer  data  they  collect 
on  a  daily  basis,  analyzes  it  and  turns  it  into  actionable 
customer  intelligence. 

The  result  is  a  boom  in  CRM  analytical  solutions  at  a  time 
when  most  IT  spending  is  down.  A  recent 
report  from  Jupiter  Media  Metnx  Inc.  says  26% 
of  the  U.S.  businesses  surveyed  expect  to 
spend  $500,000  or  more  on  CRM  technology 
over  the  next  two  years.  According  to  survey 
responses,  spending  levels  on  CRM  are  fore- 
cast to  rise  from  $9.7  billion  last  year  to  $1 6.5 
billion  in  2006.  Investments  in  analytical  CRM 
packages  such  as  marketing  applications 


are  expected  to  swell  from  $5.2  billion  last  year  to  $8.7 
billion  in  2006.  This  segment  will  ultimately  account  for  53% 
of  the  CRM  market. 

"The  economic  downturn  has  in-      -^% 
creased  pressure  to  achieve  near-term  ' 

results    by   leveraging   available 
resources  as  much  as 


Produced  and  written  by  Jerry  Bowles  •  Illustrations  by  Eric  Mueller 


ADVERTISEMENT 


possible,"  writes  Gartner  analyst  Gareth  Herschel  in  his  Janu- 
ary 2002  report,  CRM  Analytics  Will  Command  Attention  in 
2002.  "It  has  become  critical  to  make  more  efficient  and  effec- 
tive resource  allocations,  and  these  depend  on  enterprises'  abil- 
ity to  glean  insights  that  can  help  improve  operations  or 
enhance  sales  effectiveness.  During  2002,  enterprises  will 
seek  to  attain  and  leverage  greater  customer  insight  by  redou- 
bling their  analytic  efforts,  granting  broader  and  deeper  access 
to  the  data  and  exploring  advanced  data-mining  techniques." 

Broadly  speaking,  CRM  software  comes  in  two  flavors  — 
operational  and  analytical.  Operational  CRM  solutions  are  the 
technology  used  to  automate  front-end  customer  touch-point 
processes,  such  as  a  sales  force  or  contact-center  solution 
or  a  Web  site  content-management  solution.  Despite  a  gold 
mine  of  information  about  customers'  likes  and  dislikes,  pure 
CRM  operational  applications  can't  help  users  make  good 
decisions  quickly  because  they  lack  integration  with  back- 
end  systems  and  analytic  applications. 

Analytical  CRM  solutions  refer  to  technology  that  supplies 
decision  makers  with  intelligence  that  provides  a  better  under- 
standing of  a  customer.  When  customer  intelligence  derived 
from  analytical  CRM  solutions  is  deployed  through  the  opera- 


A  well-devised  customer  intelligence 
program  allows  decision  makers  to  analyze 
market  trends,  adjust  products  or  services 
to  match  them,  measure  the  effectiveness 
of  marketing  campaigns  and  continuously 
tweak  them  for  greater  return. 


tional  CRM  technology,  it  enables  companies  to  facilitate  more 
:tive  interactions  with  customers  and  to  build  more  valu- 
able relationships. 

"Analytical  C  /es  pulling  together  all  customer  data 

from  across  a  mization  —  from  multiple  systems  and  cus- 


throughout  their  organizations  and  channels,  these  comparj 
achieve  far  more  effective  and  profitable  customer  interaction 
Analytical  CRM  solutions  enable  important  functions  sucfj 
customer-centric  warehousing,  query  and  reporting  capability 
predictive  modeling  and  data  mining,  campaign  manager™ 
and  delivery  of  customer  intelligence  to  front-office  systen 
They  allow  sales  and  marketing  departments  to  predict  wri 
customers  will  respond  to  a  particular  offer  and  get  feedbc 
on  responses  quickly  enough  to  tweak  a  campaign  midstrea 
Marketers  can  uncover  hidden  relationships  among  produ) 
and  determine  a  customer's  likelihood  of  buying  seemingly  uri 
lated  products  based  on  a  little  history  and  a  smattering 
demographic  information. 


Three  Steps  to  Success 

Using  CRM  tools  to  create  customer  intelligence  is  ess 
tially  a  three-step  process  —  gather,  analyze  and  act. 

Gather  —  Most  companies  are  swimming  in  data  from  n 
tiple  sources  —  call  centers,  Web  click  streams,  enterpr 
resource  planning  (ERP)  systems,  operational  CRM  syste 
such  as  sales  force  automation  (SFA)  applications,  and  e-cc 
merce  applications.  The  first  challenge  is  to  consolidate  a 
that  data  into  a  common  context  basec 
consistent,  enterprise-wide  metadata 
business  rules.  Once  the  data  is  conj 
dated,  optimized  for  analysis  and  acce 
ble  in  a  way  that  suits  how  business  us 
think,  it  can  be  analyzed. 

"Ultimately  the  data  you  collect  will  r 
your  organization  know  not  only  who  \ 
business  and/or  consumer  customers 
but  what  they  need,  and  what  your  c< 
pany  can  provide  to  them  at  any  gi 
moment,"  says  Lynne  Harvey,  an  analyst  with  the  Patr 
Seybold  Group. 

Analyze  —  There  are  hundreds  of  ways  that  data  can  be  i 
lyzed,  but  the  goals  are  the  same:  to  anticipate  customer  ex| 
tations,  predict  customer  behavior,  identify  the  best  candid; 
for  purchasing  particular  combinations  of  products  and  servi 


tomer  touch  pi  e  a  single  view  of  the  customer, " 

says  Nelle  Sch  ial  strategist  and  program  director      and  focus  marketing  efforts  on  the  most  receptive  audiei 

at  SAS.  "Ok  gh-end,  predictive  analytics  to      Data  becomes  meaningful  information  when  decision  ma 


answer  key  busi  ,s,  'Who  are  my  most 
valuable  customei  interests?'  The  combi- 
nation of  data  manay  Cs  converts  their  raw 
data  into  customer  intellk  des  organizations 
answers  to  these  critical  qu>  ing  this  intelligence 


can  answer  with  certainty  questions  such  as,  "Who  are  my  I 
customers?  How  do  they  purchase?  How  well  do  my  mat 
ing  programs  target  them?  Where  are  they  coming  from? 
Act  —  The  ability  to  integrate,  organize,  mine  and  model 
tomer  information  is  essential  to  CRM  initiatives.  But  it  is 


;; 
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There  is  a  certain  amount  of  confidence 
in  knowing  your  customers  are  taken  care  of. 
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ien  PRC  handles  your  customer  care,  you  can  rest  assured  that  your  consumers  are  being  cared 
in  a  way  that  reflects  your  company  at  its  finest.  With  over  20  years  of  experience  caring  for  the 
lsumers  of  some  of  the  world's  largest  companies,  we  truly  are  the  "experts"  in  customer  care. 

"  your  consumers  in  the  best  hands  in  the  business  and  give  yourself  more  time  to  enjoy  the 
3r  things  in  life...  call  PRC  today! 

»r  more  information,  call  888-Call-PRC  or  visit  www.prcnet.com 

'reqsion  Response  Corporation,  2002.  PRC  is  a  division  of  USA  Networks,  Inc.'s  Interactive  Group. 
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helpful  unless  this  intelligence  is  put  to  work  for  the  business.  A 
well-devised  customer  intelligence  program  allows  decision 
makers  to  analyze  market  trends,  adjust  products  or  services  to 
match  them,  measure  the  effectiveness  of  marketing  campaigns 
and  continuously  tweak  them  for  greater  return.  In  addition,  such 
programs  allow  the  business  to  gain  critical  insight  into  the  rela- 
tionships between  key  customer  segments  and  marketing  pro- 
gram success  and  then  target  campaigns  more  effectively. 

"Ultimately,  the  goal  in  using  customer  information  and  analy- 
sis is  to  determine  what  the  customer  wants  and  needs,"  says 
Patricia  Seybold  Group's  Harvey.  "Analysis  will  also  help  your 
organization  determine  when  to  approach  a  customer,  how  to 
approach  a  customer  and  what  kinds  of  services  to  deliver  to  a 
customer  beyond  just  creating  personalized  offerings  .  .  .  the 
more  you  understand  your  customers,  the  more  you  will  con- 
tinue to  anticipate  and  meet  their  ever-changing  needs  and  earn 
their  trust,  their  loyalty  and  their  profitable  business." 


"Invitations  to  our  Preferred  Member  program, 
which  offers  our  best  customers  a  bundled  suite 
of  travel  benefits,  realized  a  200%  increase  in 
response  after  implementing  SAS." 

Chris  Warwick,  Director  of  Relationship  Marketing, 
Traveiocity.com 


SAS  Lifts  Travelocity.com  Membership  Campaign  by  200% 

For  companies  in  the  beleaguered  travel  industry,  realizing  the 
maximum  value  from  every  customer  has  never  been  more 
important.  With  razor-thin  margins,  there  is  no  room  for  guess- 
work. Travel  executives  need  tools  that  allow  them  to  make 
profitable  decisions.  Travelocity.com,  the  most  popular  travel 
site  on  the  Web,  turned  to  analytics  to  focus  marketing  invest- 
ments where  the  company  could  optimize  payback. 

Travelocity.com  provides  Internet  and  wireless  reservation 
information  for  more  than  700  airlines,  55,000  hotels  and  50 
car  rental  companies.  In  addition,  the  wholly  owned  Sabre 
Holdings  subsidiary  offers  more  than  6,500  vacation  packages,  keting  campaigns, "  says  Warwick.  "We  use  SAS  to  segr 
tour  and  cruise  departures  and  a  vast  database  of  destination 
and  interest  information 

"We  have  a  huge  amount  of  customer  data  on  our  database 
—  me'  nber  ti  m  data  and  a  lot  of  demographic  informa- 

tion as  v  s  Chris  Warwick,  director  of  Travelocity.com 

relationsh  g  "One  of  the  first  things  we  wanted  to 


do  was  make  sense  of  the  different  customers  we.  had  onf 
database  and  understand  the  value  of  each  customer  segnrt 
We  have  member's  who  book  travel  on  Travelocity.comj 
others  who  come  to  Travelocity.com  for  travel  information, 
wanted  a  framework  that  would  support  our  marketing  ir 
fives  by  identifying  our  most  valuable  customers,  as  well  asl 
other  customers,  so  we  could  market  to  them  effectively, 
increase  our  online  booking  conversion  rates." 

Travelocity  turned  to  SAS  Solutions  to  support  its  C( 
efforts  and  to  better  understand  and  communicate  wit 
online  customers.  SAS's  analytical  software  aggrega. 
and  analyzes  customer  data  from  multiple  sources  to 
marketers  a  360-degree  view  of  customers.  Using  SAS 
segmentation  and  predictive  analysis  of  their  custor. 
database,  decision  makers  fine-tune  marketing  campai; 
and  target  offers  in  ways  that  improve  booking  respo 
rates  and,  thus,  increase  sales  revenue. 

"One  of  the  first  things 
used  the  SAS  solution  for' 
to  create  a  value  score  for' 
tomers  that  took  into  accc 
their  shopping  history, 
tomer  service  interactions, 
purchases  and  other  tran 
tional  variables,"  says  Warv 
"The  value  score  can  be  i 
^^^^^^^^^^^^^^^      to  segment  customers  ac 

a  variety  of  marketing  chan 
—  outbound  e-mail  marketing,  direct  mail  and  our  customer 
vice  centers  —  to  give  our  marketers  and  service  agents  a  c 
view  of  the  status  of  each  particular  customer." 

Another  project  for  which  Travelocity.com  used  SAS  C 
analytics  was  to  build  a  large  analysis  file  to  support  sopf 
cated  data  modeling.  "The  analysis  file  helps  us  identify 
cific  customer  characteristics  that  might  not  otherwisi 
apparent.  This  is  critical  for  reaching  the  right  customer  a" 
right  time  with  the  right  offer,"  says  Warwick. 

"SAS  allows  us  to  segment  our  database  and  identify  w 
customers  are  most  likely  to  respond  to  specific  targeted 


and  target  our  customers  to  receive  specific  Travelocity  of 
Invitations  to  our  Preferred  Member  program,  which  offer: 
best  customers  a  bundled  suite  of  travel  benefits,  realiz 
200%  increase  in  response  after  implementing  SAS." 

Based  on  that  early  success,  Travelocity.com  marketer: 
busy  analyzing  customer  data  and  preparing  new  camp? 
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How  can  you  increase 
customer  profitability? 

Identify  (and  keep)  yoi 
most  valuable  customers? 

And  get  greater  ROI  froi 
your  marketing  campaigns? 
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SAS  is  all  you  need  to  know. 
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—  including  one  aimed  at  reactivating  customers  who  have 
become  inactive  for  more  than  a  year. 

"SAS  analytics  are  sophisticated  and  flexible,"  Warwick  says. 
"They  ailow  us  to  take  transactional  data  and  turn  it  into  intel- 
ligence. That  intelligence  enables  us  to  provide  relevant  offers 
and  information  based  on  our  customers'  distinct  preferences. 
That  capability  turns  shoppers  into  buyers  and  buyers  into  long- 
term  customers." 

PRC  Delivers  Outsourced  Customer  Care  with  Business 
Intelligence  Built  In 

One  of  the  traditional  fears  of  outsourcing  customer  care  has 
been  the  possibility  of  losing  "touch"  with  customers.  Deci- 
sion makers  no  longer  worry  that  outsourced  customer  care 
will  be  inferior  —  customers  rarely  know  whether  the  sup- 


Ij 


Callers'  information  and  order/contact  history  can  be-maintai 
online  so  that  current  information  can  be  easily  accessed.  '& 
"PRC  Information  Management  Services  gather,  man?* 
store  and  analyze  critical  customer  and  marketplace  da^ 
O'Brien  says.'  "We  then  help  our  clients  use  that  informa 
to  establish  a  customer's  true  value  and  more  effectively  tai4 
their  marketing  programs  and  design  customer  service 
grams  that  capture  information  and  put  it  to  use."  j* 

For  PRC,  a  division  of  USA  Interactive,  which  manages  < '_ 

lit 
tomer  relationships  for  some  of  the  world's  leading  corp^ 

tions,  the  ability  to  provide  a  comprehensive  customer-care^  z 

sourcing  solution  has  led  to  two  decades  of  sustained  grov«  jj. 

Founded  in  1982,  PRC  has  developed  a  unique  proprieJ W 

technology  to  handle  customer  contacts,  processing  millfll 

of  calls  each  year  on  behalf  of  clients.  Its  client  base  inclu.  _ 

1 

I 
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"The  concern  has  shifted  toward  making  certain  the  outsourcer 
can  supply  not  simply  data  but  actionable  customer  intelligence! 

Wes  O'Brien,  Chief  Executive  Officer,  Precision  Response  Corporation 


* 


port  person  they're  talking  to  works  directly  for  the  company 
or  for  an  outsourcer.  Instead,  they  fear  that  they  will  lose  the 
ability  to  collect  and  analyze  the  kind  of  data  that  provides  a 
better  understanding  of  customers  and  enables  them  to 
design  more  effective  interactions  and  build  more  profitable 
relationships. 

"Over  the  past  decade,  outsourced  customer  care  providers 
have  proven  that  they  can  improve  the  quality  of  service  while 
saving  companies  millions  of  dollars,  and  customer  care  out- 
sourcing has  become  common  in  many  industries,"  says  Wes 
O'Brien,  chief  executive  officer  of  Precision  Response  Corpo- 
ration (PRC),  one  of  the  largest  and  most  successful  customer 
care  firms.  "In  the  current  economic  environment,  companies 
want  to  make  certain  that  they're  getting  the  maximum  value 
from  every  customer,  so  the  concern  has  shifted  toward 
making  certain  the  outsourcer  can  supply  not  simply  data  but 
actionable  customer  intelligence." 

PRC's  Information  Management  services  are  designed  to  do 
just  that.  PRC  customers  can  access  their  own  databases  at 
PRC  and  i  k  a  desktop.  Data  warehouses  are 

used  as  central  informa  ■■■  ■ling  and  stor- 

ing vast  amount  mcedata.  Oi    e  the  data 

is  stored,  companies  i  ensional 

"what-if "  scenarios  on  various  asi  ations. 


top  brands  such  as  American  Express,  AT&T,  HSN,  British 
ways,  DIRECTV  and  priceline.com.  From  technical  suppo 
basic  customer  care,  from  teleservices  to  e-mail  managem 
PRC  provides  seamless,  multi-channel  consumer  care  opt 
to  meet  its  clients'  customer-service  needs. 

PRC's  technology  allows  its  customer-care  professional 
interact  on  a  real-time  basis  with  clients'  customers  thrc 
voice  or  written  transmissions  —  via  conventional  teleph 
or  facsimile,  over  the  Internet,  via  e-mail  or  through  "text  cl 
sessions.  PRC  was  the  first  outsourcer  to  provide  real-time 
customer  support  over  the  Internet  via  the  "click-to-tc 
"click-to-e-mail"  and  "click-to-chat"  functions. 

"Companies  with  the  best  and  fastest  access  to  inform? 
are  the  winners  in  today's  marketplace,"  O'Brien  says.  "Tl 
why  we  developed  specialized  software  that  lets  our 
tomers  review  the  progress  of  their  CRM  programs  in 
time'  and  make  changes  to  their  program  parameters  iir 
diately,  allowing  them  to  be  more  responsive  to  developm 
in  the  marketplace  and  their  customers'  shifting  needs." 

E-Customer  Web  Directory 

Precision  Response  Corporation  www.prcr 

SAS  www.sas.com 


' 

THE    INTERNATIONAL    50  o' 

■MPANY/COUNTRY 

1 

REVENUE 
(SMIL) 

NET 
INCOME 
(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
($MIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

YIELD 

(%) 

amaha  Motor  Japan 

7,567 

76 

5,156 

1,847 

8.00 

0.27 

12 

7 

0.8 

llippon  Meat  Packers/  Japan 

7,553 

142 

4,575 

2,647 

11.59 

0.61 

17 

8 

1.1 

■  kjinomoto  Japan 

7,541 

251 

6,094 

7,293 

11.22 

0.39 

29 

12 

0.7 

liletrobras  Brazil 

7,540 

1,379 

45,192 

6,801 

12.8310 

2.5710 

6 

4 

8.1 

Lap  Gemini  Ernst  &  Young/France 

7,531 

136 

5,194 

6,155 

49.15 

1.07 

38 

11 

0.9 

buebecor/Canada 

7,511 

-156 

12,199 

987 

15.31 

-2.42 

NA 

8 

0.0 

Big  Food  Group/UK 

7,474 

13 

2,151 

567 

1.65 

0.04 

28 

6 

2.5 

ivire  Liquide  Group/France 

7.453 

628 

10,624 

14,348 

140.43 

6.27 

18 

10 

2.8 

jfamato  Transport/Japan 

7,450 

220 

4,874 

9,095 

19.71 

0.46 

38 

14 

0.6 

lUtadis/Spain 

7,440 

340 

6,845 

6,464 

21.47 

1.11 

15 

9 

2.7 

letjin/Japan 

7,380 

8 

8,205 

3,450 

3.72 

0.01 

53 

12 

1.4 

Eafate&  Wireless/UK 

7,369 

-7,334 

23,210 

7,283 

3.06 

-2.68 

NM 

14 

2.7 

jjjtandard  Bank  Group/South  Afnca 

7,358 

528 

32,614 

4,583 

3.46 

0.39 

9 

3 

3.0 

IVestpac  Banking  Group/ Australia 

7,320 

995 

85,515 

16,949 

9.40 

0.53 

14 

14 

5.7 

.  vly Travel  Group  UK 

7,293 

44 

3,355 

1,090 

2.21 

0.09 

12 

6 

7.0 

rberdrola  Spam 

7,260 

811 

19,817 

12,527 

13.90 

0.90 

14 

9 

3.9 

[iTiomson  Corp/Canada 

7,237 

776 

18,402 

20,646 

32.73 

1.19 

NA 

15 

2.2 

Mitsui  O.S.K.  Lines  Japan 

7,224 

84 

8,069 

2,774 

2.30 

0.07 

21 

8 

1.7 

r  <anematsu/  Japan 

7,213 

32 

4,375 

569 

1.87 

0.11 

7 

21 

0.0 

\sarti  Breweries/Japan 

7,134 

112 

9.838 

4,888 

9.52 

0.21 

29 

8 

1.1 

IDSIW  Netherlands 

7.132 

1,266 

7,557 

4,564 

47.47 

12.93 

14 

6 

3.4 

1  state  Bank  of  India  Group/India 

7,126 

510 

67,677 » 

2,362 

4.49 

0.97 

4 

NA 

2.3 

(Heineken  Holding/Netherlands 

7,102 

343 

6,360 

6,316 

32.66 

1.75 

NA 

6 

1.1 

JKoc  Group/Turkey 

7,071* 

1081 

10,153 1 

2,082 

10.2510 

NA 

NA 

5 

0.0 

EEnBW-Energie  Baden/Germany 

7,035 

162 

16,327 

7,927 

31.71 

NA 

NA 

13 

1.9 

[Parmalat  Finanziaria/ltaly 

6,981 

196 

9,289 

2,467 

3.08 

0.24 

11 

8 

0.6 

Skandinaviska  Enskilda  Bk  Sweden 

6.937 

489       1 

08,876 

6,978 

9.95 

0.69 

13 

23 

4.1 

rOMV  Group/Austria 

6,923 

339 

4.963 

2,409 

89.53 

12.61 

8 

3 

4.5 

Uohnson  Matthey/UK 

6,913 

153 

2.360 

3,455 

15.80 

0.69 

17 

12 

2.5 

Lagardere  SCA/France 

6,862 

551 

15,875 

6.242 

45.07 

3.90 

23 

8 

2.0 

[Sumikin  Bussan/ Japan 

6,820 

-11 

3.229 

69 

0.47 

-0.08 

NA 

20 

0.0 

66  for  footnotes 


TOTAL    FINA    ELF    •    OIL    &    GAS 


I  Slick  Oil  Company 

■^^aris-hpaHnuartprprl  Tntal  Fina  F  f  has  littlp  vpsti 


aris-headquartered  Total  Fina  Elf  has  little  vested  in  North  America  and  is 
not  well  known  in  the  U.S.,  but  this  $94  billion  (sales)  firm  is  the  world's 
fourth-largest  oil  company  behind  ExxonMobil,  Royal  Dutch/Shell  and  BP. 
Total,  a  fully  integrated  petroleum  company,  was  formed  by  the  2000  merger 
of  TotalFina  and  Elf  Aquitaine.  The  firm  has  focused  its  reserves  and  production 
on  three  high-growth  areas— West  Africa,  the  Middle  East  and  Venezuela.  ABN 
Amro  says  that  among  the  large  oil  companies  Total  will  have  the  lowest  extrac- 
tion costs  ($l.94/barrel)  in  the  coming  years. 

The  flip  side  to  this  is  that  many  of  the  countries  with  the  biggest  reserves  and 
greatest  production  potential  are  the  least  stable  politically  and  economically.  "We 
just  don't  know  what  is  going  to  happen  in  some  of  these  places,"  says  oil  analyst 
Tyler  Dann  of  Banc  of  America  Securities.  And  in  Europe  the  company  faces  union 
resistance,  which  may  prevent  it  from  restructuring  its  chemical  and  refining  units. 
Over  the  past  five  years  Total  has  a  31%  annualized  revenue  growth  rate.  Its 
stock  trades  at  a  fairly  cheap  14  times  trailing  12-month  earnings,  a  full  five  points 
lower  than  the  industry  average.  —Monte  Burke 
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RANK   COMPANY/COUNTRY 

REVENUE 
(SMIL) 

NET 
INCOME 
(SMIL) 

ASSETS 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

(S) 

P/E 

2002 

ESTIMATE 

ENTERPRISE 
MULTIPLE 

J 

37 
38 

9  ■  Dixons  Group/UK 

6.8111 

8841 

4,887  * 

5,990 

3.11 

0.17E 

17 

16 

0  ■  Cemex/Mexico 

6,796 

1,156 

16,127 

8,734 

5.98 

0.27 

9 

7 

381       RMC  Group/UK 

6,788 

122 

7,477 

2,783 

10.56 

0.46 

19 

7 

382      Somerfield/UK 

6.7651 

-101 

2,151 1 

906 

1.83 

0.06E 

18 

8 

383       Sekisui  Chemical/Japan 

6,757 

-416 

5,683 

1,819 

3.37 

-0.77 

42 

11 

384  ■  Merck/Germany 

6,737 

563 

7,125 

4,859 

28.25 

3.28 

17 

5 

385  ■  ANZ  Banking/Australia 

6,725 

978 

83,676 

16,487 

11.08 

0.61 

14 

17 

386       Maruha/Japan 

6,722 

21 

3,516 

299 

1.00 

0.07 

11 

22 

387  ■  Pirelli/Italy 

6,720 

74 

10,057 

2,505 

1.36 

0.04 

NA 

8 

388       Fuji  Electric/Japan 

6,706 

-26 

8,295 

2,313 

3.23 

-0.04 

46 

18 

389  ■  Kao/Japan 

6,706 

482 

5,647 

13,805 

23.37 

0.77 

27 

11 

390  ■  Hannover  Re/Germany 

6,675 

10 

28,772 

2,480 

76.56 

0.30 

9 

35 

391      Tostem  Inax/Japan 

6,662 

85 

7,574 

5,478 

16.49 

0.30 

29 

18 

392  ■  ACE/Bermuda 

6,645 

-124 

35,936 

9,033 

34.61 

-0.64 

10 

NA 

393  ■  SAP/Germany 

6,569 

520 

5,203 

32,813 

104.23 

1.66 

38 

23 

394  ■  Reed  Elsevier/Netherlands 

6,566 

181 

13,915 

22.09413 

13.57 

0.12 

NM 

17 

394  ■  Reed  Elsevier/UK 

6,566 

181 

13,915 

22,09414 

9.57 

0.07 

NM 

17 

395       Fresenius/Germany 

6,550 

73 

6,487 

2,577 

62.20 

1.81 

16 

5 

396      Interbrew/Belgium 

6,535 

625 

10,357 

13,047 

30.26 

1.44 

22 

12 

397      Daimaru/Japan 

6,522 

-154 

2,715 

1,318 

4.87 

-0.57 

22 

10 

398  ■  EnCana/Canada 

6,520 

842 

6,818 

14,650 

30.90 

3.23 

20 

9 

399  ■  Rhodia/France 

6,514 

-191 

7,784 

1,672 

9.33 

-1.07 

18 

6 

400  ■  SK  Telecom/South  Korea 

6,485 

888 

10,146 

19,860 

222.76 

10.26 

15 

7 

401      BHW  Holding/Germany 

6,480 

164 

106,298 

2,772 

16.83 

0.99 

20 

NA 

402      Exel/UK 

6,469 

97 

3,436 

3,879 

13.03 

0.33 

25 

10 

403  ■  Accor/France 

6,459 

424 

10,664 

8,087 

40.66 

2.14 

19 

10 

404  ■  Nagoya  Railroad/Japan 

6,424 

2 

9,962 

2,183 

2.66 

0.00 

NA 

15 

405  ■  Assoc  British  Foods/UK 

6,366 

350 

5,741 

7,215 

9.11 

0.44 

18 

9 

40 

40 

6      Svenska  Handeisbanken/Sweden 

6,357 

803 

110,103 

10,808 

15.64 

1.16 

13 

40 

7  ■  Syngenta/Switzerland 

6,323 

34 

10,043 

6,394 

63.04 

2.29 

24 

8 

40 
40 

8      Banca  Naz  del  Lavoro/ltaly 

6,320 

30 

80,560 

4,395 

2.05 

0.01 

12 

33 

9  ■  STMicroelectronics/France 

6,304 

257 

10,779 

24,511 

27.55 

0.29 

49 

13 

41 
41 

0      Toyota  Auto  Body/Japan 

6,304 

82 

2,058 

971 

11.26 

0.95 

8 

3 

1  ■  National  Grid/UK 

6,301 

-706 

24,787 

12,936 

7.28 

-0.46 

20 

NA 

412  ■  Forenings  Sparbanken/Sweden 

6,290 

504 

89,928 

6,845 

12.97 

0.95 

12 

52 

413       Nippon  Steel  Trading/Japan 

6,283 

-112 

3,399 

65 

0.69 

-1.18 

NA 

NA 

414  ■  Allied  Irish  Banks/Ireland 

6,234 

478 

78,076 

12,414 

13.90 

0.50 

13 

12 

415  ■  Air  Canada/Canada 

6.206 

-810 

5,335 

497 

4.64 

-6.73 

NM 

NA 

416  ■  TDC  Group/Denmark 

6,195 

-89 

10.967 

5,642 

26.07 

-0.41 

21 

7 

417       M-real/Finland 

6.195 

190 

6.898 

1.620 

8.77 

1.13 

NA 

6' 

418       Shin-Etsu  Chemical/Japan 

6,195 

548 

9,567 

16,923 

40.23 

1.27 

28 

12 

419       Hanwha/South  Korea 

6,190 

-221 

6,143 

186 

2.49 

-3.42 

6 

8 

420       Wiistenrot  &  Wurttembergische/Ger 

6,188 

-78 

46,646 

1,325 

15.39 

-0.90 

9 

NA 

421  ■  Furukawa  Electric.' 

6,165 

-27 

11,225 

3,059 

4.67 

-0.04 

NM 

16 

422  ■  Unibaico  Group/Bi 

6,165 
6,163 

412 

23,973 

4,318 

18.5210 

2.9510 

6 

5 

423  ■  Lend  Lease/ Australia 

81 

4,360 

2,550 

5.87 

0.18 

20 

12 

424  ■  S-Oil/Sn,  ii  h  Korea 

'58 

15 

3.948 

2,383 

21.16 

0.19 

15 

12 

See  page  156  fi 

152      i 

We're  working  with  leading  auto  manufacturers  to 

introduce  cleaner  fuels  and  vehicles.  In  1999  we 

voluntarily  introduced  cleaner  low-sulfur  fuels  six 

years  before  E.RA.  mandates. These  fuels  help 

reduce  ozone  pollution  and  are  now  available  in 

over  40  U.S.  cities.  It's  like  taking  100,000  cars  off 

the  road  on  a  summer  day. 


It's  a  start. 


beyond  petroleum 


bp.com 
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(SMIL) 
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(SMIL) 
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(SMIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 

PRICE 

($) 

EPS 

2001 
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MULTIPLE 

12:J 

425  ■  mm02/UK 

6,122 

-1,217 

31,538 

5,365 

0.62 

-0.14 

NM 

426  ■  Pearson/UK 

6,084 

-563 

11,611 

9,867 

s    12.32 

-0.71 

NM 

10 

427  ■  Hin 

428  Ved 

3  Motors/Japan 

6,063 

67 

5,713 

1,618 

2.82 

0.13 

26 

13 

ior/Netherlands 

6,055 

-128 

2,623 

2,285 

14.25 

-0.95 

NM 

11 

429       Heidelberger  Zement/Germany 

6,014 

218 

10,327 

2,424 

42.06 

3.43 

11 

9 

430  ■  Hilton  Group/UK 

5,993 

206 

7,344 

5,638 

3.57 

0.13 

19 

11 

431      SPAR  Handels/Germany 

5.9841 

-751 

1.5151 

699 

10.26 

-0.39E 

NM 

NA 

432       Clariant/Switzerland 

5,974 

-752 

6,046 

3,804 

24.96 

-4.93 

21 

7 

433  ■  Yamazaki  Baking/Japan 

5,970 

9 

3,518 

1,395 

6.33 

0.04 

49 

6 

434      Finmeccanica/ltaly 

5,923 

190 

20,018 

6,557 

0.78 

0.02 

26 

12 

435  ■  Kumagai  Gumi/Japan 

5,893 

20 

6,840 

134 

0.20 

0.03 

20 

23 

436       Hyundai  Heavy  Inds/South  Korea 

5,883 

-79 

7,200 

1,064 

19.23 

-1.38 

5 

6 

437      Securitas/Sweden 

5,844 

115 

3,448 

6,849 

18.97 

0.32 

40 

17 

438      Showa  Denko/Japan 

5,833 

-282 

7,685 

2,005 

1.76 

-0.25 

20 

16 

439  ■  Six  Continents/UK 

5,811 

661 

13,329 

9,621 

11.11 

0.76 

17 

8 

440      Sanofi-Synthelabo/France 

5,806 

1,418 

8,369 

44,338 

60.57 

1.94 

27 

21 

441  ■  WPP/UK 

5,791 

391 

14,019 

11,927 

10.37 

0.34 

24 

15 

Japan    is    drowning    its    sorrows 

in    Asahi    beer,    now    its 

number         brewer. 

442       Firstrand/South  Africa 

5,775 

470 

32,813 

4,472 

0.82 

0.09 

10 

NA 

443  ■  KLM/Netherlands 

5,771 

-138 

7,889 

636 

13.58 

-2.98 

NM 

11 

444  ■  Scottish  &  Southern  Energy/UK 

5,735 

618 

6,743 

8,674 

10.13 

0.72 

13 

10 

445       Laurus/Netherlands 

5,728 

-396 

1,312 

167 

1.29 

-3.05 

NM 

3 

446  ■  Sun 

447  Son 

448  Me 

nitomo  Trust  &  Banking/Japan 

5,721 

-340 

120,789 

8,112 

5.61 

-0.24 

33 

NA 

ae  SGPS/Portugal 

5,714 

49 

7,267 

1,297 

0.69 

0.03 

23 

27 

ji  Dairies/Japan 

5,706 

17 

2,858 

931 

3.14 

0.06 

35 

10 

449       Eiffage/France 

5,701 

136 

4,571 

1,272 

87.71 

9.05 

9 

7 

450      Korea  Kumho  Petrochemical/S  Korea 

5,688 

-106 

9,776 

79 

2.33 

-6.80 

8 

7 

451      Korea  Gas/South  Korea 

5,651 

233 

6,963 

1,018 

13.18 

3.32 

5 

7 

452       Morrison  (Wm)  Supermarket/UK 

5,627 

222 

2,516 

5,028 

3.26 

0.14 

20 

11 

453  ■  Sabanci  Group/Turkey 

5.6261 

1901 

15.1681 

2,223 

2.7810 

NA 

NA 

4 

454  ■  Reuters  Group/UK 

5,594 

66 

6,218 

9,444 

6.79 

0.05 

42 

12 

455       Toyo  Seikan  Kaisha/Japan 

5,566 

79 

6,979 

3,089 

14.41 

0.37 

41 

4 

456      Kesko  Group/Finland 

5.561 

49 

2,262 

1,093 

10.70 

0.55 

14 

8 

457  ■  Petro-Canada/Canada 

r-541 

584 

6,229 

7,218 

27.53 

2.20 

15 

7 

458      Telia  Group/Sweden 

181 

11,877 

7,600 

2.53 

0.06 

36 

9 

459  ■  Hanson/UK 

5,rr 
01 

401 

10,085 

5,550 

7.54 

0.54 

15 

11 

460       Baloisc  Group/Switzci 

245 

33,940 

4,497 

82.14 

4.43 

13 

11 

461  ■  Grupo  Carso/Mexico 

b 

266 

7.065 

2,769 

3.11 

0.30 

9 

5 

462      Sanlam/South  Africa 

66 

16.498 

2,352 

0.89 

0.18 

6 

11 

463       Tobu  Railway/Japan 

5, 

69 

12,468 

2,466 

2.87 

-0.66 

26 

14 

464  ■  adidas-Salomon/Germany 

5.47C 

57 
2ii4 

e 

S.556 

3,690 

81.37 

4.12 

17 

11 

465  ■  Qantas  Airways/Australia 

5,449 

5,335 

4,060 

2.60 

0.18 

17 

8 

1    ■ 

lor  footnotes 
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BROCK  IS  PERSUASIVE. 

BROCK  WON'T  TAKE  NO  FOR  AN  ANSWER. 

BROCK  DOESN'T  KNOW  THE  PRODUCT  HE'S 

ABOUT  TO  SELL  JUST  WENT  OUT  OF  STOCK. 

BROCK'S  COMPANY  NEEDS 

THE  PCS  CLEAR  WIRELESS  WORKPLACE: 


It's  the  PCS  Wireless  Web,  advanced  voice  services, 
management  tools,  smart  devices  and  crystal-clear  calls. 

It's  custom-packaged  for  your  company's  needs  and  supported 

by  the  largest  all-digital,  all-PCS  nationwide  network 

built  from  the  ground  up,  reaching  more  than  230  million  people. 

It  can  make  your  people  more  productive.  Get  the  whole 
PCS  Clear  Wireless  Workplace"  story  at  sprintpcs.com. 


^Sprint 
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1^^ . 

RANK   COMPANY/COUNTRY 

REVENUE 
($MIL) 

5,437 

NET 
INCOME 
(SMIL) 

ASSETS 

($MIL) 

MARKET 
VALUE 
(SMIL) 

STOCK 
PRICE 

($) 

EPS 
2001 

($) 

P/E 

2002 

ESTIMATE 

ENTERPRISE! 
MULTIPLE  1 

466  ■  BOC  Group/UK 

364 

7,291 

7,673 

15.52 

0.74 

19 

7 

467  ■  Sasol/South  Africa 

5,422 

922 

6,191 

7,357 

„    11.06 

1.47 

7 

5 

468      Chunghwa  Telecom/Taiwan 

5,389 

1,103 

12,655 

15,181 

1.57 

0.11 

13 

6 

46! 
47( 

)       Philipp  Holzmann/Germany 

5.3791 

-761 

3,616 1 

17 

1.31 

0.31E 

2 

2 

)  ■  Pioneer/Japan 

5,346 

64 

4,843 

3,382 

18.79 

0.36 

38 

7 

471  ■  Korea  Exchange  Bank/South  Korea 

5,334 

176 

42,587 

1,348 

6.07 

0.48 

NA 

NA 

47J 
47J 

I  m  FEMSA/Mexico 

5,318 

355 

5,279 

4,452 

4.20 

0.07 

10 

5 

i  ■  EDP-Electricidade  De  Port/Portugal 

5,318 

404 

15,756 

6,326 

2.12 

0.14 

14 

10 

474      Odakyu  Electric  Railway/Japan 

5,264 

40 

9,857 

3,185 

4.35 

0.06 

33 

11 

475  ■  Orix/Japan 

5,263 

322 

47,674 

7375 

88.17 

3.73 

20 

19 

476  ■  Bank  Hapoalim/lsrael 

5,217 

214 

54,299 

1,895 

1.52 

0.17 

8 

1 

477      Singapore  Airlines/Singapore 

5,213 

349 

10,084 

8,648 

7.10 

0.29 

17 

11 

478  ■  Canada  Life  Financial/Canada 

5,207 

218 

35,595 

4,179 

26.06 

1.38 

13 

8 

479       Randstad  Holdings/Netherlands 

5,207 

54 

1,397 

1,439 

12.45 

0.40 

35 

13 

480  ■  Tupras-Turkiye  Petrol/Turkey 

5,183 

154 

1,507 

1,166 

4.6510 

0.6210 

NA 

NA 

481      Sumitomo  Forestry/Japan 

5,153 

4 

2,732 

1,092 

6.19 

0.02 

36 

15 

T 

s  n 

racy    M  c  G  r  a  d  y  '  s    new    T-Mac 
eaker    is    Adi  d^-s  '    bestselling 
shoe    in    y  j  years. 

482  ■  Corporation  Mapfre/Spain 

5,144 

86 

11,935 

1,297 

7.14 

0.47 

13 

9 

483  ■  Scania/Sweden 

5,137 

101 

6,325 

4,086 

20.56 

0.51 

27 

17 

484  ■  Portugal  Telecom/Portugal 

5,124 

275 

15,543 

9,124 

727 

0.22 

26 

8 

485  ■  Bank  Leumi  le-lsrael/lsrael 

5,048 

209 

52,786 

1,718 

1.22 

0.15 

7 

NA 

486  ■  Mitsubishi  Estate/Japan 

5,048 

-568 

22,782 

11,496 

8.85 

-0.44 

63 

19 

487      Royal  Vopal/Netherlands 

5,047 

40 

3,823 

950 

18.75 

2.01 

8 

6 

488  ■  Surgutnefregaz  Oil/Russia 

5,044 

372 

10,577 

15,326 

0.43 

NA 

NA 

NA 

489      IFIL/ltaly 

5,017 

314 

8,376 

1,852 

4.59 

0.73 

5 

19 

490  ■  Kvaerner/Norway 

5,006 

-551 

3,085 

1,003 

1.12 

-5.16 

14 

NA 

491      Smiths  Group/UK 

5,002 

-297 

4,606 

7,103 

12.78 

-0.54 

19 

9 

492      Hanwa/Japan 

5,000 

29 

2,135 

291 

1.38 

0.14 

23 

16 

493      AMEC/UK 

4,986 

72 

2,768 

1,897 

6.36 

0.21 

15 

10 

494      SAS  Group/Sweden 

4,979 

-103 

5,832 

1,136 

702 

-0.64 

NM 

55 

495  w  Atlas  Copco/Sweden 

4,951 

297 

5,823 

4,932 

23.89 

1.42 

17 

7 

496      Gas  Natural  SDG/Spain 

4,949 

511 

8,866 

8,352 

18.65 

1.14 

14 

9 

497       Reckitt  Benckiser/UK 

4,939 

513 

4,931 

12,394 

17.65 

0.71 

22 

15 

498  ■  Hyundai  Eng&  Const/South  Korea 

4,921 

-608 

4,670 

981 

2.03 

-2.42 

6 

NA 

499       Isetan/Japan 

4,921 

100 

3,297 

2,538 

11.42 

0.45 

27 

14 

500  a  Tomkins/UK 

4.8921 

981 

3,907  * 

2.9^7 

3.81 

0.25E 

14 

7 

All  ( 

Bures  exced  Der-share  item!,  am  In  millions  nf  1 1  s  rfnii 

year-end  rate    He t  e  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January  through  April  fiscal  year-ends.  2001  figures  are  i 

unless  noted    Marl  i      31,  2002.  ■  Publicly  traded  in  the  US.  in  shares  or  ADRs.  E:  Estimate.  NA:  Not  available.  NM:  Not  meaningful.  'Figures  are  latest  available.  2Comb 

market  value  for  Ro;  al  Dul  ihell  Transport  &  Trading.  Price.  EPS,  P/E  and  yield  are  only  for  Shell  Transport  &  Trading.  Combined  market  value  for  Royal  Dutch  Petroleur 

Transport  &  Trading.  P  I  and  yield  are  only  for  Royal  Dutch  Petroleum.  4Combined  market  value  for  Unilever  NV  and  Unilever  Pic.  Price,  EPS,  P/E  and  yield  are  only  for  Unileve 

Combined  market  va  EPS,  P/E  and  yield  are  only  for  Unilever  NV.  financial  figures  are  prior  to  the  spinoff  of  LG  Electronics.  'Pro  forma  for  the 

ne  Insurance.  "Combined  market  value  for  BHP  Billiton  Ltd.  and  BHP  Billiton  Pic.  Price,  EPS,  P/E  and  yield  are  only  for  BHP  Billiton  L 

Price,  EPS,  P/E  and  yield  are  only  for  BHP  Billiton  Pic.  I0AII  per-share  figures  are  per  thousand  shares.  "Combined  market  valt 

i  Rio  Tinto  Pic.  "Combined  market  value  for  Rio  Tinto  Pic.  and  Rio  Tinto  Ltd.  Price.  EPS,  P/E  and  yield  are  only  for  Rio  Tintr 

|  IV  Price  EPS.  P/E  and  yield  are  only  for  Reed  Elsevier  NV.  "Combined  market  value  for  Reed  Elsevier  Pic.  and  Reed  Elsev 

Bf  -omberg  Financial  Markets:  Exshare.  FT  Interactive  Data.  Thomson  Financial/IBES  and  Worldscope  via  FactSet  Researc 
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"We  told  KPMG  Consulting: 

Texans  should  do  government 

business  online,  not  in  line." 


"KPMG  Consulting  and  the  State  of  Texas  have 
certainly  hit  a  home  run  with  the  people  of 
Texas.  In  90  days,  we  provided  our  citizens 
with  TexasOnline  ...  establishing  our  place  in 
the  market. 

"We've  lowered  the  transaction  cost  for  people 
to  do  their  government  business.  The  benefits 
are  endless,  and  we've  only  begun  to  scratch 
the  surface." 


www.TexasOnline.com 


"This  is  a  very  new  opportunity  in  government 
providing  services  on  the  Internet.  We  saw 
this  as  a  business  problem,  not  a  technology 
problem. 

"So  we  created  a  solution  where  we  not  only 
build  and  manage  the  technology,  but  we 
manage  the  accounting,  finance,  marketing, 
public  relations,  customer  service,  and 
translation  services. 

"We're  very  proud  to  ha.\/e  just  had  our  5 
millionth  visit  to  TexasOnline." 


YOU  CAN  HEAR  THEIR  STORY  @  www.kpmgconsulting.com/results 
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"company/business 

RANK 

PAGE 

COMPANY/BUSINESS 

RANK 

PAGE 

ABB  Group/electrical  equipment 

100 

132 

Cap  Gemini  Ernst  &  Voung/IT  consulting  &  services 

352 

151 

Abbey  National/bank 

139 

134 

Carrefour  Group/food  &.  drug  retail 

21 

129 

ABN-Amro  Holding/bank 

47 

130 

Carso  Global  Telecom/telecom  services 

228 

140 

Accenture/IT  consulting  &.  services 

193 

136 

Castorama  Dubois/specialty  retail 

309 

144 

Accor/hotel  &  restaurant 

403 

152 

Cathay  Financial/insurance 

240 

140 

ACE/insurance 

392 

152 

Cemex/construction  materials 

380 

152 

Adecco/commercial  services 

150 

134 

Central  Japan  Railway/road  &  rail 

233 

140 

adidas-Salomon/textiles  &  apparel 

464 

154 

Centrica/gas  utility 

135 

134 

Aegis  Group/media 

302 

142 

Cepsa/oil  &  gas 

305 

.144 

Aegon  Insurance  Group/insurance 

77 

132 

China  Mobile  (HK)/wireless  telecom  svcs 

214 

138 

Aeon/diversified  retail 

101 

132 

China  Petroleum  &  Chem/oil  &  gas 

55 

130 

Ahold/food  &  drug  retail 

23 

129 

Chubu  Electric  Power/electric  utility 

138 

134 

Aioi  Insurance/insurance 

292 

142 

Chugoku  Electric  Power/electric  utility 

318 

144 

Air  Canada/airline 

415 

152 

Chunghwa  Telecom/telecom  services 

468 

156 

Air  France  Group/airline 

230 

140 

Clariant/chemicals 

432 

154 

Aire  Liquide  Group/chemicals 

355 

151 

CNP  Assurances/insurance 

123 

134 

Aisin  Seiki/auto  components 

262 

140 

Coles  Myer/food  &  drug  retail 

205 

138 

Ajinomoto/food  products 

350 

151 

Commerzbank/bank 

99 

132 

Akzo  Nobel  Group/chemicals 

206 

138 

Commonwealth  Bank  Group/bank 

304 

144 

Alcan/metals  &  mining 

207 

138 

Compass  Group/hotel  &  restaurant 

208 

138 

Alcatel/communications  equipment 

106 

132 

Continental/auto  components 

257 

140 

All  Nippon  Airways/airline 

268 

140 

Corporation  Mapfre/insurance 

482 

156 

Alliance  UniChem/health  care  providers 

245 

140 

Corus  Group/metals  &  mining 

229 

140 

Allianz  Worldwide/insurance 

10 

129 

Cosmo  Oil/oil  &  gas 

171 

136 

Allied  Irish  Banks/bank 

414 

152 

Credit  Agricole/bank 

45 

129 

Almanij/diversified  finance 

136 

134 

Credit  Industriel  et  Comm/bank 

219 

138 

Alstom/electrical  equipment 

114 

132 

Credit  Lyonnais  Group/bank 

132 

134 

Altadis/tobacco 

357 

151 

Credit  Suisse  Group/bank 

16 

129 

AMEC/construction  &  engineering 

493 

156 

CRH/construction  materials 

293 

142 

AMP/insurance 

278 

142 

Dai  Nippon  Printing/commercial  services 

247 

140 

Anglo  American/metals  &  mining 

169 

136 

Daiei/diversified  retail 

122 

134 

Arcelor/metals  &  mining 

97 

132 

Daimaru/diversified  retail 

397 

152 

Areva  Group/metals  &  mining 

329 

144 

DaimlerChrysler/automobile 

2 

129 

Asahi  Breweries/beverages 

367 

151 

Dainippon  Ink  &  Chems/chemicals 

336 

144 

Asahi  Glass/building  products 

256 

140 

Daiwa  Bank  Holdings/bank 

237 

140 

Asahi  Kasei/cbemicals 

272 

140 

Oaiwa  House  Industry/household  durables 

271 

140 

Assoc  British  Foods/food  products 

405 

152 

Groupe  Danone/food  products 

201 

138 

AstraZeneca/pharmaceuticals 

151 

134 

Den  Danske  Bank/bank 

234 

140 

Atlas  Copco/macbinery 

495 

156 

Delhaize  Group/food  &  drug  retail 

129 

134 

ANZ  Banking/bank 

385 

152 

Denso/auto  components 

128 

134 

Aventis/pharmaceuticals 

118 

132 

DePfa  Group/bank 

313 

144 

Aviva/insurance 

32 

129 

Deutsche  Bank  Group/bank 

17 

129 

AXA  Group/insurance 

18 

129 

Deutsche  Lufthansa/airline 

167 

136 

BAE  Systems/aerospace  &  defense 

200 

138 

Deutsche  Post/air  freight  &  couriers 

70 

130 

Baloise  Group/insurance 

460 

154 

Deutsche  Telekom/telecom  services 

41 

129 

Banca  di  Roma/bank 

342 

144 

Dexia/bank 

131 

134 

Banca  Naz  del  Lavoro/bank 

408 

152 

Diageo/beverages 

160 

136 

BBVA-Banco  Bilbao  Vizcaya/bank 

94 

132 

Christian  Dior/textiles  &  apparel 

225 

138 

Banco  Bradesco  Group/bank 

166 

136 

Dixons  Group/specialty  retail 

379 

152 

Banco  do  Brasil/bank 

220 

138 

DSM/chemicals 

368 

151 

Banco  Itaii  Group/bank 

287 

142 

E.On/electric  utility 

20 

129 

Banco  Santander  Central/bank 

67 

130 

EADS/aerospace  &  defense 

81 

132 

Bank  Hapoalim/bank 

476 

156 

East  Japan  Railway/road  &  rail 

120 

132 

Bank  Leumi  le-lsrael/bank 

485 

156 

Edison/electric  utility 

176 

136 

Bank  of  Montreal/bank 

227 

138 

EDP-Electricidade  De  Port/electric  utility 

473 

156 

Bank  of  Nova  Scotia/bank 

186 

136 

Eiffage/construction  &  engineering 

449 

154 

Bankgesellschaft  Berlin/bank 

251 

140 

Electrolux  Group/bousehold  durables 

198 

138 

Barclays/bank 

85 

132 

Eletrobras/electric  utility 

351 

151 

BASF  Group/chemicals 

73 

130 

Empire  Co/food  &.  drug  retail 

345 

144 

Bayer  Group/chemicals 

87 

132 

EnBW-Energie  Baden/electric  utility 

372 

151 

Bayer  HypoVereinsbank/bank 

50 

130 

EnCana/oil  &  gas 

398 

152 

BCE/telecom  services 

178 

136 

Endesa  Group/electric  utility 

173 

136 

Bharat  Petroleum/oil  &  gas 

294 

142 

ENEL/electric  utility 

88 

132 

BHP  Billiton/metals  &  mining 

140 

134 

ENI/oil  &  gas 

38 

129 

BHW  Holding/diversified  finance 

401 

152 

LM  Ericsson/communications  equipment 

108 

132 

Big  Food  Group/food  &  drug  retail 

354 

151 

Exel/air  freight  &  couriers 

402 

152 

BMW-Bayerische  Motor/automobile 

58 

130 

FEMSA/beverages 

472 

156 

BNP  Paribas/bank 

26 

129 

Fiat  Group/automobile 

28 

129 

BOC  Group/chemicals 

466 

156 

Finmeccanica/aerospace  &  defense 

434 

154 

Bombardier/aerospace  &  defense 

180 

136 

Firstrand/bank 

442 

154 

Boots/food  &  drug  retail 

346 

144 

Flextronics  Intl/electronic  equipment 

199 

138 

Bouygues  Group/construction  &  engineering 

'34 

134 

Fbrenings  Sparbanken/bank 

412 

152 

BP/oil  &  gas 

1 

129 

Fortis/diversified  finance 

46 

130 

Bridgestone/auto  components 

134 

Fortum/oil  &  gas 

280 

142 

British  Airways/airline 

138 

France  Telecom/telecom  services 

51 

130 

'ritish  Amer  Tobacco/tobacco 

136 

Frosenius/health  care  providers 

395 

152 

Hroup/telecom  services 

132 

Fuji  Electric/electrical  equipment 

388 

152 

-inn/commercial  services 

142 

Fajl  Heavy  Inds/automobile 

236 

140 

Cabhi  &  Wireless/telecom  services 

151 

ioto  Film/leisure  products 

127 

134 

:    cppes/fuod  products 

144 

Fujitsu/computers  &  peripherals 

49 

130 

ti(n  Financial/insurance 

'  .i  Electric/electrical  equipment 

421 

152 

Canadian  Imperial  Bank/bank 

BisNi  tral  SM/gas  utility 

496 

156 

Cam/office  eleotronlca 

«im    1  &  gas 

121 

132 

COMPANY/BUSINESS 


Gehe/health  care  providers 

Generali  Group/insurance 

GlaxoSmithKline/pharmaceuticals 

Grupo  Carso/multi-industry 

GUS/online  &  catalog  retail 

Hagemeyer/trading  company 

Hannover  Re/insurance 

Hanson/construction  materials 

Hanwa/trading  company 

Hanwha/chemicals 

HBOS/bank 

Heidelberger  Zement/construction  materials 

Heineken  Holding/beverages 

Henkel  Group/chemicals 

Hilton  Group/hotel  &  restaurant 

Hindustan  Petroleum/oil  &  gas 

Hino  Motors/machinery 

Hitachi/electronic  equipment 

Holcim/construction  materials 

Philipp  Holzmann/construction  &  engineering 

Honda  Motor/automobile 

HSBC  Group/bank 

Hutchison  Whampoa/diversified  finance 

Hyundai/trading  company 

Hyundai  Eng  &  Const/construction  &  engineering 

Hyundai  Heavy  Industries/transportation  network 

Hyundai  Motor/automobile 

Iberdrola/electric  utility 

IFIL/diversified  finance 

Imperial  Chemical  Inds/chemicals 

Imperial  Oil/oil  &  gas 

Indian  Oil/oil  &  gas 

ING  Group/diversified  finance 

Ingersoll-Rand/electronic  equipment 

Interbrew/beverages 

IntesaBci/bank 

Invensys/machinery 

Isetan/diversified  retail 

Ishikawajima-Harima/machinery 

Isuzu  Motors/automobile 

Ito-Yokado/diversified  retail 

Itochu/trading  company 

Japan  Air  Lines/airline 

Japan  Energy/oil  &  gas 

Japan  Telecom/telecom  services 

Japan  Tobacco/tobacco 

Jardine  Matheson/food  &  drug  retail 

Johnson  Matthey/metals  &  mining 

Kajima/construction  &  engineering 

Kanematsu/trading  company 

Kansai  Electric  Power/electric  utility 

Kao/household  products 

KarstadtQuelle/diversified  retail 

Kawasaki  Heavy  Inds/machinery 

Kawasaki  Steel/metals  &  mining 

Kawasho/trading  company 

KDDI/wireless  telecom  services 

Kesko  Group/food  &  drug  retail 

Kia  Motors/automobile 

Kingfisher/diversified  retail 

Kinki  Nippon  Railway/road  &  rail 

Kirin  Brewery/beverages 

KLM/airline 

Kobe  Steel/metals  &  mining 

Koc  Group/diversified  finance 

Komatsu/machmery 

Kookmin  Bank/bank 

Korea  Electric  Power/electric  utility 

Korea  Exchange  Bank/bank 

Korea  Gas/gas  utility 

Korea  Kumho  Petrochemical/chemicals 

KT/telecom  services 

Kubota/machinery 

Kumagai  Gumi/construction  &  engineering 

Kuraya  Sanseido/trading  company 

Kvaerner/construction  &  engineering 

Kyocera/electromc  equipment 

Kyushu  Electric  Power/electric  utility 

L'Oreal  Group/personal  products 

Lafarge/construction  materials 

Lagardere  SCA/media 

Laurus/food  &.  drug  retail 

Legal  &  General  Group/insurance 
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now,  more  than  ever, 

feel  secure 

that  only  the  right  people 

access  your  Network. 

Keep  your  valuable  data  out  of  the  wrong  hands  with  the  power  of  Access  and  Security  solutions  from  Novell. 
Administrators  can  choose  one  or  multiple  authentication  methods  to  identify  users  with  absolute  certainty.  Users 
have  the  ease  of  a  single  enforceable  ID  they  use  anytime,  anywhere — resulting  in  up  to  a  95  percent  decrease 
in  password-related  help  desk  calls.  And  our  software  can  be  integrated  with  a  full  range  of  your  existing 
security  products,  from  password  protection  to  biometrics.  To  have  the  power  of  Novell  at  your  fingertips,  visit 
www.novell.com/solutions/access_securitytoday. 

Novell 

the  power  to  chaNge 


)  Copyright  2002  Novell.  Inc.  All  rights  reserved  Novell  is  a  registered  trademark  and  the  power  to  change  is  a  trademark  of  Novell.  Inc..  in  the  United  States  and  other  countries 
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COMPANY/BUSINESS 

Lend  Lease/real  estate 

LG  Electronics  Inv/household  durables 

LG  International/trading  company 

Linde/machinery 

Lloyds  TSB  Group/bank 

Lukoil  Holding/oil  &  gas 

MAN  Group/machinery 

M-real/paper  &  forest  products 

Magna  International/auto  components 

Manulife  Financial/insurance 

Marks  &  Spencer/diversified  retail 

Marubeni/trading  company 

Maruha/food  products 

Matsushita  Electric  Indl/household  durables 

Matsushita  Electric  Works/electrical  equipment 

Mazda  Motor/automobile 

Meiji  Dairies/food  products 

Merck/pharmaceuticals 

Metro/diversified  retail 

mg  technologies/chemicals 

Michelin  Group/auto  components 

Millea  Holdings/insurance 

Mitsubishi  Chemical/chemicals 

Mitsubishi/trading  company 

Mitsubishi  Electric/electrical  equipment 

Mitsubishi  Estate/real  estate 

Mitsubishi  Heavy  Inds/machinery 

Mitsubishi  Materials/metals  &  mining 

Mitsubishi  Motors/automobile 

Mitsubishi  Tokyo  Finl/bank 

Mitsui  &  Co/trading  company 

Mitsui  Chemicals/chemicals 

Mitsui  Fudosan/real  estate 

Mitsui  O.S.K.  Lines/marine 

Mitsui  Sumitomo  Ins/insurance 

Mitsukoshi/diversified  retail 

Mizuho  Holdings/bank 

mm02/telecom  services 

Monte  Dei  Paschi/bank 

Morrison  (Wm)  Supermarket/food  &  drug  retail 

Munich  Re/insurance 

MyTravel  Group/hotel  &.  restaurant 

Nagoya  Railroad/road  &  rail 

Natexis  Banques  Populaire/bank 

Natl  Australia  Bank/bank 

National  Grid/electric  utility 

NEC/computers  &  peripherals 

Nestle/food  products 

News  Corp/media 

Nichimen/trading  company 

Nippon  Express/road  &  rail 

Nippon  Meat  Packers/food  products 

Nippon  Mitsubishi  Oil/oil  &  gas 

Nippon  Steel/metals  &  mining 

Nippon  Steel  Trading/trading  company 

Nippon  Tel  &  Tel/telecom  services 

Nippon  Unipac/paper  &  forest  products 

Nippon  Yusen/marine 

Nipponkoa  Insurance/insurance 

Nissan  Motor/automobile 

Nissho  Iwai/trading  company 

NKK/metals  &  mining 

Nokia/communications  equipment 

Nomura  Holdings/diversified  finance 

Nordea/bank 

Norsk  Hydro/multi-industry 

Nortel  Networks/communications  equipment 

Novartis  Group/pharmaceuticals 

Obayashi/construction  &  engineering 

Odakyu  Electric  Railway/road  &  rail 

Oji  Paper/containers  &  packaging 

Old  Mutual/diversified  finance 

Olivetti  Group/telecom  services 

OMV  Group/oil  &  gas 

Onex/electronic  equipment 

Orix/diversified  finance 

Osaka  Gas/gas  utility 

Parmalat  Finanziaria/food  products 

Pearson/media 

Pechiney/motals  &  mining 

Pctro-Canada/oil  &  gas 

Pctrobras  Petroleo  Brasil/oil  &.  gas 

PetroChina/oil  &  gas 

Peugeot  Groupe/automobile 
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RANK 

PAGE 

423 

152 

103 

132 

125 

134 

323 

144 

105 

132 

168 

136 

170 

136 

417 

152 

231 

140 

248 

140 

235 

140 

15 

129 

386 

152 

25 

129 

258 

140 

148 

134 

448 

154 

384 

152 

39 

129 

335 

144 

177 

136 

117 

132 

175 

136 

5 

129 

72 

130 

486 

156 

104 

132 

312 

144 

90 

132 

86 

132 

6 

129 

347 

144 

286 

142 

365 

151 

222 

138 

341 

144 

44 

129 

425 

154 

343 

144 

452 

154 

53 

130 

362 

151 

404 

152 

322 

144 

185 

136 

411 

152 

48 

130 

30 

129 

183 

136 

153 

136 

187 

136 

349 

151 

102 

132 

116 

132 

413 

152 

8 

129 

266 

140 

291 

142 

308 

144 

33 

129 

40 

129 

197 

138 

78 

132 

298 

142 

211 

138 

146 

134 

143 

134 

126 

134 

226 

138 

474 

156 

269 

140 

196 

136 

76 

130 

375 

151 

.163 

136 

156 

1   4 

15i 

154 

COMPANY/BUSINESS 

Philips  Group/household  durables 
Pinault-Printemps-Redoute/diversified  retail 

Pioneer/household  durables 
Pirelli/electrical  equipment 
Portugal  Telecom/telecom  services 
Posco/metals  &  mining 
Power  Corp  of  Canada/diversified  finance 
PowerGcn/electric  utility 
Prudential/insurance 
Qantas  Airways/airline 
Quebecor/media 
Rallye/specialty  retail 
Randstad  Holdings/commercial  services 
Reckitt  Benckiser/household  products 
Reed  Elsevier/media 
Renault  Group/automobile 
Repsol-YPF/oil  &  gas 
Reuters  Group/media 
Rhodia/chemicals 
Ricoh/office  electronics 
Rio  Tinto/metals  &  mining 
RMC  Group/construction  materials 
Roche  Group/pharmaceuticals 
Rolls-Royce/aerospace  &  defense 
Royal  &  Sun  Alliance/insurance 
Royal  Bank  of  Canada/bank 
Royal  Bank  of  Scotland/diversified  finance 
Royal  Dutch/Shell  Group/oil  &  gas 
Royal  KPN/telecom  services 
Royal  Vopal/marine 
RVVE  Group/diversified  utility 
S-Oil/oil  &  gas 

Sabanci  Group/diversified  finance 
Safeway  Plc/food  &  drug  retail 
J  Sainsbury/food  &  drug  retail 
Saint-Gobain/building  products 
Samsung/trading  company 
Samsung  Electronics/semiconductor  equip  &  prods 
Sanlam/insurance 

Sanofi-Synthelabo/pharmaceuticals 
Sanpaolo  IMI/bank 
Sanyo  Electric/household  durables 
SAP/software 
SAS  Group/airline 
Sasol/oil  &  gas 

SCA-Svenska  Cellulosa/paper  &  forest  products 
Scania/machinery 

Schlumberger/energy  equipment  &  services 
Schneider  Electric/electrical  equipment 
Scottish  &  Southern  Energy/electric  utility 
Scottish  Power/electric  utility 
Securitas/commercial  services 
Seiyu/diversified  retail 
Sekisui  Chemical/household  durables 
Sekisui  House/construction  &  engineering 
Sharp/electronic  equipment 
Shimizu/construction  &  engineering 
Shin-Etsu  Chemical/chemicals 
Showa  Denko/chemicals 
Siemens  Group/multi-industry 
Singapore  Airlines/airline 
Six  Continents/hotel  &  restaurant 
SK  Corp/oil  &  gas 
SK  Global/trading  company 
SK  Telecom/wireless  telecom  services 
Skandia  Insurance/insurance 
Skandinaviska  Enskilda  Bk/bank 
Skanska/construction  &  engineering 
Smiths  Group/multi-industry 
Snow  Brand  Milk/food  products 
Societe  Generate  Group/bank 
Sodexho  Alliance/hotel  &  restaurant 
Solvay  Group/chemicals 
Somerficld/food  &  drug  retail 
Sonae  SGPS/multi-industry 
Sony/household  durables 
SPAR  Handels/food  &  drug  retail 
Standard  Bank  Group/bank 
Standard  Chartered  Group/bank 
State  Bank  of  India  Group/bank 
I  Group/oil  &  gas 
,i  lectronics/semiconductor  equip  &  prods 
"h  jij  Ens. i/paper  &  forest  products 


RANK 

PAGE 

74 

130 

93 

132 

470 

156 

387 

152 

484 

156 

255 

140 

^ 

218 

138 

320 

144 

56 

130 

465 

"154 

353 

151 

119 

132 

479 

156 

497 

156 

394 

152 

63 

130 

64 

130 

454 

154 

399 

152 

191 

136 

319 

144 

381 

152 

141 

134 

295 

142 

111 

132 

156 

136 

65 

130 

3 

129 

246 

140 

487 

156 

27 

129 

424 

152 

453 

154 

213 

138 

95 

132 

82 

132 

61 

130 

92 

132 

462 

154 

440 

154 

238 

140 

157 

136 

393 

152 

494 

156 

467 

156 

328 

144 

483 

156 

184 

136 

301 

142 

444 

154 

331 

144 

437 

154 

299 

142 

383 

152 

242 

140 

172 

136 

204 

138 

418 

152 

438 

154 

13 

129 

477 

156 

439 

154 

232 

140 

145 

134 

400 

152 

195 

136 

374 

151 

158 

136 

491 

156 

282 

142 

66 

130 

243 

140 

338 

144 

382 

152 

447 

154 

22 

129 

431 

154 

360 

151 

326 

144 

369 

151 

89 

132 

409 

152 

215 

138 

COMPANY/BUSINESS 


Suez  Group/diversified  utility 

54 

Sumikin  Bussan/trading  company 

378 

Sumitomo  Chemical/chemicals 

321 

Sumitomo/trading  company 

14 

Sumitomo  Electric/electrical  equipment 

21? 

Sumitomo  Forestry/paper  &.  forest  products 

481 

Sumitomo  Metal  Inds/metals  &  mining 

23$ 

Sumitomo  Mitsui  Banking/bank 

66 

Sumitomo  Trust  &  Banking/diversified  finance 

44E 

Sun  Life  Financial/insurance 

24] 

Surgutneftegaz  Oil/oil  &  gas 

486 

Suzuken/health  care  providers 

344 

Suzuki  Motor/automobile 

194 

Svenska  Handelsbanken/bank 

406 

Swiss  Life  Ins  &  Pension/insurance 

182 

Swiss  Re  Group/insurance 

he 

Swisscom/telecom  services 

301 

Syngenta/chemicals 

40) 

Taiheiyo  Cement/construction  materials 

33/ 

Taisei/construction  &  engineering 

19C 

Takashimaya/diversified  retail 

264 

Takeda  Chemical  Inds/pharmaceuticals 

321 

TDC  Group/telecom  services 

41E 

Teijin/chemicals 

35E 

Telefonica/telecom  services 

8( 

Telia  Group/telecom  services 

456 

Telstra/telecom  services 

24! 

Tesco/food  &  drug  retail 

5S 

Thales/aerospace  &  defense 

28E 

Thomson  Corp/media 

36' 

Thomson  multimedia/electronic  equipment 

27; 

ThyssenKrupp  Group/metals  &  mining 

61 

Tobu  Railway/road  &  rail 

46: 

Tohoku  Electric  Power/electric  utility 

18! 

Tokyo  Electric  Power/electric  utility 

4: 

Tokyo  Gas/gas  utility 

3o: 

Tokyu/road  &  rail 

311 

Tomen/trading  company 

131 

Tomkins/multi-industry 

501 

TonenGeneral  Sekiyu/oil  &  gas 

lJ 

Toppan  Printing/media 

251 

Toray  Industries/chemicals 

32. 

Toronto-Dominion  Bank/bank 

19; 

Toshiba/computers  &  peripherals 

4: 

Tostem  Inax/building  products 

39: 

Total  Fina  Elf/oil  &  gas 

Toyo  Seikan  Kaisha/containers  &  packaging 

45 

Toyota  Auto  Body/auto  components 

41! 

Toyota  Industries  Corp/auto  components 

33 

Toyota  Motor/automobile 

Toyota  Tsusho/trading  company 

13 

TPG/air  freight  &  couriers 

26 

Till  Group/hotel  &  restaurant 

12 

Tiipras-Tiirkiye  Petrol/oil  &  gas 

48 

Tiirkiye  Is  Bankasi/bank 

32 

Tyco  International/multi-industry 

5 

UBS/bank 

3 

UFJ  Holdings/bank 

9 

Unibanco  Group/bank 

42 

UniCredito  Italiano/bank 

16 

Unilever/food  products 

3 

UNY/diversified  retail 

27 

UPM-Kymmene/paper  &  forest  products 

30 

Valeo/auto  components 

28 

Vedior/commercial  services 

42 

Vinci  Group/construction  &  engineering 

16 

Vivendi  Universal/media 

2 

Vodafone/wireless  telecom  services 

6 

Volkswagen  Group/automobile 

1 

Volvo  Group/machinery 

13 

Wal-Mart  de  Mexico/diversified  retail 

27 

West  Japan  Railway/road  &  rail 

27 

George  Weston/food  &  drug  retail 

IE 

Westpac  Banking  Group/bank 

36 

Wolseley/specialty  retail 

2E 

Woolworths/food  &  drug  retail 

22 

WPP/media 

4* 

Wiistenrot  &  Wiirttembergische/diversified  finance  42 

Yamaha  Motor/automobile 

V 

Yamato  Transport/air  freight  &  couriers 

3E 

Yamazaki  Baking/food  products 

4! 

Yasuda  Fire  &  Marine  Ins/insurance 

22 

Yukos/oil  &  gas 

21 

Zurich  Financial  Services/insurance 

; 
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EXPERIENCE  THE  ULTIMATE  IN  PRIVATE  JET  TRAVEL.  CALL  1-800-FLEXJET  NOW  FOR  SPECIAL  INCENTIVES. 


THE    INTERNATIONAL    500 


Despite  the  turmoil  in  the  Middle  Fast,  there's  a  good  investment  opportunity 
in  Israeli  technology  storks.  How  romp?  Generous  R&D  siihsidies  and  lucrative 
tav  hreaks  make  the  terror  particularly  attrartive.  Rny  now,  while  prices  are  cheap. 


Wish  Upon  a  Star 


BY  ANDREW  T.  GILLIES 

OAKMARK  FUNDS,  A  CHICAGO-BASED  UNIT  OF  HARRIS 
Associates  that  oversees  $15  billion  in  assets,  calls 
value  investing  its  cornerstone.  With  the  Nasdaq 
down  70%  from  its  March  2000  high,  the  technology 
sector  has  drawn  Oakmark's  attention.  On  its  shop- 
ping list:  Israeli  stocks  carried  on  U.S.  exchanges. 

Why  look  for  a  stock  pick  from  a  place  like  the  Middle  East? 
Robert  Taylor,  an  investment  analyst  with  Oakmark's  $1.5  bil- 
lion (assets)  International  Fund,  points  to  as  good  a  reason  as 
any:  low  taxes.  Under  Israel's  "approved  enterprise"  program, 
Israeli  firms  spending  certain  amounts  of  money  locally  on 
research  and  capital  expenditures  get  their  tax  bill  chopped  by 
up  to  two-thirds. 

Its  favorable  tax  environment  helps  explain  why  Israel,  a 
country  with  a  population  of  just  6.4  million,  attracted  more 
venture  funding  ($3.3  billion)  last  year  than  Italy  ($2.7  billion), 
Korea  ($1.6  billion)  and  Taiwan  ($1.1  billion),  according  to 
PricewaterhouseCoopers. 

The  tax  rate  of  Check  Point  Software  Technologies  (FORBES, 
Mar.  18),  a  maker  of  encryption  software  for  computer  net- 
works, is  just  one  example.  In  its  latest  fiscal  year,  ended  last 
December,  Check  Point's  effective  tax  rate  was  15.6%,  up  slightly 
from  14.4%  in  2000,  but  still  well  under  the  standard  Israeli  tax 
rate  of  36%. 

Christopher  D.  Alderson,  head  of  emerging-market  equities 
with  T.  Rowe  Price,  likes  Check  Point's  95%  gross  margins  and 
$500  million  in  cash  and  equivalents.  "That's  pretty  extraordi- 
nary for  a  company  that's  only  been  going  seven  years,"  he  says. 


Check  Point  shares  now  trade  at  1 1  times  latest-twelvel 
month  earnings  of  $1.17.  Consistent  with  the  current  freeza 
in  technology  spending,  analysts  reporting  to  Thomson 
Financial/IBES  expect  those  earnings  to  fall  to  $1.02  by  end  o{ 
this  year,  but  then  snap  back  to  $1.17  in  2003.  Based  on  thosQ 
estimates,  the  stock's  estimated  2003  P/E  of  11  falls  short 
of  16,  the  estimated  multiple  (excluding  writeoffs)  fof 
the  S&P  500. 

Oakmark's  Robert  Taylor  likes  another  Israeli  technology 
stock:  Orbotech,  which  makes  equipment  that  tests  the  integrity 
of  circuit  boards  for  PCs  and  handheld  computers  as  well  as 
mobile  phones  and  other  gadgets. 

Not  surprisingly,  Orbotech  has  also  been  hurt  by  the  tech- 
nology slowdown.  For  its  latest  fiscal  year,  ended  last  December 
Orbotech's  sales  took  a  19%  dip  after  years  of  growth  over  20% 
Taylor  suggests  a  murky  near-term  outlook  but  predicts  i 
rebound  over  the  next  two  to  three  years.  Helping  drive  thf 
recovery,  he  argues,  will  be  the  company's  dominant  position  in 
testing  equipment  for  flat  panel  displays,  increasingly  necessanj 
as  the  displays  become  smaller,  cheaper  and  more  intricate! 
"That  market's  growing  like  crazy,"  he  says. 

Orbotech  shares  have  fallen  38%  from  their  52-week  higl 
and  now  sell  for  23  times  estimated  2003  earnings  per  share. 

T.  Rowe  Price's  Alderson  points  out  that  technology  compa 
nies  like  Check  Point  and  Orbotech  generally  pull  in  around  5°/ 
or  less  of  their  sales  from  the  local  market.  This  lessens  th 
impact  of  both  the  security  situation  and  ugly  Israeli  economi 
conditions.  I 


BATTLE-FATIGUED    BUT    LIKELY   TO    REBOUND 


The  ongoing  hosl 
counterparts.  As 

■    ■■ .  ■ 

ilities  in  the  Middle  East  have  made  these  quality  Israeli  technology  companies  cheaper  than  many  of  their  U.S. 
a  group,  these  shares  are  down  52%  from  their  52-week  highs  and  sell  for  16  times  estimated  2003  profits. 

Change    2003  Estimated     Price-to-S  ales                           Latest 

FROM 

Recent     52-week 
price         high 

EPS       P/E 

5-VR 

CURRENT     AVERAGE 

MARKET          12-MONTHS 
VALUE                SALES 
($Mll)               ($MIL) 

0. 
Pre 
1 
Tev 

$7.37       -87% 

$0.77      10 

1.0          8  8 

$1,640      $1,697 

twork  secu,  ity  sofrv  'are       13.00        -76 

1.17      11 

6.4        25.6 

3,161           487 

nl                                22.61       -38 

0.98      23 

2.9          3.4 

721           248 

.  so ''ware                   8.00        -74 

0.49      16 

3.6        10.8 

229              61 

bailers                                     15.51       -25 

NA      NA 

0.5          0.6 

637        1,342 

trios/generic  drugs                  64.55       -13 

3.16      20 

4.0          3.6 

8,534        2,132 

'              Bfc*                                 kefs;  FT  Interactive  Data,  Market  Guide  and  Thomson  Financial/IBES  via  FactSet  Research  Systems. 
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SMALL   WONDER 
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Actual  chip  size  at 
least  25  times  smaller. 


bu're  looking  at  the  Mu  (u)-chip,  the  smallest  chip**  on  the  planet.  Mu-chip 
an  be  attached  to  most  things,  including  passports  and  bank  notes.  It  is 
evolutionizing  security  and  authentication  technologies  with  its  intelligent  data 
torage  abilities.  As  an  egg  brings  new  life,  so  Hitachi  is  always  looking  to  bring 
new  quality  to  life.  Hitachi  is  working  throughout  the  various  fields  of  life 
ciences,  this  includes  all  human  protein  analysis  through  which  lives  can  be 
aved  and  prolonged.  Small  wonders  building  big  futures.  Visit  Hitachi  on  the 
i/eb  and  see  how  we're  inspiring  the  next  with  our  advanced  technologies  and 
tnovative  solutions. 

Actual  chip  size  measures  0.4  mm  x  0.4  mm   "Smallest  RFID  (radio  frequency  identification)  chip 
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HITACHI 

Inspire  the  lMext 

http://global.hitachi.com/inspiri 


THE    INTERNATIONAL    500 


X  If  you  throw  up  your  hands  trying  to  find  an  active  international  fund  that  can 
heat  the  market;  consider  an  international  exchange-traded  fund.  The  good 


things  ah^'t  FTFs  include  low  taxes  and  low  costs. 


Go  Abroad — On  the  Cheap 


BYTRICIA  MCGINNIS 


ETF   ALTERNATIVES 


The  Ishares  MSCI  Pacific  ex-Japan  Index 
Fund  has  held  its  own  this  year. 


THE  UP-AND-COMING  MARKETS  ALONG  THE  PACIFIC 
Rim  have  some  appeal  for  U.S.  investors  looking  for 
portfolio  diversity.  But  to  participate  in  a  typical 
fund  that  specializes  in  this  region,  you  could  be  pay- 
ing as  much  as  two  percent- 
age points  a  year  in  fund  overhead. 
That's  the  expense  ratio  of  the  AIM 
Asian  Growth  Fund,  for  example. 

All  the  more  reason  to  index,  and 
one  good  way  to  do  that  is  to  buy  a  so- 
called  exchange-traded  fund  such  as 
the  Ishares  MSCI  Pacific  ex- Japan  Index 
Fund.  This  Ishares  fund  has  annual  ex- 
penses of  only  0.5%.  Recently  this  fixed 
basket  of  foreign  stocks  has  done  well, 
thanks  to  a  weak  dollar  and  strong  Pa- 
cific Rim  markets,  particularly  Aus- 
tralia's. Total  return,  year-to-date,  is 
5.8%.  Here's  where  low  expenses  make 
a  difference:  The  average  mutual  fund 
investing  in  these  markets  has  a  year- 
to-date  return  of  only  5.4%. 

The  first  exchange-traded  fund 
appeared  in  1993,  and  U.S.  investors 
now  have  their  choice  of  101.  The  biggest  sponsor  of  ETFs 
based  on  foreign  markets  is  Barclays  Global  Investors,  which 
offers  33  such  funds. 

IVluch  like  traditional  index  funds,  international  ETFs  often 
attempt  to  mirror  the  performance  of  one  of  the  Morgan  Stan- 
ley Capital  International  indexes.  Most  target  a  specific  coun- 

F  0  R£  I  G  M  fXFLQ_S_LLBJE 


try,  but  some  track  regions.  Morgan's  EAFE  index  of  Europear 
Australian  and  Far  East  markets  is  available  as  the  Barcla) 
Ishares  EAFE.  The  exchange-traded  fund  tracking  the  S&P  Lati 
America  40  Index  is  called  Ishares  S&P  Latin  America  40. 

You  don't  get  outstandingly  gool 


120  Ratio  scale 

Ishares  MSCI  Pacific 
110 

ex-Japan  ETF 

12/28/01=100                /"ta^\_/^                       ^*" 

9„^^V\ 

80 

S&P 500  \ 

i  i  i  I  i  i  i  i  i  i  i  l  l  l  l  l  1 
12/28/01 

IIIIMIM 
6/25/02 

Source:  Market  Guide  via  FactSel  Research  Systems. 


st  low  expenses  and  have  beaten  the  S&P  year-to-date. 


ETF  Ins  , 

_  MSC 
msc:  A 

MSC 
MSCI  Pi 


Recent 
price 


YEAR-TO-DATE 

PRICE 

CHANGE 


ASSETS 

(Sum) 


MSCI  South  < 
S&P/TOPIX  150 

Pricos  as  of  Juno  25.  Above  Isharo;;  i 


$10.13             7% 
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$0.84 
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19 

0.84 

16 

7 

91 

0.84 

70 

6 

94 

0.50 

135 

23 

94 

0.99 

78 

G 

33 

0.50 
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1    '•'                     BStlng,  Sources:  Barclays  Global  Investors:  FT 
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results  with  an  index  fund  but  yo 
don't  get  outstandingly  bad  one; 
either.  "With  ETFs,  investors  know  e? 
actly  what  they're  buying  and  shou 
expect  very  little  performance  devi; 
tion  from  the  index  being  tracked 
says  J.D.  Steinhilber  of  Agilelnves 
ing.com,  an  ETF  advisory  service. 

For  example,  the  Ishares  MSCI  P; 
cific  ex-Japan  Index  Fund,  which  w. 
started  in  October  of  last  year,  tracl 
the  performance  of  an  index  coverir 
Australia,  Hong  Kong,  New  Zealan 
and  Singapore.  Its  share  price  was  n 
cently  $57.  Among  the  top  holdings  i 
this  market-cap-weighted  index  are  N 
tional  Australia  Bank,  up  23%  for  tl 
year,  and  BHP  Billiton,  an  Australia 
mining  company,  which  has  risen  9°/ 
ETFs  trade  like  shares,  so  you  get  a  position  in  this  kind 
index  fund  with  a  buy  order,  in  the  case  of  most  Ishares  on  tl 
American  Stock  Exchange.  Your  transaction  cost  is  the  stocl 
broker's  commission  plus  a  small  bid/ask  spread  on  the  floor 
the  exchange.  A  no-load,  open-end  index  fund,  in  contrast,  h 
no  entrance  or  exit  cost  but  may  run  up  a  higher  expense  rati 
The  open-end  fund  also  has  the  potenti 
downside  of  unexpected  capital  gains  di 
tributions  made  when  the  fund  sells  a; 
predated  stocks  to  meet  redemption  o 
ders.  ETFs  never  have  this  problei 
although  they  might  (like  open-er 
funds)  create  capital  gains  headaches  whi 
a  stock  is  removed  from  the  index  (say, 
a  merger).  By  and  large,  however,  the  or 
capital  gain  you  have  on  an  ETF  com 
when  you  sell  out  of  the  fund,  presumab 
many  years  hence. 

The  table  lists  six  ETFs  with  positi 
returns  in  the  first  five  months  of  20C 
when  the  S&P  500  was  off  7%. 


ANNUAL 
EXPENSES 
PER  $100 


Stocks 
in 

FUND 
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THE    I  NTERN ATI  ON AL    50  0 


Tf  yon  want  to  invest  abroad,  know  the  local  accounting  rules — or  stick  to  buying 


shares  in  giant  multinational  corporations  that  also  report  financial  results  according 
to  I  J.S.  generally  accepted  accounting  principles. 

Tower  of  Babel 


BY  MICHAEL  MAIELLO 


ENRON,  TYCO,  WORLDCOM— INVESTORS  OVERSEAS 
have  plenty  to  criticize  in  American  accounting. 
U.S.  investors  have  their  own  gripes  about  account- 
ing in  Europe  and  Asia:  There  is  a  cacophony  of 
financial  voices.  Forbes  International  500  compa- 
nies adhere  to  no  fewer  than  26  different  accounting  standards, 
none  quite  the  same  as  the  U.S.  generally  accepted  accounting 
principles  (GAAP). 

Corporations  also  pay  a  high  price  to  cut  through  all  the 
noise.  For  example,  companies  involved  in  cross-border  mergers 
spend  hundreds  of  hours  reconciling  financial  statements  before 
they  pull  the  trigger.  "We  had  problems  figuring  out  the  finan- 
cials  within  our  own  company  as  subsidiaries  in  101  countries 
reported  under  various  standards,"  says  Thomas  Jones,  who  was 
once  principal  financial  officer  at  Citigroup,  and  is  now  vice 
chairman  of  the  International  Accounting  Standards  Board 
(IASB)  in  London. 

A  single  set  of  rules  would  make  cross-border  investing  easier, 
and,  fortunately,  one  is  in  the  works.  That  standard,  called  the 
International  Accounting  Standard,  will  be  implemented  in  2005, 
when  7,000  companies  publicly  traded  on  European  Union 
exchanges  are  required  to  switch  from  their  local  accounting  rules 
to  IAS,  which  is  meant  to  resemble  GAAP.  Jones  predicts  that  IAS 
will  become  so  popular  that  by  2010  the  world — including  the 
U.S. — will  use  one  standard,  even  if  there  are  a  few  names  for  it. 
For  now,  investors  have  to  be  wary  applying  U.S.  valuation 


OVER  HERE  AND  ACROSS  THF  PDNin 


IAS  is  closer  to  U.S.  GAAP  than  any  other  standard  in  Europe,  but  there  are  notable  differences 


US.  GAAP 


Research  and  development 
costs  must  be  expensed. 


Research  must  be  expensed  but 
development  can  be  capitalized. 


Subsidiary  results  not  consolidated 
unless  parent  company  owns  51%. 


Interest  on  icons  for  self-construction 
projects  must  be  capitalized. 

No  -sou  rement  to  log  stock  option 
cotrmei  as  an  expense. 

No  pc  aftet  a  merger  deal 

is  accounte<  purchase  accounting. 

Source:  International  101  ting  jnd  Analysis 


standards  to  companies  in  other  countries.  To  get  a  sense  of  the) 
pitfalls,  compare  home-country  and  GAAP  results  for  one  of  the) 
multinationals  that  file  both  ways.  Swiss  drugmaker  Novartis,  fon 
example,  computes  a  GAAP  income  as  well  as  an  IAS  income 
because  its  shares  are  listed  on  the  New  York  Stock  Exchange.  For' 
2001  its  Swiss-reported  earnings  were  $4.1  billion,  but  its  GAAH 
earnings  were  only  $2.8  billion.  The  two  main  reasons  for  the  dis- 
crepancy: IAS  allows  drug  development  costs  to  be  capitalized,! 
while  GAAP  requires  immediate  writeoff  of  these  costs;  IAS 
ignores  dips  in  the  value  of  an  investment  portfolio,  while  GAAH 
insists  they  be  taken  into  income  immediately. 

Allan  Afterman,  author  of  International  Accounting,  Financial 
Reporting  and  Analysis,  believes  that  the  U.S.  should  adopt  the  IAS 
rules  on  accounting  for  research  and  development:  "If  develop- 
ment isn't  an  asset  at  a  drug  company,  then  it  isn't  one  anywhere." 

Only  a  minority  of  European  firms  use  IAS.  Meanwhile,  there  < ; 
are  still  further  discrepancies  for  investors  to  deal  with.  David, 
Cairns,  who  advises  companies  on  the  switch  to  IAS,  and  was 
from  1985  to  1994  the  secretary  general  of  the  International 
Accounting  Standards  Committee,  the  predecessor  of  the  IASB, 
compares  German  automaker  Volkswagen's  2000  results  under 
IAS  against  existing  German  accounting  rules.  VW  received  a  10% 
boost  in  net  income  under  IAS  from  a  rule  allowing  it  to  capital- 
ize its  development  costs  for  new  cars  and  an  18%  increase  in 
profits  for  treating  car  leases  as  receivables. 

Don't  be  too  chauvinistic  about  accounting  rules;  there  is 

plenty  not  to  like  about  GAAP. 
For  political  reasons  (pressure, 
that  is,  from  technology  firms), 
U.S.  accounting  rules  pretend 
that  compensation  paid  to 
employees  in  the  form  of 
options  is  not  a  cost  of  doing 
business.  The  IASB  plans  to 
require  recognition  of  these 
expenses  in  the  income  state- 
ment. Says  Trevor  Harris,  an 
international  accounting  expert 
at  Morgan  Stanley,  "That's  the 
issue  that  will  cause  a  lot  of 
people  [in  the  U.S.]  to  either 
accept  or  reject  IAS.  The  IASB 
has  taken  the  high  road."        F 


INTERNATIONAL  ACCOUNTING  STANDARDS 


Subsidiary  results  are  consolidated  if 
the  parent  has  "economic  control"  of  a 
subsidiary,  regardless  of  ownership  percentage 


Company  can  choose  whether  to  capitalize 
or  expense  such  interest. 


IASB  plans  that  the  cost  of 

stock  compensation  will  be  expensed 


IASB  currently  allows  pooling  in  mergers  without 
a  clear  acquirer. They  plan  to  eliminate  this. 
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ive  Them  the  Simple  Life 

Jecade-lonq  avalanche  of  new  high-tech  tools  has  left 
lerica's  most  frequent  flyers  overloaded  both  mentally 
1  physically.  To  solve  the  crisis,  corporate  travelers  need 
carry  fewer  gadgets  to  become  more  productive. 


ometime  during  the  last  five  years,  and 
even  the  trend-watchers  know  exactly 
sn,  travel  technology  stopped  being 
ut  which  cool  new  tools  corporate  exec- 
es  could  take  on  the  road  and  started 
ig  about  which  unnecessary  gadgets 
/could  leave  behind. 


A  decade-long  flow  of  gear  -  mobile 
phones,  pagers,  portable  computers,  per- 
sonal digital  assistants,  wireless  e-mail 
devices  -  has  fundamentally  changed  how 
business  travelers  live  their  lives  on  the 
road.  Not  all  the  change  has  been  for  the 
better.  Traveling  executives  are  increasing- 


ly bogged  down,  mentally  as  well  as  phys- 
ically, by  all  the  high-tech  tools  they  are 
expected  to  carry  on  each  and  every  trip. 

A  fully  loaded  business  traveler  now 
often  needs  a  separate  piece  of  carry-on 
luggage  to  tote  the  technology  and  its 
attendant  cords,  peripherals,  batteries  and 
adapters.  Yet  an  extra  case  is  what  cor- 
porate travelers  need  least  in  the  days 
after  September  11.  Now  that  airport 
security  agents  individually  examine  each 
laptop  and  carefully  inspect  virtually  every 
piece  of  cable,  the  time  cost  of  carrying 
too  much  technology  on  the  road  has 
risen  dramatically. 

But  the  mental  toll  of  the  new  technolo- 
gy can  be  even  more  debilitating.  Business 
travelers  were  once  blissfully  ignorant  of 
what  went  on  back  home  or  at  the  office. 
They  controlled  the  information  flow  on  the 
road  and  caught  up  only  if  and  when  they 
chose  to  check  in  from  a  pay  phone  or  a 
hotel  room.  But  the  omnipresence  of  the 
new  travel  technology  demands  they 
remain  in  contact  24/7/365.  Since  they  now 
can  be  effortlessly  reached  almost  any- 
where on  the  planet,  the  folks  back  home 
expect  business  travelers  to  deal  on  the  fly 
with  a  never-ending  torrent  of  electronic 
mail,  faxes,  phone  calls  and  other  data. 

Listen  to  the  simultaneous  trilling  of  cell 
phones  the  moment  the  doors  open  on  an 
arriving  flight.  Watch  the  madding  crowd  in 
any  airport  club  bashing  away  at  laptops. 
Peek  in  the  window  of  a  passing  cab  and 
see  the  passenger  hurriedly  manipulating 
a  personal  digital  assistant  (PDA).  The  truth 
is  unavoidable:  Business  travelers  have 
become  tools  of  their  high-tech  gadgets. 
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Prisoners  of  the  very  technologies  they 
once  coveted. 

LET'S  GET  SIMPLE 

How  do  corporate  travelers  stop  the 
madness?  How  do  they  live  the  simple  life 
on  the  road? 

They  get  simple.  They  get  choosy  and 
extremely  selective  about  the  high-tech 
devices  they  tote.  They  decide  to  carry 
fewer,  better  tools  rather  than  every  fan- 
ciful new  gadget  invented.  They  travel 
with  one  or  two  carefully  chosen  products 
that  can  perform  a  wide  range  of  services. 
The  right  high-tech  tool  will  reduce  the 
bulk  they  need  to  carry.  It  also  will  ease 


Since  most  every  corporate  traveler 
needs  telephonic  communications,  the  log- 
ical place  to  start  in  the  search  for  simplici- 
ty is  with  the  ubiquitous  wireless  phone. 
It's  long  past  time  for  every  business  trav- 
eler to  switch  to  the  newest  generation  of 
small,  light,  super-powered  wireless 
phones.  They  are  capable  of  making  and 
receiving  calls  around  the  world,  and  they 
do  a  creditable  job  of  sending,  receiving 
and  displaying  short  text  messages. 

The  networks  and  calling  plans  powering 
mobile  phones  also  continue  to  improve. 
The  Cingular  Nation  plans  from  Cingular 
Wireless,  for  example,  are  ultra  simple:  no 
long-distance  charges  and  no  roaming 


SINCE  MOST  EVERY  CORPORATE  TRAVELER  NEEDS 
TELEPHONIC  COMMUNICATIONS,  THE  LOGICAL  PLACE 
TO  START  IN  THE  SEARCH  FOR  SIMPLICITY  IS  WITH 
THE  UBIQUITOUS  WIRELESS  PHONE. 


the  mental  strain  because  they'll  be  able 
to  channel  their  information  flow  through 
a  single  device. 

But  there  is  an  immutable  physical  truth: 
There  is  no  one  magic  box  that  will  work 
for  each  and  every  corporate  flyer.  Each 
traveler's  needs  are  unique.  There  are,  how- 
ever, several  excellent  alternative  from 
which  to  choose. 


charges  wherever  a  business  traveler  calls 
in  the  U.S.  Plans  start  as  low  as  $29.99  a 
month  and  include  250  minutes  of  any- 
time/anywhere calling.  For  heavy  mobile 
phone  callers,  Cingular  Nation  plans  even 
include  up  to  3,000  anytime/anywhere  min- 
utes a  month  for  just  $199.99. 

The  text-messaging  functions  of  the 
newest  mobile  phones  allow  most  travel- 


ers to  ditch  their  pagers  and,  at  least  c 
brief  trips,  jettison  their  laptops,  since  thil 
can  receive  e-mail  on  the  phone's  displi 
screen.  Of  course,  nothing  replaces  a  fi] 
functional  laptop  for  travelers  who  net 
everything  in  one  box.  Even  then,  howe 
er,  mobile  phones  are  proving  their  vale; 
because  they  can  be  adapted  to  act  aq 
wireless  modem  for  the  laptop. 

Cingular's  Data  Connect  service,  inti 
duced  in  mid-May,  gives  business  travelei 
the  ability  to  wirelessly  access  their  corp 
rate  intranet,  share  files,  send  and  recei 
e-mails  and  access  the  Internet.  A  sc 
ware-based  product,  Data  Connect,  allo\ 
Cingular  phones  to  be  used  as  a  wirele 
modem  for  a  laptop  or  even  a  PDA.  It  si 
ports  most  operating  systems,  includes 
easy  configuration  wizard,  can  be  us 
either  with  a  serial  or  a  USB  port  a 
requires  only  a  networking  cable.  (For  mc' ' 
information  on  Cingular  Data  Conne 
consult    the    Cingular    Web    site 
http://www.cingular.com/beyond_voice/fc 
mess/data_connect.) 


LIGHTENING  THE  LAPTOP 

The  mobile  phone/laptop  connecti 
becomes  more  compelling  than  e\ 
when  corporate  travelers  realize  that  t 
latest  generation  of  portable  computt 
has  solved  three  nagging  problen 
weight,  size  and  power  consumption. 

Technological  breakthroughs  have  eli 
inated  the  size  problem  for  the  so-cal1 
ultralight  class  of  notebook  compute 


ITH 


AT'S  WHY  WE 


AIRLINE  WITH  THE  MOST  DE5TINA 


JMJLi 


IN  MEXICO 


t  AEROMEXICO 


JEYirA 


Who  else? 


1 -800-AEROMEX  www.aeromexico.com 
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These  machines  are  about  an  inch  thick 
and  smaller  than  a  hefty  issue  of  a  maga- 
zine. They  are  so  tiny  that  you  can  even 
open  them  and  use  them  while  wedged  in 
a  coach  seat.  Yet  they  boast  speedy  micro- 
processors, ample  memory,  large  hard 
drives,  fully  functional  CD  burners  and/or 
DVD  drives,  decent  keyboards  and  12-  or 
even  14-inch  color  screens. 

Weight  is  no  longer  an  issue,  either, 
since  these  ultraslim  machines  weigh  in  at 
about  3  pounds.  How  do  they  do  it?  Heav- 
ier components  such  as  floppy  drives,  CD- 
ROM  drives  and  DVD  drives  are  external 
components.  Off-loading  the  drives  not 
only  cuts  the  weight,  but  it  allows  corpo- 
rate travelers  to  choose  the  components 
they  actually  need  to  carry  on  each  trip. 
Many  frequent  flyers  have  learned  that 
they  almost  never  need  to  carry  the  exter- 
nal floppy  or  other  drives.  But  travelers 
who  do  need  the  drives  can  mix,  match 
and  swap  them  as  required  on  each  trip. 

Even  laptop  power  issues  have  largely 
disappeared.  Six-hour  batteries  are  option- 
al add-ons  for  ultralight  machines.  And 
third-party  vendors  sell  cables  that  connect 
a  laptop  to  a  car's  cigarette  lighter  or  to  the 
power  points  that  have  been  popping  up 
at  the  seats  in  the  premium  classes  of 
longer-haul  flights.  Several  U.S.  carriers 
have  even  begun  placing  laptop  power 
points  in  their  coach  cabins. 

LET'S  GET  t'ERSC 

In  their  drive  to  simplify,  some  corporate 
travelers  have  decid  itch  even  th 

slimmed-down,  ultralii  ti  ps.  Th  •■ 


most  often  replace  their  portable  comput- 
er with  a  PDA.  It's  not  hard  to  understand 
that  decision  when  you  examine  the  best 
of  the  newest  generation  of  PDAs.  They 
allow  users  to  download  data  directly  to 
their  desktop  computers,  many  have  built- 
in  mobile  phones  and  a  few  even  do  a 
passable  job  of  surfing  the  Internet  and 
corporate  intranets.  All  this  comes  in  wire- 
less, battery-powered  packages  no  larger 
than  a  small  paperback  book. 

For  other  business  travelers  who  have 
abandoned  their  laptops,  the  so-called  killer 
app  that  has  made  it  all  possible  is  the  RIM 
interactive  messaging  device.  These  tiny 
wonders  have  won  a  fanatical  following 
because  they  are  incredibly  small,  often  no 
larger  than  an  old-style  pager.  Yet  RIM 
devices  are  remarkably  powerful:  They 
send  and  receive  text  messages,  send  and 
receive  Internet  e-mail,  send  messages  to 
a  fax  machine  and  organize  contact  and 
address  books,  task  lists  and  notes. 

The  RIM  957  Wireless  Handheld  offered 
by  Cingular,  for  example,  has  a  built-in 
modem,  displays  up  to  20  lines  of  text  and 
has  an  ingenious  keyboard  that  can  be 
operated  with  your  thumbs.  The  price  is 
extremely  reasonable:  just  $299  for  the 
handheld  device  itself  and  as  little  as 
$16.99  a  month  for  service. 

n  the  ;ong  run,  each  individual  corporate 
traveler  needs  to  make  his  or  her  own  high- 
■  ;.  But  one  thing  is  abundant- 
ly clear:  The  road  to  high-tech  hell  is  paved 
h  too  many  gadgets.  Leave  something 
:  i  your  next  trip,  and  your  back  and 
brain  will  thank  you  for  it. 


A  Timely  Airline  Tale 
Which  airline  is  the  most  punc 
tual  carrier  in  the  Americas? 
Nope.  Wrong  answer.  Nope. 
Wrong  again. 

Give  up?The  answer  is 
AeroMexico.  More  than  85% 
of  the  Mexican  airline's  flights 
arrived  on  time  last  year,  betttf 
than  the  performance  of  the  1j 
largest  carriers  in  the  U.S.  Ann 
AeroMexico  is  no  one-year 
wonder,  either. The  airline  has 
posted  a  better  on-time  recon 
than  any  major  U.S.  carrier 
every  year  since  1990. 

"On-time  performance  is  [oun 
absolute  priority,"  said  Rolf 
Hoehn,  AeroMexico's  vice 
president,  U.S.  division.  "Our 
staff  has  worked  very  hard  to 
maintain  our  industry-leading 
record.  AeroMexico's  objectiv 
is  to  continue  to  be  the  most 
punctual  airline  in  the  world. 
It's  a  matter  of  pride  to  us." 

AeroMexico  is  bringing  its  him 
quality,  in-flight  service  and  c 
time  performance  to  nonstop 
flights  between  NewYork's 
John  F.  Kennedy  Airport  and 
Monterrey.  Effective  July  8, 
there  will  be  four  weekly  fligh 
between  the  two  destination; 
The  new  service  further  wide  i 
AeroMexico's  vast  network, 
which  already  includes  43 
cities  in  Mexico,  six  countrie: 
in  Europe  and  South  Americ; 
and  80  destinations  in  Canac 
and  the  U.S. 


When  nearly  half  of  the  Fortune  1000 
count  on  you,  a  pattern  starts  to  emerge. 


n  leading  businesses  need  a  wireless  partner  to  keep  things  moving,  they  turn  to  us.  That's  why  we've 
rged  as  the  number  one  wireless  carrier  for  business  data  users.  With  Cingular,  you  get  everything  from 
ness  calling  plans  and  corporate  email  to  interactive  messaging  and  CRM  solutions-all  built  around  your 
pany's  specific  needs  and  goals.  Maybe  it's  time  you  noticed  the  shape  business  is  taking  to  express 
f.  To  see  how  we  can  build  a  wireless  solution  around  you,  give  us  a  call  at  1-866-446-7599  or  visit  us 
"ww.cingular/business.com.  Also,  feel  free  to  download  our  "orange"  paper,  Executive  Guide  to 
irprise-Wide  Wireless  Data  Strategies,  when  you  visit  our  website. 


Xcingular 

WIRELESS 

What  do  you  have  to  say? 


Wireless.  "What  do  you  have  to  say?"  and  the  graphic  icon  are  Service  Marks  of  Cingular  Wireless  LLC  ©2002  Cingular  Wireless  LLC.  Fortune  is  registered  trademark  of  Time.  Inc.  Photos  used  with  permission  of  the  NYSE 
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Summer  Travel  Tip  Sheet 

It  goes  without  saying  that  this  will  be  a  summer  travel 
season  like  no  other  in  American  business  travel  history. 
Still  just  a  few  months  removed  from  the  tragedies  of 
September  11,  airlines,  airports  and  corporate  travelers  are 
all  trying  to  make  difficult,  and  sometimes  unprecedented, 
adjustments.  Here  are  some  tips  for  coping  with  life  on  the 
road  this  summer. 


STAY  CLOSERTO  HOME 

If  you're  planning  meetings  or  confer- 
ences, stay  close  to  home  instead  of 
choosing  a  far-off  destination  that 
reguires  you  to  fly.  Some  careful  plan- 
ning will  yield  perfectly  acceptable 
meeting  and  conference  venues  close  to 
home  and  within  driving  distance. 

FLY  EARLY  IN  THE  DAY 

If  you  must  fly,  then  plan  your  flights  more 
carefully.  Transportation  Department  sta- 
tistics show  that  flights  scheduled  to 
depart  and  arrive  early  in  the  day  have  a 
better  on-time  performance.  Flying  early 
has  another  advantage:  If  your  selected 
flight  is  canceled,  then  you'll  have  a  bet- 
ter chance  of  being  rebooked  on  a  flight 
later  in  the  day.  Conversely,  if  you  book 
an  evening  flight,  you're  not  only  subject 
to  longer  delays,  you  may  not  get  on 
another  flight  that  day  if  your  original 
one  cancels. 

EXPECT  Sa- 
lt's safe  to  assui 
ty  checkpoints  ai 
and  that  they'll  move 
summer.  Why?  The  ne 
Security  Administration  w  rig  it: 

own  screeners  into  many    3ii ,       .  this 


summer,  and  that  is  sure  to  cause  some 
confusion.  Worse,  hordes  of  summer 
leisure  travelers  will  be  making  their 
first  flights  since  September  11,  and 
many  will  be  flummoxed  by  the  new 
rules  and  routines. 

USE  YOUR  AiRPORTTIME  BETTER 

Since  you'll  be  spending  a  lot  more  time  at 
the  airport,  use  that  time  to  your  best 
advantage  by  joining  as  many  airport 
clubs  as  you  can.  They  remain  the  only 
oases  of  productivity  in  the  airport  mael- 
strom. At  an  absolute  minimum,  you 
should  be  a  member  of  the  club  network 
sponsored  by  the  airline  you  fly  most  fre- 
guently. 

PROGRAM  YOUR  MOBILE  PHONE 

Program  your  mobile  phone's  speed-dial 
buttons  with  the  toll-free  reservations 
numbers  of  the  airlines  you  fly  and  the 
hotel  chains  you  prefer.  This  will  give  you 
a  leg  up  if  a  security  scare  shuts  down  an 
airport  terminal  or  bad  weather  wipes 
out  a  slate  of  flights.  You'll  be  able  to  use 
the  preprogrammed  airline  phone  num- 
bers  to  rearrange  your  flights  without 
going  back  to  the  airline  ticket  counter. 
The  preprogrammed  hotel  phone  num- 
bers will  come  in  handy  if  you  need  to 


reserve  a  hotel  room  at  the  airport  or 
town  on  short  notice. 

SHIP  PARCELS,  DONT  CHECKTHEM 

Reduce  your  stress  level  by  mailing, 
shipping  conference  materials  and  otli 
collateral  items.  In  this  day  and  a, 
they're  simply  not  worth  checking.  Us 
a  reliable  package-express  service  n 
cost  a  few  dollars,  but  the  material  will 
there,  and  you  don't  have  to  carry  it  i 
deal  with  security. 

PACK  A  MEAL  AND 
PLENTY  OF  WATER 

U.S.  airlines  have  cut  back  on  meal  ser 
in  coach,  so  pack  a  sandwich  or  a  sr 
picnic.  Or  pick  up  a  snack  at  the  airr, 
food  court.  And  carry  plenty  of  bot 
water.  Airline  travel  is  dehydrating, 
you  should  drink  at  least  8  ounce; 
water  for  every  hour  of  flying. 


Joe  Brancatelli  is  the  editor  and  publi 
0fJ0eSentMe.com,  a  noncommercial 
site  for  business  travelers.  He  is  alsc 
former  executive  editor  of  Frequent  I 
magazine.  His  columns  on  business  t, 
appear  in  magazines  and  newspa 
throughout  the  country.  Contact  hi 
JBrancatelli@aol.com. 
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Another  Dimension 

Chipmakers  are  running  out  of  room.  The  answer  might  lie  in  3-D. 

BY  BENJAMIN  FULFORD 

Turns  out  chipmakers  and  big-city  developers  have  a  similar  problem:  They 
are  running  out  of  space.  In  less  than  a  decade,  engineers  figure  they  will 
have  packed  all  the  computing  power  they  can  into  a  microchip's  tiny  real 
estate,  ending  the  yearly  leaps  in  processing  speed  we  take  for  granted. 
One  long-proposed  solution:  Pull  a  Donald  Trump  and  build  up  instead 
of  out.  You  can  pack  more  tenants  in  a  skyscraper  than  in  a  ranch  house;  why  not 
turn  the  microchip  into  a  cube  to  get  more  computing  power  in  the  same  space? 

Yet  no  one  has  succeeded  in  30  years  of  effort  to  make  a  commercially  viable, 
three-dimensional  chip.  Most  chipmakers,  including  Intel,  Hewlett-Packard  and 
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IBM,  have  jumped  past  3-D  in  favor  of 
nanotechnology,  which  could  let  them 
string  individual  molecules  together  to 
create  chips  a  hundredth  the  size  of 
today's — in  len  years.  Undaunted,  two 
3-D  chipmakers,  working  across  the 
globe  from  each  other,  say  they  are  close 
to  pulling  it  off.  If  they  are  right,  it  will 
change  the  face  of  electronics  by  increas- 
ing semiconductor  power  and  speed  by  a 
factor  of  10 — at  no  additional  cost.  The 
3-D  chip  would  extend  Moore's  Law, 
which  states  that  a  chip's  components  will 
double  every  18  months,  for  years  beyond 
current  theoretical  limits. 

The  two  3-D  designs  use  different 
approaches,  but  both  are  meant  to  bypass 
the  same  problem:  In  as  little  as  a  decade, 
microchip  circuits  will  become  so  thin 
that  electrons  will  slip  off  their  paths  and 
collide,  a  phenomenon  known  as  quan- 
tum tunneling.  A  3-D  structure  would 


mean  "we  would  not  have  to  worry  about 
theoretical  limits  for  30  years,"  says  Fujio 
Masuoka,  who  has  been  working  on  a  3- 
D  design  for  eight  years.  Masuoka  has 
minimal  support  and  funding,  but  his 
pedigree  makes  him  a  contender:  The 
former  Toshiba  engineer  invented  "flash 
memory" — tiny  chips  in  cell  phones  and 


chip;  he  says  it  will  be  ready  in  five  years 
He  had  better  hurry.  Santa'  Clan 
Calif.-based  Matrix  Semiconductoi 
which  has  raised  $80  million  from  Thorn 
son  Multimedia,  Sony,  Kodak,  Bench 
mark  Capital  and  Microsoft,  says  it  hai 
created  a  3-D  chip  it  will  start  selling  b) 
year-end,  first  to  Thomson,  which  wil 


3-D  chips  could  extend  Moore's  Law  for 
30  YEARS  beyond  its  theorelicallimils, 


other  gadgets  that  don't  lose  data  when 
the  power  shuts  off — and  spawned  a  $76- 
billion-a-year  industry. 

Yet  the  59-year-old  received  just  a  few 
hundred  dollars  for  his  triumph.  He  left 
Toshiba  in  1994  to  become  a  professor  at 
Tohoku  University  at  Sendai  in  northern 
Japan.  There  he  and  a  small  team  of 
researchers  have  been  working  on  a  3-D 


Tower  Mfower 


Fujio  Masuoka's  3-D  chip  design  transforms  a  flat  chip  into  a  cylinder,  increasing 
the  speed  at  which  electrons  travel  from  circuit  to  circuit.  He  says  his  chip  will  be 
ten  times  as  fast  as  flat  designs  and  will  cost  only  a  tenth  as  much. 


Masuoka's  semiconductor 
consists  of  a  pillar  made  of 
silicon  filled  with  electrical 
circuits.  As  with  aflat  chip, 
the  key  is  to  alter  the  flow  of 
electrons  on  a  circuit  called  a 
bit  line  (the  v-shaped  part  at 
the  top  of  the  pillar).  The  size 
of  the  flow  determines 
whether  the  bit  of  data  that 
will  be  held  in  the  memory 
cells  is  a  zero  or  a  one. 

The  select  gate  determines 
which  bit  line  the  electrons 
flow  through.  The  floating 
gate  affects  the  amount  of 
electrons  flowing  through  the 
control  gun: 
is  where  the  wiri\ 
the  senticondm 


Source:  Fujio  Masuoks. 
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use  them  in  a  line  of  digital  cameras! 
Microcubes  could  eventually  replace  alt 
semiconductors,  but  for  now  their  would-; 
be  inventors  foresee  them  replacing)' 
Masuoka's  progeny,  flash  memory. 

For  three  decades  engineers  at  Stan 
ford,  Livermore  Labs  and  elsewhere 
couldn't  overcome  the  obstacles  to  a  3i 
D  semiconductor.  They  couldn't  figure 
out  how  to  build  a  chip  up,  vertically 
while  still  conducting  electrical  current! 
in  their  circuitry;  the  currents  naturalhj 
move  better  side-to-side.  Executives  x 
Matrix  say  they  have  solved  the  prob- 
lem by  emulating  the  flat-panel  display 
industry,  which  has  figured  out  how  to 
place  the  circuits  on  glass  substrates  by 
developing   "thin-film"   transistors 
They  are  also  using  a  polishing  proces: 
that  smoothes  the  metal  that  sits  abovf 
the  circuitry  so  engineers  can  place  an 
other  layer  of  transistors  on  top,  sand 
wich-style. 

Most  important,  the  Matrix  design  i 
meant  to  be  manufactured  at  existin; 
chip  plants,  saving  money  and  time 
Matrix  doesn't  own  a  plant  itself;  it  ha 
contracted  the  work  out  to  Taiwan-base< 
Taiwan  Semiconductor  Manufacturin 
Corp.,  which  can  use  its  standard  equip 
ment  to  make  the  3-D  chips. 

Masuoka's  design,  by  contrast,  i 
much  more  ambitious  and  much  mor 
expensive.  Rather  than  layer  the  chip  ch 
cuitry  atop  one  another,  he  has  designe 
the  circuitry  itself  to  stand  vertically;  h 
says  the  design  will  have  a  crucial  spee 
advantage.  He  estimates  tooling  and  clea 
room  costs  will  run  up  to  an  addition! 
$80  million.  So  far  he  has  used  universil 
and  private  grants  to  fund  the  $10  millio 
he  has  spent  to  date,  and  he  figures  th 
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same  sources  will  provide  another  $5  mil- 
lion before  he  is  done;  thereafter  he  will 
need  to  land  venture  capital  money. 

Masuoka,  a  shy  but  confident  man, 
won't  admit  it,  but  losing  the  3-D  chip 
race  would  hurt.  The  new  chips  were  sup- 
posed to  be  Masuoka's  chance  to  redeem 
himself — and  get  rich — after  pioneering 
flash  memory  and  getting  little  credit  and 
even  less  money  for  his  efforts. 

The  engineer  had  always  seemed  des- 
tined for  great  things.  Before  he  joined 
Toshiba  in  1971,  he  invented  a  type  of 
memory  (known  as  SAMOS)  while  study- 
ing for  his  doctorate  at  Tohoku  Univer- 
sity. After  five  years  at  Toshiba,  he 
invented  another  type  of  memory  and 
was  then  moved  to  the  semiconductor 
production  division,  where  he  developed 
a  1 -megabit  DRAM. 

What  fired  him  up,  though,  was  one 
of  the  biggest  challenges  facing  the  indus- 
try in  the  1970s:  How  to  find  a  way  to 
retain  memory  so  that  data  didn't  vanish 


mildly  surprised  when  a  number  of  U.S. 
companies,  including  Intel,  as  well  as 
some  automobile  manufacturers,  asked 
for  samples. 

Intel  immediately  put  more  than  300 
engineers  to  work  on  flash  memory.  At. 
Toshiba,  meanwhile,  "They  let  five  guys 
help  me  on  a  part-time  basis,"  Masuoka 
says.  Although  Masuoka's  group  was  first 
to  market  flash  memory  (with  a  product 
used  in  cars),  it  was  not  long  before  Intel 
completely  dominated  the  market.  In  its 
25-year  anniversary  commemorative 
book,  published  in  1992,  Intel  boasts  how 
it  reversed  the  usual  pattern  of  a  U.S.  in- 
vention being  turned  into  a  Japanese 
product.  It  is  now  Intel's  number  two 
product  after  its  processor  line. 

Masuoka's  work  with  DRAMs,  where 
Toshiba  was  by  then  a  world  leader  and 
most  U.S.  companies  were  withdrawing 
from  the  market,  won  him  a  promotion. 
He  now  had  100  engineers  working  for 
him  in  DRAM  development,  which  was 


to  the  project  to  ensure  that  Toshiba 
gained  an  insurmountable  lead  in  botl 
patents  and  production.  "Toshiba  is  j 
good  company  in  the  sense  that  they  giv< 
middle  managers  enough  autonomy  t<{ 
do  such  things,"  Masuoka  says. 

His  aim  was  nothing  less  than  t( 
replace  the  $50  billion  a  year  market  foff 
hard  disk  drives  on  computers.  FlasH 
memory  has  many  advantages.  It  does 
not  have  any  mechanical  moving  parts,  ij 
uses  less  than  a  hundredth  the  power  of  a 
hard  disk  and  it  can  be  made  very  small] 
Over  time,  its  biggest  disadvantage — higH; 
cost — was  sure  to  be  overcome,  he  felt 
He  was  right:  These  days,  for  anything 
under  256  megabytes  of  memory,  flash  is 
cheaper  than  a  hard  drive. 

Masuoka's  innovations  earned  him  i 
few  hundred  dollars  from  Toshiba  after 
Japanese  newspaper  named  flash  ar 
invention  of  the  year  in  1988.  Although 
he  received  job  offers  from  U.S.  firms 
Masuoka  says  that  "in  those  days  in 


In  as  little  as  a  decade,  microchip  circuits  will  become  so  thin 
that  ELECTRONS  WILL  SLIP  DFF  THEIR  PATH  and  collide. 


every  time  the  power  was  turned  off. 
Engineers  found  it  too  cumbersome  to 
build  such  a  "nonvolatile"  memory  for 
each  and  every  bit  of  data.  Masuoka's 
insight  was  that  information  needed  to  be 
stored  in  big  batches  and  for  a  very  short 
time  rather  than  storing  single  bits  of 
information  for  long  periods.  It  was  eas- 
ier to  engineer  the  retention  of  big 
batches  because  this  could  be  done  with 
much  simpler  and  more  compact  circuit 
design.  Working  nights  and  weekends,  he 
tinkered  with  the  idea. 

Four  years  later  he  produced  the  first 
flash  memory.  "I  was  now  senior  enough 
that  I  could  go  to  the  factory  without  per- 
mission and  order  them  to  make  me 
one,"  he  liority  came  as  a 

result  of  his  innovations  in  his  day  job, 
working  ■ 

When  Ma:-  i  !  flash  at 

the  annual  Intei  lectronics 

Developers  M  ,  Calif,  in 

1984,   the   Anui  ii  ,  nductor 

industry  saw  it  >us  '.  Back 

at  home  his  su]  ,  were 


earning  Toshiba  $  1  billion  a  year. 

Intel,  though,  was  receiving  $2  billion 
dollars  a  year  from  flash  memory,  which 
became  a  vital  component  in  personal 
computers  and  automobile  electronics. 
Other  companies,  like  AMD,  Fujitsu, 
Sharp  and  Mitsubishi,  also  piled  into  the 
market. 

But  Masuoka  was  still  working  on 
flash  improvements.  In  1986  he  was 
spending  half  his  time  in  America  as  a 
witness  in  a  patent  lawsuit  involving 
Toshiba  and  Texas  Instruments  (TI  had 
sued  Toshiba  and  other  Asian  chipmakers 
for  allegedly  knocking  off  its  DRAM 
designs;  all  the  parties  eventually  settled 
out  of  court).  While  waiting  each  time  for 
his  turn  to  testify,  he  began  working  on  a 
new  type  of  flash  memory  and  then  con- 
tinued in  his  spare  time. 

The  idea  was  a  flash  memory  that 
could  be  used  to  replace  the  hard  drives 
of  computers.  In  1987,  again  without  per- 
mission, Masuoka  made  some  batches  of 
his  new  type  of  flash  memory.  This  time 
he  was  senior  enough  to  devote  resources 


japan,  leaving  your  company  was  just  no< 
considered  to  be  an  option." 

However,  shortly  after  the  first  o> 
these  new  memories  went  on  the  marke 
in  1990,  Masuoka  was  put  out  to  pasture 
he  was  only  47.  "They  told  me,  'We  d< 
not  need  you  any  more.'  They  put  me  in 
job  that  was  labeled  as  a  promotion  bu 
where  I  would  work  alone  with  no  subor 
dinates  and  no  colleagues.  As  an  engineei 
that  means  you  cannot  do  anything,"  h 
says.  He  complained,  "But  I  was  told  'Yoi 
are  not  a  team  player,  you  do  not  obe 
orders,  you  go  off  and  do  things  on  you 
own.'"  He  quit  in  1994.  Toshiba  dispute 
Masuoka's  account,  saying  his  new  jo' 
was  indeed  a  promotion. 

Meanwhile,  if  current  trends  con 
tinue,  the  world  market  for  flash  mem 
ory  will  soon  be  worth  $150  billior 
Toshiba  is  sure  to  benefit,  although  Ma 
suoka  will  not  see  any  money.  To  strik 
it  rich  himself,  he  will  need  to  push  hi 
3-D  chip  hard  enough  to  effectively  re 
place  his  old  inventions.  If  he  can  mo\ 
fast  enough.  i 
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Ink  Spots 


THERE  IS  SOMETHING  SEDUCTIVE  ABOUT  THE  IDEA  OF 
picking  up  a  pen  and  scrawling  directly  on  a  com- 
puter screen.  It  sounds  so  liberating,  so  natural — until 
you  actually  try  it.  Every  few  years  pen-based  schemes 
like  Apple's  notorious  Newton  sprout  up,  are  floun- 
der malarkey — sorry,  bad  handwriting  recognition;  make  that 
"found  wanting" — and  slink  into  the  shadows. 

Now  Microsoft,  defying  past  pen-based  failures  of  its  own, 
has  announced  something  called  Windows  XP  Tablet  PC  Edi- 
tion, which  is  not  software  for  a  computer  the  size  of  an  aspirin 
but  rather  a  bunch  of  pen-oriented  features  bolted  onto  the 
familiar  operating  system  the  world  has  come  to  tolerate.  A 
broad  range  of  hardware  part- 
ners (including  veterans  like 
Hewlett-Packard  and  newcom- 
ers like  Motion  Computing) 
have  promised  Tablet  PC  hard- 
ware in  all  manner  of  formats, 
such  as  "convertible"  subnote- 
books  with  flip-over  screens 
and  "slates"  with  and  without 
detachable  keyboards  and  dock- 
ing stations.  Expect  Tablet  PCs 
to  cost  about  $200  more  than 
comparable  units  lacking  pen 
functions — both  because  of  the 
stylus  and  digitizer  and  because 
Microsoft  will  charge  extra  for 
software  that's  a  pen  pal. 

You  can't  buy  a  Tablet  PC 
until  November,  but  Microsoft  has  offered  early  looks  at  the 
unfinished  software.  I  tried  it  on  Acer's  Travelmate  100,  a  con- 
vertible weighing  less  than  3.5  pounds.  Manipulating  its  three 
separate  latches  to  flip  the  screen  is  awkward,  and  the  system 
can't  change  the  screen's  aspect  from  horizontal  to  vertical 
automatically  at  each  flip.  Some  functions,  like  screen  bright- 
ness and  audio  volume,  can  be  adjusted  only  from  the  key- 
board— even  when  it's  hidden.  Battery  life  is  about  three  hours 
when  built-in  Wi-Fi  networking  is  off,  about  two  when  it's  on. 
You  can't  manipulate  Tablet  PC  screens  with  your  finger  or 
any  old  stylus  the  way  you  can  with  a  Palm.  The  Travelmate 
holds  a  skinny  emergency  pen,  but  not  the  bigger  pen  meant  for 
everyday  use  that  you  will  inevitably  lose.  And  that  pen  has  an 
annoyingly  twitchy  mouse-button  switch  that  tends  to  fire  at 
the  merest  brush,  producing  utter  confusion. 

Worse  is  the  relationship  between  pen  and  screen.  At  the 
upper  left  corner,  when  the  pen  tip  was  touching  the  middle  of 


Microsoft  wants 

to  turn  your  next 

notebook  PC  into 

a  pen-based 

tablet.  But  an 

early  look  reveals 

that  the  pen  is  still 

not  as  mighty  as 

the  keyboard. 
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the  Edit  menu,  the  cursor 
would  appear  in  the  neighbor- 
ing File  menu,  and  unpredict- 
able errors  were  common  else- 
where. This  imprecision  makes 
for  endless  mistakes  that  frus- 
trated users  will  wrongly  blame 
on  themselves.  It's  by  far  the 
biggest  flaw  in  a  bucketful  of 
them;  presumably  it  can  be 
fixed  as  the  hardware  and  soft- 
ware improve. 

As  usual,  Microsoft's  user-interface  design  is  clumsy  and 
inconsistent.  Contrary  to  common  sense,  a  little  arrow  pointing 
up  makes  the  input  panel  collapse  into  the  bottom  of  the 
screen;  a  down  arrow  shoots  it  back  up.  The  onscreen  keyboard 
that  pops  up  at  startup  to  let  you  tap  in  a  password  differs  from 
the  one  available  everywhere  else  and  offers  no  feedback  about 
what  you  type.  Even  worse,  no  keyboard  appears  automatically 
when  you  save  a  file  and  need  to  bang  out  a  file  name.  The  soft- 
ware kindly  modifies  drop-down  menus  to  keep  them  from 
being  obscured  under  the  pen  hands  of  righties  and  lefties,  but 
often  lets  other  functions  get  hidden. 

In  some  applications  the  eraser  tip  on  the  back  of  the  pen 
erases;  in  others  it  doesn't.  In  some  applications  you  can  make 
the  pen  pressure-sensitive,  producing  thicker  strokes  as  you 
press  harder;  in  others  you  can't.  There's  no  systemwide  pen 
setting,  so  if  you  rely  on  a  chisel  point  you  use  in  one  applica- 
tion, you  may  not  find  it  in  another.  But  at  least  the  basic  func- 
tions— for  which  the  pen  does  the  work  of  a  mouse  once  you 
learn  special  rules — are  available  in  every  Windows  application, 
old  and  new.  Graphics  programs  may  be  the  biggest  beneficia- 
ries of  this  ability  to  manipulate  elements  directly  onscreen. 

The  Tablet  PC's  flagship  app  is  Journal,  a  program  that  ini- 
tially appears  as  a  ruled  notepad  that  begs  for  pen  input.  But 
you  can  also  turn  the  background  into  finely  gridded  graph 
paper  or  even  a  big  grid  suitable  for  the  single  best  use  I 
found — keeping  score  freehand  while  watching  a  ball  game. 

Journal  lets  you  draw,  write  or  highlight  with  virtual  ink  in 
a  variety  of  colors  and  sizes.  While  you  scribble,  recognition 
software  labors  in  the  background  to  try  to  separate  pic- 
tures from  words  and  make  a  stab  at  understanding  the 
latter.  How  well  it  performs  the  translation  depends 
largely,  but  not  entirely,  on  your  penmanship. 

My  scrawl  was  hopeless.  But  even  in  decently  penned  sam 
pies  supplied  by  Microsoft,  "Have  budget  ready  by  end  of 
month"  turned  into  "How  budget  nearly  by  and  of  month," 
"action  items"  came  out  "action  hems,"  and  "bud 
gel  tor  each  region"  became  "budget  forearm 
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Words  and  Music 

If  you  record  a  lot  of  meetings,  interviews 
or  voice  notes,  consider  dictating  an  order 
for  the  $249  DM-i  recorder  from  Olympus. 
Using  a  highly  compressed  format  called 
DSS,  it  can  record  more  than  ten  hours  of  de- 
cent-sounding voice  on  the  wafer-size  re- 
movable 64MB  SmartMedia  card  that  comes 
with  it— or  double  that  if  you're  willing  to  ac- 
cept some  audible  warbling  in  the  playback. 
The  advantage  over  tape  is  that  you  can 
hook  the  unit  to  a  PC  via  a  USB  cable,  then 


use  the  software  it  comes  with  to  suck  up 
sound  files,  archive  them  and  jump  past 
boring  sections  to  home  in  on  the  ones 
you  want. 

The  user  interface  takes  some  getting 
used  to,  but  the  unit  makes  up  for  it  by 
being  able  to  play  MP3  and  Windows  Media 
files— about  an  hour's  worth  per  64MB.  Fid- 
dling with  equalization  and  virtual-surround 
settings  makes  the  music  sound  pretty  good 
through  headphones.  Now,  if  only  you  can 
explain  why  you're  wearing  headphones  at 
those  meetings....  —  S.M. 


Tablet  PC,  version  1.0:  Flip  it  over  and  start  scribbling 


region."  It's  no  wonder  that 
Microsoft  refuses  to  give  data 
on  accuracy,  buries  the  "con- 
vert to  text"  function  in  menus 
rather  than  offering  a  handy 
button  and  pushes  the  con 
cept  of  "ink  as  ink" — 

that  is,  the  virtue  of 

keeping  handwritten  notes 

in  their  original  state. 

Using  the  tablet  as  a  high-tech  scribble 

pad  adds  wrinkles  unseen  with  the  dead-tree 

competition.  The  screen  can  be  hard  to  read 

unless  you  prop  or  hold  up  a  device  that's  far 

less  pleasant  to  lug  around  than  a  notepad.  The 

interaction  between  stylus  and  screen  never  feels 

quite  like  pen  on  paper.  The  battery  will  run  dry  a 

3t  sooner  than  a  ballpoint. 

Journal  documents  use  a  special  format  that  can  be 
edited  only  with  other  Tablet  PCs;  to  share  them  with  the 
in-Tableted,  you  have  to  export  them  to  a  Web  or  graphics 
format  that  turns  them  into  pictures.  And  while  it  might  be 
nice  to  have  your  handwritten  notes  of  past  years  of  meetings 
with  you  at  all  times  for  easy  access,  don't  expect  the  Find  func- 
tion to  turn  up  the  message  to  Dr.  Gesundheit. 

Though  you  can  import  documents  from  Microsoft  Office 
into  Journal  to  mark  them  up,  the  resulting  document  doesn't 
let  you  revise  the  Office  contents;  instead,  it's  a  less-useful  snap- 
shot of  the  contents  with  editable  markup  on  top.  Add-on  soft- 
ware lets  you  use  a  pen  in  Office  apps,  but  only  in  limited  ways. 
E-books  look  good  on  the  vertical  screen.  The  company  has 
also  adapted  the  speech -recognition  engine  from  Office  XP  to 
let  you  dictate  into  applications  and  make  corrections  with  the 
pen.  It's  a  nice  combination,  but  the  inaccurate  calibration 
keeps  getting  in  the  way — and  you  still  need  to  use  a  headset. 

For  now,  think  of  the  pen  as  merely  an  optional  feature,  and 
hardly  an  indispensable  one.  In  its  propaganda  aimed  at  review- 
ers, Microsoft  claims,  "This  is  not  a  typical  version  1.0  product." 
Oh,  yes  it  is.  F 
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150  Exhibits  •  150  Workshops  •  5  Special  Panels  •  50  Speakers 


Attend  an  Extraordinary 
Investor  Gathering— Absolutely  FREE! 


October  23-26,  2002  •  Hilton  New  York 


The  New  York  Money  Show  is  a 

unique,  one-stop  educational  resource 
for  everything  relating  to  investing, 
the  economy,  and  your  money. 
Whether  you  are  an  experienced 
investor,  or  just  developing  your 
investment  skills,  you  belong  at 
The  Money  Show. 

*Certain  lunches  and  special  events  require 
admission  fees. 


Learn  and  Profit  from 
the  Collective  Advice 
of  America's  Most 
Respected  Advisors... 


Rudolph  Giuliani 

Former  Mayor  of 
New  York  City 
Leadership  in 
Difficult  Times 

Ralph  Acampora 

Director  of  Technical  Research 
Prudential  Securities,  Inc. 
The  Fourth  Mega  Market 


Mary  Farrell 

Managing  Director 
UBS/PaineWebber,  Inc. 
Investment  Strategy 


Ned  Riley 

Chief  Investment  Strategist 
State  Street  Global  Advisors 
Investment  &  Economic 
Outlook  for  2003 

Arnaud  de  Borchgrave 

President  anil  I 
United  Press  International 
Clash  of  Civilization— or 
New  World  Order? 


...and  many  more! 

Speakers  and  topics  sub) 


Returning  to 
New  York 


tummy  iu 

jew  York     The  New  York 
MONEYflSHOW 

In  Association  with  Forbes 

October  23-26,  2002 

Hilton  New  York 


LEARN  new  &  profitable  strategies— 
150  educational  workshops  provide  insight 
into  investing,  market  analysis,  &  much  more 

MEET  other  investors  and  over  50  world-class 
advisors,  analysts,  newsletter  editors,  portfolio 
managers,  and  professional  traders  who  will 
share  their  knowledge,  wisdom,  and  experience 

COMPARE  products  &  services  from  150 
exhibits  of  top  mutual  funds,  money  managers, 
online  services,  trading  tools,  &  advisories  in 
the  investor's  mega-marketplace 

COLLECT  hundreds  of  dollars  worth  of  valuable 
investment  advisories.. .ABSOLUTELY  FREE! 

EXPERIENCE  product  demonstrations,  in 
Showcase  Theater  presentations,  and  many  other 
stellar  opportunities  to  LEARN,  NETWORK, 
AND  PROFIT! 


Louis 

Rukeyser's 
Superstar 
Event* 


Thursday,  October  24 
12:35  pm-2:20  pm 


Louis  Rukeysei 

America's  Favorite 

Economic  &  Financi 

Commentator 


Louis  Rukeyser  is 

America's  favorite  economic 
and  financial 
commentator— and  much 
more:  its  best  loved  and  most  respected  adviser 
on  the  entire  political-economic-financial  scene. 
Be  there  as  Lou  appears  LIVE,  first  delighting  you 
with  his  own  uniquely  wise  and  witty  opening 
remarks— and  then  turning  his  legendary 
interviewing  talents  to  an  all-star  panel,  grilling 
them  on  their  forecasts  for  2003. 

Gain  Lou's  unmatched  insights,  plus  the  word  on 
precisely  where  these  Wall  Street  superstars  see 
the  best  profits  in  the  months  ahead!  Panelists 
include:  Ralph  Acampora,  Prudential 
Securities;  Joe  Battipaglia,  Gruntal  &  Co.,  LLC; 
Mary  Farrell,  UBS  PaineWebber,  Inc.; 
Mike  Holland,  Holland  &  Company,  LLC; 
and  Barbara  Marcin,  Gabelli  Asset 
Management. 

S69  per  person,  pre-registered  price 
includes  a  light  lunch. 


Town  Hall  Meeting  with 
Steve  Forbes 

Hosted  by  Jim  Michaels 

Thursday,  October  24  •  7:30  am  -  8:30  am 

The  US  Economy— What's  Next?'' 


James  Michael  ll 


Join  widely  respected  economic  prognosticator,  editor-in-chief,  and  former 
Presidential  candidate  Steve  Forbes,  for  breakfast  and  a  lively  question-and- 
answer  session  in  a  town  hall  meeting  format  to  discuss  the  current  and  future  state  of 
the  US  economy. 

Forbes'  editor  emeritus  and  group  vice  president-editorial,  James  Michaels, 

recently  named  as  "one  of  the  ten  outstanding  business  journalists  of  the  20th 
century,"  will  be  hosting  and  facilitating  this  town  hall  meeting  discussion.  So  take  a 
card,  write  down  your  question,  and  enjoy  the  insightful  and  entertaining  discussion 
that  follows. 

$59  per  person,  pre-registered  price,  includes  a  continental  breakfast. 


For  a  FREE  brochure  or  to  register,  call 
800/970-4355  or  visit  www.moneyshow.com 

Mention  priority  code  001355  for  FREE  admission. 
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Muscle  Car 

M  is  turning  the  rugged  HUMMER  into  a  slick  sport  utility, 
low  does  it  do  that  without  emasculating  the  brand? 


IELANIE  WELLS 

|  OR  MORE  THAN  A  YEAR 
marketers  at  General  Motors 
Corp.  have  danced  attendance  on 
Frederick  Chin,  a  clean-cut  con- 
sulting partner  at  Ernst  &  Young 


in  Los  Angeles.  Chin,  42,  is  passionate 
about  Hi  Hummers.  He  loves  them  so 
much  that  he  has  bought  four  (and  kept 
two)  of  the  $100,000  tough-guy  trucks,  the 
first  civilian  version  of  the  U.S.  Army's  3.5- 
ton  vehicle.  He  calls  them  his  "kids." 


Do  you  go  for  beauty— or  the  beast?  GM 
Hummer  ad  director  Elisabeth  Vanzura; 
Modernista's  Gary  Koepke  and  Lance  Jensen. 

Chin  doesn't  own  any  other  kind  of 
GM  cars  and  doesn't  plan  to  buy  any.  But 
the  automaker  sees  him  as  an  "influencer," 
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A  vaguely  menacing  look:  GM  wants  to 
reach  out  to  less-than-tough  guvs  and 
gals— but  without  coming  acr.       is  wimpy. 

whose  view  cai  nost     ■  doom  a 

product,  cm  i  ro  ngoutam  ch-antici- 
pated,  sliglui;  scaled  down  sport  utility 
version,  tl  H  ummer  H2,  this  month. 

Acting  as  a  one-man  focus  group,  Chin  re- 
viewed the  I  [2  design  sevei  a]  t'-nes  at  GM's 
request.  And  in  recenl  weeks  CM  paid  his 
way  to  South  Bend,  Ind.,  so  he  could  take 
the  truck  for  a  spin  on  a  test  track.  I  lis  ver- 
dict? "They  coi.  I  have  done  a  lol  orse." 
I  Iigh  praise  from  a  guy  pro.  I  osed  to 
think  the  Hummer  Hi  is  aire  1  shadow 
of  the  Army  Hi  mything 

more  civilian  is  a  .mvee"  de- 

rives irom  a  pom  acronym 

for  High  Mobility  K  f>ose  Wheeled 

Vehicle.)  And  it  shou         >omewhat  reas 
suring  for  GM,  which  \    •  riticizedinl999 


by  hard-core  Hummerites  when  it  bought 
the  rights  to  the  truck  from  AM  General. 
(Once  the  Willys-Overland  Co.,  AM  Gen- 
eral was  sold  by  AMC  Corp.  in  1983.)  The 
beef:  A  carmaker  best  known  for  its 
milquetoast  cruisers  for  the  masses  would 
kill  the  brand's  outta-my-way  brawn. 

GM  isn't  going  after  action  he' 
Arnold  Schwarzenegger,  wh  done 

more  to  raise  the  Humnn  than 

anything  since  the  1991  ( lulf  war.  Last 
summer,  when  it  helped  [nil  for  an 

ad  campaign  for  the  ' '  h  positioned  the 
Hummer  as  a  kinde  rider  truck.  Shots  of 
the  Hi  in  the  grer  outdoors  made  it  look 
positively  petite.  Punt  ads  for  the  H2  show 
it  not  in  action  but  sitting  still.  People  know 
it's  tough;  they  don't  know  it  looks  good, 
says  Lance  Jensen,  partner  at  Modernista, 
H2's  Boston-based  ad  agency. 

One  of  three  commercials  for  the 
316hp  H2  that  break  later  this  summer  on 
CSI:  Miami  will  feature  a  well-dressed 
woman  behind  the  wheel.  The  message: 
"The  Hummer  isn't  about  blowing  things 
up,"  says  the  truck's  ad  director,  Elisabeth 
Vanzura,  who  last  orchestrated  the  Beede's 
relaunch  for  Volkswagen. 

Not  that  it's  a  complete  wimp-out.  At 
81.2  inches  wide  it's  just  5  inches  narrower 

than  the  H 1 ,  and  at  6,400  pounds    

only  700  pounds  lighter.  It  also 
has  cup  holders,  power  windows 
and  air  bags.  Still,  half  of  the  24 
print  ads  reinforce  its  beasdy  size. 
"When  the  asteroid  hits  and  civi- 
lization crumbles,"  reads  one, 
"you'll  be  ready." 

How's  this  for  acceleration: 
The  H2  was  engineered  and 
launched  in  16  months,  quite  a 
change  from  the  three  to  four 
years  it  takes  GM  to  roll  out  most 
vehicles.  Under  a  seven-year  con- 
tract, AM  General  will  assemble 
the  vehicle  but  base  it  on  the  chas- 
sis used  for  other  GM  trucks  (like 
the  Silverado)  and  use  mosdy  GM 
parts.  The  H2  will  be  available  at 
only  150  or  so  dealers  (to  start) 
who  agree  to  build  a  special  show- 
room and  test  track.  And  instead 
of  handing  the  H2  assignment  to 
one  of  its  seven  big  usual  agencies, 
,\l  asked  upstart  Modernista, 


which  has  created  spots  for  Gap  and  MTV, 
to  handle  the  project.  Jensen  and  partner 
Gary  Koepke  are  best  known  for  creative 
use  of  music  in  commercials — remember 
the  strange  and  popular  "Da  Da  Da"  VW 
spot  a  few  years  ago? — and  ads  that  con- 
nect with  young  adults.  "This  is  radically- 
different  for  GM,"  says  Vanzura. 

And  risky,  too.  AM  General  sells  just  700  i 
or  so  Hummers  a  year.  GM  intends  to  un- 
load 19,000  in  2002,  starting  at  $48,800.  Itl 
expects  to  move  40,000  next  year,  about  the  1 
same  production  run  as  Saab  in  the  U.S., . 
whose  sticker  price  starts  at  43%  less.  But" 
by  the  time  GM  comes  out  in  2005  with! 
the  H3,  a  more  diminutive  and  affordable  1 
version,  it  plans  on  selling  up  to  100,000 
units  a  year.  If  it  meets  those  goals,  the  H2 1 
could  swipe  customers  from  Daimler- 
Chrysler's  Jeep  and  fatten  the  bottom  line. 
GM  could  gross  as  much  as  $10,000  to 
$15,000,  or  20%  to  30%,  on  an  H2,  com- 
pared with  $5,000  to  $7,000  for  garden- 1 
variety  sport  utilities. 

Unless  GM  waters  down  the  Hummer 
too  much.  Remember  how  Cimarron  1 
(R.I.P.,  1988)  and  Catera  (2001 )  diluted  the 
Cadillac  brand?  "A  lot  of  people  thought 
we  were  going  to  mess  this  up,"  says 
Vanzura.  Maybe  she'll  surprise  them.      F 


PHI 


Hum-Dinger 

From  the  U.S.  Army  to  Everyman 


1979:  AM  General  designs  Humvee  for  U.S.  Army. 
1991:  Humvees  gain  tame  in  the  Persian  Gulf  war. 
1992:  AM  General  ere  ites  the  first  civilian  version 
of  the  truck,  the  $100    00  Hummer.  Arnold 
Schwarzenegger  is  among  the  first  buyers. 
1998:  AM  General-Foul  Motor  talks  break  down. 
GM  looks  at  Hummer  a  s  a  potential  acquisition. 
December  1999:  GM    cquires  Hummer  brand, 
signing  seven-year  contract  with  AM  General  to 
iroduce  the  Hummer  H2  sport  utility  vehicle  for  GM. 
001:  Hummer  sales  hit  $73.2  million. 
tly  2002:  Hummer  H2  goes  on  sale. 

trees:  GM;  Bulin  Group. 
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PHARMACEUTICAL  MARKETING  CONGRESS  2002 


Where  the  World's  Pharmaceutical 
Marketing  Leaders  Meet 
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CONGRESS 
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►  Capture  Customer  Mindshare 
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J.  Patrick  Kelly 
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Nancy  S.  Lurker 
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PHARMACIA 

Sarah  S.  Harrison 
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Senior  Vice  President, 
Global  Strategic  Marketing 
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ENTREPRENEURS 


That's  what  little  Plumtree  Software  wants.  Going  public  hasn't  helped  a  whole  lot. 


BY  LUISA  KROLL 


Altirts 


Synaptics 


Netflix 


SOME  MOMENT  OF  TRIUMPH.  AT 
the  same  time  that  his  company 
started  trading  on  Nasdaq — 
11:15  a.m.  on  June  4 — John 
Kunze  wasn't  popping  open 
champagne  around  any  trading  terminal. 
The  chief  executive  of  Plumtree  Software 
was  huddled  with  his  vice  president  of  field 
operations,  James  Flatley,  and  the  chief  in- 
formation officer  at  Alcoa,  a 
customer  they  had  recently 
signed  up.  When  Kunze  got 
around  to  peeking  at  the  PLUM 
ticker  symbol  on  a  computer 
screen  one  hour  later,  the  stock 
was  trading  uneventfully  near 
its  $8.50  offering  price.  Quite  a 
contrast  to  that  feverish  day 
nearly  three  years  ago  when  an- 
other software  outfit,  Red  Hat, 
rose  272%  on  its  first  day. 

The  offering  raised  only  $40  million  for 
Plumtree,  which  didn't  particularly  need 
the  cash  anyway.  (It  had  $25  million  in  cash 
before  the  offering.)  So  why  did  Kunze 
spend  21  days  on  the  road — logging  45,000 
miles  and  holding  80  meetings  with  po- 
tential investors — to  pitch  the  stock?  To 
gain  credibility. 

Plumtree  sells  costiy  Web-portal  soft- 
ware to  corporations.  It  was  one  of  the  first 
to  market,  but  has  recently  been  competing 
with  outfits  like  IBM,  Microsoft  and  Sun 
Microsystems.  Going  pub  one  way  to 
wave  the  flag  and  dispel  the  i  i  ression  that 
Plumtree  may  not  be  arouin  >r  long — a 
possibility  not-so-subtly  hint 
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reps  for  its  competitors.  "Every  day  our  vi- 
ability is  questioned,"  says  Kunze,  39,  who 
joined  the  San  Francisco-based  firm  in 
1998,  a  year  after  its  founding,  following  a 
13-year  tour  of  duty  at  Adobe. 

At  $1  million  upfront  plus  $200,000  a 
year,  including  maintenance,  for  a  typical 
large  customer,  Plumtree's  software  repre- 
sents quite  a  commitment  from  a  buyer. 


Boy,  What  a  Downer 


The  market  for  pure  tech  initial  offerings  stinks.  Of  nine  that  have 
gone  public  this  year,  six  have  been  losers.  The  biggest  offerings: 

Company  Business  Return1 


Web-enabled  software  for  managing  IT        -39.4% 


Verint  Systems    digital  surveillance  solutions 


-35.2 


touch  pads  and  sticks  for  laptops 


-24.8 


online  DVD  rental  service 


-10.0 


PayPal 


online  payment  for  auctions 


Based  on  prices  as  of  June  25 


Source:  Renaissance  Capital  (www.ipohome.com) 

(This  doesn't  include  the  implementation 
costs.)  It  lets  a  corporation's  employees, 
customers  and  partners  interact  with  dif- 
ferent sorts  of  data  and  applications  on  a 
single  Web  site.  The  client  list  is  impressive: 
It  includes  Ford  Motor,  Boeing,  Merrill 
Lynch,  Pfizer  and  Procter  8c  Gamble.  You 
can  see  the  software  in  action  at 
www.myaplus.com,  where  California  Ca- 
sualty policyholders  can  change  coverage 
and  pay  bills  online,  salespeople  generate 
quotes  for  new  policies  and  public  safety 
groups  can  get  customized  content.  The 
U.S.  Air  Force  is  using  a  Plumtree  portal  to 
help  plan  military  command  and  manage 
lircraft  maintenance  logistics  around  the 


world,  including  in  Afghanistan.  The  best 
part  of  the  code  is  that  it  lets  a  corporation 
tie  in  its  Web  site  to  preexisting  databases 
and  software  programs. 

Alas,  the  competition  can  work  this 
magic,  too,  and  can,  moreover,  sell  the  por- 
tal-management software  in  a  huge  pack- 
age that  includes  lots  of  other  applications 
(for  managing  customers,  employees,  in- 
ventory and  so  on).  Plumtree, 
which  lost  $1.7  million  last 
year  on  revenue  of  $82  mil- 
lion, can't  compete  in  enter- 
prisewide  software,  claimed  by 
giants.  But  it  can  compete  in 
attention  to  customers'  needs. 
Kunze  has  25  of  his  328 
employees  assigned  to  making 
sure  clients  get  what  they  need 
on  time.  More  than  one  in  two 
employees  have  some  com- 
pensation tied  to  customer  satisfaction. 
Creating  new  standards  of  performance, 
based  on  how  long  it  takes  staffers  to  re- 
solve a  problem  over  the  phone,  Kunze  in 
2001  extended  the  California  and  U.K.  help 
desks  to  24  hours  a  day,  seven  days  a  week. 
He  set  up  an  advisory  board  of  eight  cus- 
tomers. In  the  past  year  Plumtree  also  sur- 
veyed 100  customers  online  and  met  with 
27  face-to-face  to  get  feedback.  The  changes 
kept  Plumtree  on  top  of  mishaps — and 
even  led  to  product  innovation.  It  got 
plenty  of  input,  for  example,  from  Pratt  & 
Whitney,  the  United  Technologies  unit,  to 
develop  software  that  would  allow  the  jet- 
engine  maker's  customers  and  partners  to 


+61.5 


They  love  me,  they 
has  won  over  clients,  b 


ollaborate  on  projects  and  share  docu- 
lents  across  several  different  portals. 

When  the  2000  Nasdaq  collapse  killed 
s  first  effort  to  go  public,  Plumtree  learned 
3  do  more  with  less.  It  cut  nonessential 
•avel  and  stopped  outsourcing  services;  it 
lid  off  12%  of  its  work  force.  It  created  a 
ervice  portal  for  customers  that  allowed 
lem  to  answer  a  lot  of  questions  on  their 
wn.  The  company  also  got  smarter  about 
ales  prospects — first,  by  demanding  that 
nyone  calling  on  customers,  including  en- 
ineers,  had  to  wear  a  suit.  Another  corn- 
any  edict  was  that  no  one  in  sales  could 
ike  a  vacation  in  the  last  month  of  each 
uarter,  when  deals  typically  close.  It 


bought  three  small  technology  companies 
on  the  cheap  last  year  to  broaden  its  offer- 
ings and  save  time. 

Plumtree  has  garnered  more  than  1 50 
new  accounts  since  January  2001  and  re- 
ported a  net  profit  of  $  1 57,000,  on  $23  mil- 
lion in  sales,  in  the  first  quarter  of  2002. 
But  it  still  loses  new  business  because  of  its 
size.  Said  one  prospect,  a  tech  manager  at  a 
retail  firm:  "I  won't  lose  my  job  if  I  pick 
SAP  and  it  doesn't  do  well.  I  might  with 
you."  Kunze  insists  rivals  have  been  out  to 
sabotage  his  company.  One  software  com- 
pany, he  claims,  told  a  potential  client  that 
it  was  about  to  acquire  Plumtree,  so  it  was 
pointless  to  buy  from  the  smaller  outfit.  At 


a  portal  industry  conference  last  October, 
an  SAP  executive  predicted  in  front  of  300 
people  that  Plumtree  and  others  would  be 
out  of  business  by  the  end  of  2002. 

By  January  Kunze  decided  he  had  to 
try  going  public  again.  He  switched  invest- 
ment banks  and  then  lost  two  months  by 
dumping  auditor  Arthur  Andersen  in  favor 
of  KPMG.  As  Nasdaq  sank,  Plumtree  cut  its 
offering  price  from  $13-to-$15  to  $7-to- 
$9.  It's  been  downhill  ever  since.  The  shares 
are  now  trading  at  $4.30,  giving  the  firm  a 
market  value  of  $  1 26  million — scarcely  half 
what  it  was  at  Plumtree's  last  round  of  ven- 
ture capital  financing  in  May  2000.  Re- 
spect? Not  on  Wall  Street,  anyway.  F 
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WHAT'S 
MY  LINE? 

This  fellow  knows  how  to 
turn  around  a  railroad. 
Why  did  he  think  he  could 
run  a  telecom  business? 

BY  JOHN  TURRETTINI 


Jumping  the  track:  Robert  Anestis  has 
made  improvements  to  core  businesses. 


ROBERT  W.  ANESTIS  SHOT  TO  FAME  IN 
the  railroad  world  when  he  broke  the 
caboose  union.  After  testifying  to  fed- 
eral arbitrators  in  1990  about  overstaffing 
of  freight  trains,  the  number  of  required 
train  personnel  was  slashed  from  five  to 
two,  helping  trim  labor  costs  industrywide. 
(The  stock  price  of  his  railroad,  Chicago 
Northwestern,  doubled  within  a  year  as  a 
result.)  Over  the  next  decade  Anestis  solid- 
ified his  reputation  by  helping  CSX  and 
Union  Pacific  shuck  noncore  assets. 

Naturally  he  jumped  at  the  chance  to 
run  his  own  show  in  1999.  S  »me  '.how. 
Running  up  the  Atlantic  coa  i  from  Miami 
to  Jacksonville,  Florida  East  i  oj  st  Ind 
tries — a  publicly  traded  railroad  launched 
in  1895  by  Henry  M.  Flagler,  a  col  •under 
with  John  1).  Rockefeller  of  Standard  ( 
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had  endured  one  of  the  longest  bankrupt- 
cies in  U.S.  corporate  history,  from  the 
1930s  through  the  1950s.  Rescued  finally 
in  1961  by  St.  Joe,  Florida's  largest  private 
landowner,  the  line  was  limping  along 
when  Anestis  was  brought  in  to  lead  it  as  it 
was  spun  off  to  St.  Joe  shareholders. 

He  saw  a  potential  gold  mine:  nearly 

20,000  acres  of  undeveloped  land,  much  of 

it  in  choice  spots  in  cities  and  near  the 

coast.  "Railroads  don't  like  to  give  stuff  up," 

says  Anestis.  But  he  had  plans  to  sell  off 

some  plots  and  build  offices  and  industrial 

parks  on  other  parcels,  something  St.  Joe 

had  begun  on  a  small  scale.  In  his  first  year 

\nestis  sold  $77  million  worth  and  built  a 

i  son  real  estate  staff.  Last  year  occu- 

rates  were  92%,  compared  with  78% 

iring  the  same  period  operating 


income  (earnings  before  interest,  taxes,  de 
preciation  and  amortization)  jumped  t< 
$42  million  from  $27  million. 

But  like  many  entrepreneurs  wh(H 
caught  digital  fever,  Anestis  had  ideas  ol 
gilding  his  Old  Economy  company.  Hi 
was  talked  into  a  $350  million  investmen 
in  a  telecom  subsidiary,  laying  1,850  mile 
of  fiber-optic  cable  next  to  his  railroa< 
tracks.  Linking  up  Florida  cities  and  con 
necting  to  the  cable  landings  that  feed  int( 
South  America  seemed  a  smart  idea  bad 
in  1999. 

By  last  December  it  was  a  calamit) 
Some  of  Anestis'  largest  customers — in 
eluding  360networks  and  Enron  Broad 
band  Services — were  slipping  into  bank 
ruptcy.  With  the  value  of  fiber  plunging 
the  company  wrote  down  28%,  or  $98  mil 
lion,  of  its  investment  in  2001,  contributin; 
to  a  $62  million  loss  on  revenue  of  $29f 
million.  Even  this  writeoff  possibly  didn' 
go  far  enough;  fiber  nowadays  sometime 
changes  hands  at  pennies  on  the  dollar. 

Too  bad  the  telecom  disaster  has  obi 
scured  results  at  the  railroad.  During  hi 
tenure  operating  income  for  the  line  ha 
pushed  ahead  17%,  to  $71  million  last  yeai 
That's  thanks,  in  part,  to  efficiencies  on  th 
cost  side,  including  $500,000  in  annual  fue 
savings  from  switching  off  the  locomotiv 
diesels  when  they  are  not  in  use.  (Leavin; 
them  running  is  a  bad  habit  born  in  north 
em  states,  where  it's  hard  to  start  a  diesel  ij 
the  winter.)  The  railroad  has  eagerly  pur 
sued  new  clients  to  reduce  its  dependenc 
on  hauling  limestone  for  road  construe 
tion.  Some  new  business — $2  million 
year — comes  from  Tropicana,  which  addec 
a  bottling  plant  alongside  the  railroad  ii 
return  for  a  guarantee  that  juice  would  b 
delivered  to  the  Northeast  within  48  hour; 

There  is  a  potential  bonanza  in  th 
company's  tracks  along  the  West  Pain 
Beach-Miami  corridor.  Interstate  95,  th 
region's  lifeline,  is  filled  and  widened  to  ca 
pacity,  and  local  leaders  are  eager  to  build 
new  commuter  line.  Rail  consultant  Robei 
Starzel  figures  Anestis'  88  miles  of  trad 
rights  could  fetch  $500  million. 

The  telecom  albatross  continues  ti 
drag  down  results.  A  first-quarter  loss  c 
$5  million  pushed  the  company  slightl  , 
into  the  red.  Yet  more  evidence  that  wis  ' 
companies  stick  to  what  they  do  best. 
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NOT-SO-RADICAL  CHIC 

You  can  recycle  a  Pepsi  can.  Why  not  a  Pepsi  commercial? 


BY  KIRI  BLAKELEY 

SOME  EARLY  BIRDS  TO  THE  NEW  STAR 
Wars  film,  Attack  of  the  Clones,  were 
forced  to  imbibe  a  Pepsi  commercial 
featuring  pop  music  tartlette  Britney  Spears 
flashing  her  navel  through  five  decades  of 
time  travel.  Moviegoers  had  good  reason 
to  feel  a  sense  of  deja  vu:  The  spot  was  cob- 
bled together  from  "behind-the-scenes" 
footage  shot  for  a  Pepsi  commercial  that 
first  aired  during  the  Super  Bowl  last  Janu- 
ary. Add  a  dash  of  new  animation  and 
presto!  Everything  old  became  new  again. 

Recycling  advertising  content  for  differ- 
ent media  outlets  is  a  growing  but  still  tiny 
business.  BMW  Films'  short  movies  by  fa- 
mous directors  are  retooled  into  car  com- 
mercials. Pepsi  tried  its  Attack  of  the  Clones 
teaser  only  after  the  success  of  another  re- 
cycling effort.  Months  before,  New  York 
production  agency  Dogmatic  had  retooled 
the  same  Spears  footage  into  six  90-second 
"Webisodes"  for  Pepsi  that  resulted  in  3.2 
million  downloads  in  ten  days.  Even  more 
impressive  was  the  price — in  this  case, 
$1,000  per  second,  just  1%  of  what  the  orig- 
inal broadcast  commercial  cost  to  produce. 

Dogmatic  was  born  out  of  the  career 
frustrations  of  a  married  couple.  Michael 
Santorelli,  32,  produced  electronic  press  kits 
for  the  Grammys;  Laurel  Harris,  36,  was  a 
freelance  set  designer  for  the  likes  of  Mar- 
tin Scorsese.  They  quit  their  jobs  in  early 
1999.  Harris:  "We  thought  that  instead  of 
working  so  hard  for  other  people,  we  could 
be  working  this  hard  for  ourselves." 

Harris'  father  lent  them  $25,000  to  rent 
computers,  cameras  and  editing  equip- 
ment. She  and  Santorelli  toiled  out  of  a 
small  room  in  their  noisy  Manhattan  rail- 
road flat  until  they  bagged  their  first  client, 
Pepsi.  They  created  a  corporate  marketing 
video  for  the  launch  of  Pepsi's  partnership 
with  the  movie  Star  Wars:  The  Phantom 
Menace.  The  job  paid  $25,000,  just  enough 
to  reimburse  Harris'  father,  but  Dad  opted 
to  invest  long  term.  Today  Pepsi  accounts 
for  25%  of  the  company's  $7  million  in  ex- 
pected 2002  revenues. 


By  the  summer  of  2001  business  was 
humming.  Dogmatic  employed  25  full- 
time  workers  and  moved  into  a  6,000- 
square-foot  loft  in  Manhattan's  meatpack- 
ing district.  But  after  Sept.  1 1  virtually  every 
film  shoot  was  called  off.  Beauty  company 
Clinique,  which  had  been  preparing  a  pro- 
motional event  that  included  edging  the 
Empire  State  Building  in  pink  lights, 
scrapped  its  plans.  Harris  estimates  she  lost 
$1.5  million  in  business.  "We  thought  we 
were  dead,"  she  says. 

But  Harris'  frugality  saved  the  day.  A 
busy  summer — and  $3.1  million  in  rev- 
enues in  the  first  two  quarters — had  al- 
lowed her  to  sock  away  $750,000,  getting 


the  company  through  th 
next  few  months  unt 
business  picked  up  in  Jar 
uary.  In  May  the  agenc 
coordinated  the  publicit 
at  the  start  of  the  Rollin 
Stones'  world  tour,  when  the  band  lande 
in  the  Bronx's  Van  Cortlandt  Park  in  a  cm 
tomized  blimp.  A  "Mick  Cam"  was  in 
stalled  inside  the  dirigible  to  beam  imagi 
of  the  wrinkly  rockers  around  the  work 
Dogmatic  has  also  gotten  work  from  Jane 
Jackson  and  Paul  McCartney. 

"Our  clients  are  very  high  mainte 
nance,"  says  Santorelli.  "The  silliest  thing 
can  really  upset  them."  But  the  less-well 
known  are  more  tantrum-prone.  Santorel 
says  he  once  spent  three  hours  perfectin> 
the  lighting  for  a  diva-m-txaining's  30-sec 
ond  "Thank-you"  to  her  fans  in  Japar 
Good  thing  they  can  fall  back  on  less  glitz 
standbys  like  UBS  Warburg  and  Pfizer. 


"Our  clients  are  very  high  maintenance."  Dogmatics  Michael  Santorelli  and  Laurel  Harri; 
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Nothing  breeds  success  like  success.  And  there's  no  better  source 
for  good  advice  than  someone  else  who  "is  there"  and  "doing  that" 
from  the  corner  office.  That's  why  we've  assembled  many  of  today's 
most  successful  CEOs  at  the  Forbes  CEO  Forum.  To  talk  about  the 
tough  topics.  And  to  you. 
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American  Century  Ultra  never  got  the  accolades  its 
hotshot  rival  did  in  the  go-go  days.  Now  Ultra  is  doing! 
better.  For  a  growth  fund,  that  is. 


The 

Non- Janus 


BY  MARK  TATGE 

DURING  THE  LATE  LAMENTED  BULL  MARKET,  AMERI- 
can  Century  Ultra  was  the  Pepsi  to  Janus  Fund's 
Coke.  The  growth  fund  rivals,  stoked  with  hot  tech 
stocks,  both  ran  up  awesome  double-digit  returns, 
but  Ultra  never  got  much  respect.  Ultra  in  1999  had 
the  bragging  rights  as  the  largest  growth  fund  with  $43.2  bil- 
lion in  assets  and  posted  a  41%  total  return,  but  it  wasn't 
enough  to  outdo  $42.3  billion  Janus'  king-size  47%  return. 

Yet  since  the  market  fell  upon  evil  days,  Ultra  has  a  new,  if  lit- 
de-noticed,  distinction:  It  has  suffered  less,  a  badge  of  pride  for  a 
growth  player  during  a  bear  market.  Janus  saw  its  assets  cut  in  half 
by  bad  performance  and  investor  flight;  Ultra  lost  a  slightly  less 
painful  40%  of  its  assets  and  is  ahead  of  Janus  there  ($26  billion 
versus  $22  billion).  You  can  see  why:  Ultra  is  down  12%  thus  far 
this  year,  compared  with  Janus'  17%  loss  and  the  large-cap  S&P 
500's  13%  loss. 

What  happened?  Ultra  has  changed  its  style,  trimming  tech 
holdings  radically — from  44%  of  the  portfolio  in  1999  to  just 
9%  today — and  moving  into  a  slew  of  names  that  go-go  types 
would  find  terminally  boring,  like  Outback  Steakhouse  (see  table 
opposite).  Janus  has  backed  away  from  tech  to  a  lesser  degree: 
1999's  33%  exposure  is  now  a  still-high  20%. 

Just  as  bad,  Janus  stubbornly  held  on  to  favorites  such  as 
Enron  that  caused  great  grief.  Ultra  presciently  bailed  out  of 
Enron  in  early  2001  before  the  disaster,  sensing  not  an  account- 
ing scam  but  a  share-price  peak  because  the  energy  concern's 
price/earnings  multiple  had  gotten  too  large. 

The  lead  among  growth  funds  today  belongs  to  American 
Funds'  Growth  Fund  of  America,  now  a  $42  billion  operation 
with  a  risk-averse  strategy  whose  annualized  returns  ( 14.6%)  ex- 
ceed both  Janus'  (  ■  md  Ulna's  ( 1 2.3%)  over  the  past  ten 
years,  according  to  M>  ngstar  1  )ownside:  the  American  hind's 
5.75%  front-end  load,  i  areno-load. 
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Ultra's  ability  to  hold  up  better  than  Janus  has  a  lot  to  do 
with  the  two  fund  houses'  differing  styles.  Denver-based  Janus 
Capital  Management  has  a  cowboy  culture  that  emphasizes  star 
managers.  That  has  led  to  a  lot  of  political  turmoil  within  the 
nation's  sixth-largest  fund  family,  not  to  mention  the  near-war- 
fare between  Janusites  and  parent  Stilwell  Financial.  Latest  twist 
in  the  ongoing  soap  opera:  Janus  founder  Thomas  Bailey 
announced  in  mid-June  he's  stepping  down  as  the  fund  group's 
leader.  Overall  the  upshot  for  ego-driven  Janus  is  a  cocksure 
investing  approach,  even  in  the  face  of  a  changing  world. 

At  sober-minded  American  Century  (13th-largest  fund  fam- 
ily), where  Ultra  is  the  flagship,  such  commotion  would  be 
unseemly.  The  investing  strategy  is  more  conservative — for  a 
growth  shop.  The  result  is  an  unsentimental  style  that  allows 
managers  to  ditch  fallen  tech  stocks.  Its  staff  is  about  as  exciting  as 
a  bunch  of  insurance  actuaries.  And  its  funds  have  multiple  man- 
agers, meaning  no  one  hogs  the  glory  (or  blame).  Ultra  has  four 
managers;  Janus  Fund  has  one. 

"Discipline"  is  a  word  you  hear  a  lot  around  American  Cen- 
tury's Kansas  City  headquarters.  In  its  cafeteria  recendy,  Ultra 
fund  comanager  John  A.  Sykora  picked  at  a  bowl  of  fresh  fruit 
and  tried  to  avoid  an  open  bag  of  Cheetos  tantalizing  him  from 
the  lunch  tray's  far  corner.  "They're  good,  but  I  rarely  eat  them 
anymore,"  says  Sykora,  who  could  as  easily  have  been  referring 
to  tech  stocks. 

A  big  part  of  the  discipline  is  a  mechanistic  devotion  to  a 
computer  model  that  vets  possible  buys.  This  electronic  talent 
scout  searches  for  reasonably  priced  growth  stocks  with  acceler- 
ating earnings  or  some  other  promising  metric  like  expanding  or- 
ders. Only  if  the  stock  makes  the  screen  does  it  get  further  study. 
The  model  even  gloms  onto  those  with  seeming  weaknesses — like 
Outback,  where  earnings  dipped  5%  last  year.  The  computer 
spotted  the  886-outlet  chain's  growing  sales  margins. 

Sykora,  34,  has  an  earnest  midwestern  pride  in  his  outfit's 


1 


MeellhELMew  Growth  Stocks 


Not  a  tech  name  in  the  bunch.  American  Century's  computer  selects  them  on  the  basis  of  growth  potential,  then  Ultra  managers 
do  fundamental  analysis  to  ensure  the  cyberpicks  are  indeed  a  buy.  Even  companies  struggling  now,  such  as  Liberty  Media,  are 
eligible  for  inclusion.  Ultra  figures  Liberty,  suffering  from  the  ad  blues,  has  the  right  stuff  to  grow  robustly  in  a  recovery. 


PRICE 


Company/business 

recent 

52-week 

high 

P/E 

Why  they  like  it 

American  International  Group/insurance 

$67.89 

$87.10 

32 

strong  post-Sept.  11  demand  allows  premium  hikes 

CemexVcement 

27.73 

33.00 

8 

fast-growing  Mexican  outfit,  even  in  economic  slump 

Host  Marriott/leisure 

11.56 

13.50 

NM 

great  properties  at  destination  resorts 

Liberty  Media/entertainment 

9.45 

17.85 

NM 

big  stakes  in  top  media  properties,  $3  billion  in  cash 

Outback  Steakhouse/restaurants 

36.80 

39.80 

22 

steakhouse  chain  boasts  expanding  margins 

Stock  prices  as  of  June  20.  NM:  Not  meaningful.  'America 

t  Depositary  Shares.  Sources: 

American  Cei 

lfury;  Marker  Guide  via  FacrSet  Research  Systems. 
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$450,000 1st  Year  Profit 
$2,000,000*  2nd  Year  Buyout 


$450,000 

1st  Year  Profit 
After  Start-Up 


$2,000,000* 

Per  location...After?  Years, 
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Our  company  establishes  small  medical  facilities  under 
a  rapidly  expanding  21 -year-old  government  program. 

Medical  background  completely  unnecessary.  Nearly  300 
facilities  already  contracted  nationwide... and  growing. 


Please  visit  our  web  site: 


www.corf.com 


Winston  Churchill  was  perhaps  the 
most  stirring,  eloqueni  sp<  ker  ol  his 
century.  He  also  stuttered. 

If  you  stutter,  you  should  know  about 
(  liurchill.  Because  his  life  is  proof 
that,  with  the  will  to  ac  hieve,  a  speech 
impediment  is  no  impediment. 

Write  or  i  all  us  toll  fret 


Stuttering 
foundation" 

ofAmerk   \ 


■   ■ 

1-800-992-9392 

www.stutteringhelp.org 

ilnui  ( irove  Road,  Suie  6 
P.O.I  1749  ■  Memphis,  TN  (Sin 


The  voice  of  freedom  never 
faltered,  even  though  it  stuttered. 
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low-key  style,  as  do  comanagers  Bruce  A 
Wimberly,  36,  Jerry  P.  Sullivan;  41,  an 
founder's  son  James  Stowers  III,  43.  "W 
typically  don't  talk  about  individua 
stocks,  and  we  benefit  from  being  awa 
from  New  York,"  says  Wimberly. 

The  style  at  American  Century  Invest 
ments  (once  Twentieth  Century)  come 
from  James  E.  Stowers  Jr.,  78,  who  built 
into  a  fund  giant  with  assets  of  $86.2  bi] 
lion  and  amassed  a  $1.6  billion  persona 
fortune.  Stowers  sold  45%  of  it  to  J.I 
Morgan  in  1997  for  $900  million  an 
gave  most  of  the  proceeds  to  cance 
research.  He  still  shares  the  chairmanshi] 
with  his  son,  but  is  not  active  day-to-da)R 

The  elder  Stowers  started  the  compare 
in  1958  with  $100,000  in  capital  con 
tributed  by  friends,  on  the  belief  that  ther 
ought  to  be  a  scientific  way  to  pick  stocks 
Stowers  wrote  a  computer  program  ti 
uncover  earnings  momentum  in  16,00' 
stocks.  The  screen  trims  the  list  to  1 ,00C 
giving  teams  of  analysts  a  starting  point 

Unlike  Janus  and  other  growth  fundi 
American  Century  analysts  aren't  given 
chance  to  fall  in  love  with  hot  stocks.  Th 
computer  model  suggests  stocks  witl 


slowing  momentum  be  sold.  Their  sell 
Enron  call  is  a  prime  example. 

That's  not  to  say  problems  don't  aris 
with  this  system.  Ultra  bombed  on  spot 
ting  management  problems  at  Tyco  Inter 
national,  at  year-end  its  second-larges 
holding  (4.3%  of  assets).  Tyco  stock  ha 
since  skidded.  "There  are  times  when  w 
are  smart  in  what  we  do,  and  there  ar 
times  when  we  don't  look  too  smart, 
says  Wimberly,  unwilling  to  blame  th 
computer  model.  The  model  does  a  poo 
job  of  forecasting  movement  in  cyclical} 
Cyclicals,  such  as  automotive  or  energ 
stocks,  tend  to  display  growth  later  in  th 
economic  cycle. 

It's  not  that  American  Century  man 
agers  are  total  slaves  to  the  computet 
Periodically  they've  ignored  it,  whethe 
wisely  or  not.  Last  summer  the  compute 
flashed  a  "buy"  signal  for  home  buildin 
stocks,  whose  earnings  were  growing  a 
10%  to  20%.  The  managers  figured  thi 
wasn't  sustainable  in  a  recession. 

Wrong.  Folks  bought  the  houses  an< 
the  stocks.  Now  if  they  can  only  start  buy 
ing  growth  funds  again.  I 
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The  Great  Stock  Illusion 


Over  long  periods  stocks  way 
outperform  bonds,  right?  Maybe 
not.  A  new  study  raises  the 
disturbing  possibility  that 
this  conclusion  derives 
from  a  misreading 
of  history. 


BY  DANIEL  FISHER 

FOR  MORE  THAN  A  CENTURY  STOCKS 
have  given  the  patient  investor  a 
higher  return  than  bonds.  The  differ- 
ence is  called  the  "equity  risk  premium." 
That's  supposed  to  be  the  reward  you  get 
for  taking  on  the  higher  risk  of  stocks.  It's 
a  huge  number,  on  the  order  of  5%  a  year, 
as  calculated  from  the  past  75  years  of 
data  by  research  firm  Ibbotson  Associates. 
If  that  doesn't  sound  huge,  try  com- 
pounding it  for  a  working  lifetime  (5%  a 
year  for  40  years  gives  you  a  600%  incre- 
ment). Or  put  it  this  way:  The  equity  risk 
i    says  that  stocks  have  com- 
I  four  times  as  fast  as  bonds  in 
idjusted)  terms. 
omesthecon- 
m  th;  ■      tirement 

lei  kewed  toward 

sto. 

Ik  two  finance  experts  in 

alarming  stud)  n  cently  published  in  the 
Financial  Analysts  Journal.  They  say  that 


history — or  at  least  the  interpretation 
usually  put  on  stock  market  history — is 
bunk.  If  they  are  right,  the  risk  premium 
in  coming  decades  won't  be  anything  like 
5%  and  you  shouldn't  count  on  the  S&P 
500  to  provide  you  with  a  fat  and  com- 
fortable retirement.  Let's  tour  their  find- 
ings and,  if  you  accept  them,  consider  an 
alternative  to  abandoning  equities. 

The  guys  doing  the  study,  Robert 
Arnott  and  Peter  Bernstein,  are  not  Ivory 
Tower  theorists.  Arnott  manages  $15  bil- 
lion at  First  Quadrant  L.P.  in  Pasadena, 
Calif.  Bernstein  is  a  New  York-based 
economist  who  advises  institutional 
investors.  Neither  expects  S&P  500  index 
funds  to  do  particularly  well  over  the  next 
several  decades. 

Let's  start  with  the  long-run  histori- 
cal return  on  stocks.  Including  dividends 
and  discounting  for  inflation,  the  return 
over  the  past  two  centuries  has  averaged 
7%  a  year.  Early- 19th-century  data  are  a 
little  sketchy,  but  such  a  conclusion 


about  the  long-term  performance  o' 
stocks  is  well  accepted. 

Arnott  and  Bernstein  deconstructec 
the  7%  return.  A  large  part  of  it — close  tc 
5% — came  from  dividend  yields; 
smaller  portion,  1.4%,  from  earning, 
growth.  A  remaining  sliver  came  from  ar 
expansion  in  price/earnings  multiples 
Note  that  we're  talking  averages  here,  anc 
there  was  much  variation  in  the  compo 
nents  over  time.  In  early  years  dividend  i 
were  fat  while  P/E  multiples  didn't  go  any 
where.  In  the  1982-99  bull  market,  ii 
contrast,  yields  collapsed  but  stock  mar 
ket  investors  more  than  made  up  wha 
they  lacked  in  dividends  with  a  wile 
expansion  of  P/E  multiples. 

Where  do  we  go  from  here?  A  naiv 
extrapolation  of  past  into  future  tells  yoi 
the  7%  will  keep  on  coming.  Arnott  am 
Bernstein  look,  component  by  compo 
nent,  at  the  total  real  return  and  arrive  a 
a  grimmer  conclusion. 

That  5%  dividend  yield  is  history 
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viiaf  s  flie  best  solution?  I  growing  your  business 
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to  lasting  mutually  beneficial  success.  Put  our  commitment  to  creative  partnership  to  work  for  your  business. 

formula  for  the  best  solution. 
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they  note.  The  S&P  500  is 
now  yielding  only  1.5%.  A 
bull  would  argue  that  divi- 
dends have  gone  out  of 
style,  with  companies  (like 
Microsoft)  plowing  their 
profits  into  share  repur- 
chases and  internal 
growth.  Arnott  and  Bern- 
stein have  an  answer  to 
this  argument.  They  stud- 
ied what  happened  to 
earnings  plowed  back 
rather  than  paid  out  and 
found  that  companies  did 
a  miserable  job  of  invest- 
ing them. 

When  the  dividend 
payout  ratio — the  per- 
centage of  earnings  paid 
out  as  dividends — climbed  above  50% 
in  the  late  1950s,  subsequent  ten-year 
earnings  growth  was  between  2%  and 
4%  a  year.  When  the  payout  ratio  fell 
below  50%  in  the  mid-1970s,  subse- 
quent earnings  growth  plunged  into 
negative  figures.  The  payout  ratio  hit  its 
second-highest  level  since  World  War  II 
in  1991,  at  70%;  one  of  the  nation's 
biggest  booms  followed. 

Arnott  tested  the  theory  to  see  if  this 
was  simply  a  case  of  earnings  reverting 
to  the  mean.  For  sure,  managers  are 
loath  to  cut  dividends  when  earnings  fall 
and  rarely  raise  them  to  the  full  extent 
that  earnings  rise.  So  one  year's  high 
payout  ratio  might  just  reflect  low  earn- 
ings, and  vice  versa.  But  Arnott's  statisti- 
cal tests  indicated  that  the  natural  ten- 
dency of  good  earnings  to  follow  bad 
was  a  far  less  powerful  predictor  of  ten- 
year  earnings  growth  than  the  payout 
ratio  itself. 

"We're  coming  off  peak  earnings  in 
2000  with  the  lowest  payout  ratios  ever," 
Arnott  says.  "Those  earnings  didn't  gen- 
erate growth;  they  were  just  wasted 
money."  The  problem,  he  says,  is  that 
managers  of  public  companies  squander 
profits  on  empire-building  pr  iects  that 
fail  to  earn  a  decent  return.  Investors 
would  be  better  off  If  those  managers  dis- 
tributed corporate  eai  rungs  -is  dividends, 
which  investors  could  put  into  new  enter- 
prises that  grow  faster. 
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The  Price  Is  Right? 


Stock  prices  for  the  S&P  500  have  grown  far  faster  than  earnings  in 
recent  history,  using  a  conservative  multiple  of  ten  times  net  income. 
This  adds  to  the  likelihood  that  prices  will  fall  back  to  earth.  > 


Constant  2002  dollars 


'30  '40  '50  '60  70  '80 

Ten  times  trailing  five-year  earnings  per  share.  Source:  Ibbotson  Associates. 


"There's  an  incredible  arrogance  in 
management  thinking  their  tenth-best 
idea  is  better  than  their  shareholders' 
first-best  idea,"  says  Arnott. 

What  about  the  argument  that  share 
repurchases  have  replaced  dividend 
checks  as  a  way  of  distributing  corporate 
cash?  Stock  buyback  programs  were 
much  in  vogue  in  the  1990s,  but  Arnott 


market  returns,  and  that  is 
the  expansion  in  P/E  multi-i 
pies.  Could  this  continue  to 
enrich  stockholders?  Un-4 
likely.  The  market  is  already 
expensive  by  this  measure,, 
at  25  to  42  times  last  year's '! 
earnings  (depending  on: 
how  you  count  "nonrecur- 
ring" writeoffs).  If  anything,, 
the  P/E  is  likely  to  go  in  the 
other  direction,  back  toward' 
its  historical  norm  of  14. 

Absent  any  new  boost-' 
ers,  Arnott  and  Bernsteim 
say,  investors  today  should' 
not  count  on  more  tham 
the  paltry  earnings  and* 
dividend  growth  they  dis-. 
covered  in  their  study:  a  lit- 
tle less  than  per  capita  gross  domestic 
product,  which  they  say  is  unlikely  to  rise 
above  2%  anytime  soon.  Add  earnings, 
growth  to  the  meager  dividend  yield  and^ 
you  get  a  total  real  return  not  much  better 
than  3.5%.  Note  you  can  get  a  risk-free 
real  return  of  3.5%  on  inflation-indexedi 
Treasurys.  That's  how  the  5%  risk  pre 
mium  may  have  vanished,  at  least  on: 


"Those  earnings  didn't  generate  growth; 
they  were  just  WASTiD MINE*" 


says  those  programs,  for  the  most  part, 
bought  back  the  shares  issued  to  execu- 
tives through  options. 

Perhaps  the  most  surprising  statistic 
to  turn  up  in  this  study  is  the  meager 
1.4%  real  growth  in  earnings  per  share,  a 
number  Arnott  and  Bernstein  calculated 
from  data  going  back  to  1871.  That  is  far 
less  than  the  3%  yearly  growth  in  the 
economy  or  even  the  1 .6%  growth  in  per 
capita  gross  domestic  product,  a  good 
measure  of  productivity.  That's  a  puz- 
zling result  if  the  stock  market  is  sup- 
posed to  mirror  the  economy,  let  alone 
outperform  it.  Part  of  the  reason,  their 
study  concludes,  is  the  dual  nature  of  the 
economy:  Many  of  the  fastest-growing 
companies  are  outside  the  public  markets 
and  therefore  not  available  to  stock 
investors. 

There's  one  more  component  to  stock 


most  S&P  500  stocks. 

Is  there  a  way  out  of  this  bind  for 
investors  who  need  to  build  wealth  for 
retirement  and  other  worthy  goals? 
Arnott  and  Bernstein  suggest  that 
investors  seek  out  investments  that  pay 
cash — real  estate  investment  trusts,  tim- 
ber partnerships  and  traditionally  gener- 
ous companies  like  General  Motors  and 
J.P.  Morgan  Chase. 

There  is  one  surefire  way  the  risk  pre- 
mium could  return,  Arnott  says:  P/E 
ratios  (and  thus  stock  prices)  could  col- 
lapse, perhaps  as  much  as  50%.  If  that 
happened,  dividend  yields  would  rise  and 
investors  could  once  again  look  forward 
to  high  real  returns. 

"Those  who  argue  long-term  returns 
will  be  better  than  3.5%  because  yields 
will  go  up  might  be  right,"  Arnott  says. 
"But  the  process  will  be  unpleasant."  F 
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Unseen  Risks 

OIL  AND  WATER  DON'T  MIX.  NOR  DO  HUGE 
debt,  jazzy  media  properties  and  a  plodding 
water  provider,  as  Jean-Marie  Messier  found 
out.  Under  pressure  from  the  board,  news  re- 
ports said  July  1,  Messier  stepped  aside  from 
his  troubled  tenure  atop  VIVENDI  universal — a 
French  water  company  whose  debt-fueled  ac- 
quisition of  entertainment  assets  is  under  as- 
sault. Vivendi's  (NYSE:  V)  stock  had  fallen  two- 
thirds  since  January  to  $21  per  share,  but  rallied 
by  $  1  the  day  Messier's  departure  hit  the  news. 

Any  celebrating  is  premature.  The  post-Messier  Vivendi  is  an 
even  bigger  mess  than  most  people  know.  Aside  from  the  $20 
billion  in  Vivendi  debt  everyone  worries  about,  turns  out  the 
company  also  carries  another  $17  billion  in  off-balance-sheet  lia- 
bilities. This  hodgepodge  of  23  disparate  items  includes  operat- 
ing leases,  guarantees  for  a  hotel  business  and  real  estate,  and 
numerous  put  options,  including  one  held  by  Monaco.  Vivendi 
says  these  financings  are  proper  as  they  "add  economic  value." 

Vivendi  is  getting,  moreover,  an  earnings  boost  from  this 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


murky  dealmaking,  says 
the  Center  for  Financial 
Research  &  Analysis,  an 
accounting  watchdog 
group.  Until  August  2000 ' 
Vivendi  was  including  in 
its  own  results  a  pro- 
rated, 24.5%  share — equal  to  an  estimated 
$  1 30  million  for  fiscal  2000 — of  losses  at  the'i 
satellite  and  cable  company  British  Sky  Broad 
casting.  In  September  2000  Vivendi  stopped 
doing  so,  saying  European  antitrust  regulators 
had  forced  it  to  divest  its  BSkyB  stake.  Thus  it 
avoided  an  estimated  $215  million  of  BSkyB's 
losses,  the  Center  says.  But  Vivendi  waited  more  than  a  year  to 
unload  BSkyB.  Vivendi  had  no  immediate  comment  on  that. 

Vivendi  also  got  an  estimated  $400  million  boost  to  its  2001  i 
results  when  it  sold  its  stake  in  ailing  AOL  Europe  to  an  undis- 
closed financial  institution.  But  as  part  of  this  deal,  Vivendi 
agreed  until  March  2003  to  make  up  any  shortfall  if  the  unit's 
valuation— as  judged  by  independent  analysts — falls  below  $812 
million.  That's  likely.  Analysts  see  $300  million  in  losses  this  year. 
Short  Vivendi;  cover  at  $  1 2.  — Elizabeth  MacDonald 


Drug  Trip 


THEY  SHOULD  KNOW:  BILL  GATES  AND 
Warren  Buffett  are  buying  pharma  stocks 
because  they're  cheap.  PFIZER,  the  world's 
biggest  drug  company,  is  the  Los  Angeles 
Lakers  of  the  drug  industry.  High  quality, 
good  bench.  It  sells  8  of  the  world's  30 
top-selling  drugs,  including  such  block- 
busters as  Lipitor  and  Viagra.  And  Pfizer 
(NYSE:  PFE),  spending  a  hefty  $5.3  billion 
this  year  on  research  and  development, 
has  30  new  drugs  in  mid-  and  late-stage 
development.  Billy 
C.  Bowden  at  hedge 
fund  Crow  Capital 
Partners  sa\ 
full  pipeline  will 
keep  up  growth. 

Pfizer  stock  is 
cheap  at  $34,  down 
22%  in  a  year.  At  26  times  trailing  earn- 
ings, Pfizer  trades  at  far  more  affordable 
level  than  it  did  a  year  ago  when  it  had  ,' 
48  r  — Christopher  Helman 
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Legal  Lottery 

IF  YOU  LIKE  LIVING  DANGEROUSLY,  TRY 
investing  in  the  shares  of  Internet  access 
provider  northpoint  communications  now 
in  Chapter  7.  NorthPoint  (Pink  Sheets: 
NPNTQ)  is  suing  Verizon  Communications 
for  backing  out  of  a  $1.3  billion  commit- 
ment to  buy  it  in  2000.  The  Baby  Bell  says 
it  had  the  right  to  welsh  because  North- 
Point revised  earlier  financial  reports.  AT&T 
later  bought  all  NorthPoint's  assets,  so  the 
only  thing  left  is  its  claim  against  Verizon. 
Court  date  is  late  July. 

We  seldom  recommend  stocks  like 

this:  You  might  find  them  hard  to  obtain. 

In  most  bankruptcies,  equity  holders  get 

squat;  in  this  one  they'll  likely  come  away 

>mething  if  Verizon  settles  or  loses 

t,  notes  Jack  J.  Hersch  of  Cypress 

Management.  The  stock,  now  at  19  cents, 

could  pay  off  15  times  that,  he  says.  An 

alternative:  You  can  buy  the  bonds,  now 

( ents  on  the  dollar;  they'd  benefit  if 

Verizon  pays  up,  too.         — Scott  Woolley 


Aloha 


HAWAIIAN  STUFF  IS  A  GOOD  GIMMICK 
every  once  in  a  while.  High-end  home 
items  retailer  Williams  sonoma  is  getting 
slam-bam  results  peddling  costly  baubles 
like  Aloha  Girl  beach  towels  for 
$35  and  luau  quilts 
for  $199  at  its 
Pottery  Barn  outlets. 
Williams-Sonoma 
(NYSE:  WSM)  rode 
this  wave  to  its  best- 
ever  fiscal  first  quar- 
ter, which  ended  in 
May.  The  stock  has  tripled  to  $30  since  fall. 
But  it  can't  keep  this  up.  Sales  growth 
slowed  to  14%  last  year  from  2000's  25%. 
The  company  forecasts  an  EPS  of  98  cents 
for  2002.  But  the  last  12  months'  EPS  is  just 
78  cents,  making  the  trailing  P/E  a  pricey 
40.  Also,  talent  has  fled.  Ace  merchandiser 
Gary  Friedman  left  to  head  limping  rival 
Restoration  Hardware.  Short  Williams- 
Sonoma.  Cover  at  $22.  — C.H. 
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)emandingTrue 
Diversity 


The  2000  U.S.  Census 

has  confirmed 

what  clear-sighted 

business  executives 

have  long  known: 

—  Demographic 

changes  are  putting 

a  new  face  on 

America  —  and 

its  workforce. 

—  When  the  baby 

boomers  start 

retiring,  there  will 

not  be  enough  new 

talent  to  replace  them. 


The  War  forTalent 

The  coming  talent  pool,  estimated  to 
be  only  one-third  white  males,  will  cer- 
tainty not  look  like  last  generation's  lead- 
ers. And  America  is  not  only  looking  dif- 
ferent. It  thinks  differently.  Younger 
Americans  want  their  companies  to  value 


their  individual  contributions  and  continu- 
ously expose  them  to  work  assignments 
that  engage  their  passior  and  stretch 
their  skills.  In  addition,  they  want  time  for 
families  and  other  personal  pursuits. 

These  new  ways  of  defining  themselves 
and  their  expectations  go  beyond  traditional 
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diversity  categories  —  gender,  ethnicity 
and  age  —  to  embrace  true  diversity,  the 
far  more  complex  reality  of  individual  dif- 
ferences. Because  the  Internet  and  other 
mass  media  have  made  talented  young 
Americans  more  savvy  and  better 
informed,  they  will  search  for  —  and  find 
—  the  work  they  want  and  the  rewards 
they  expect. 

To  further  complicate  future  planning, 
the  U.S.  Bureau  of  Labor  Statistics  pre- 
dicts a  dramatic  increase  in  creation  of 
new  jobs  —  55  million  over  the  next 
decade  —  with  only  29  million  potential 
employees.  The  growing  number  of 
unfilled  positions  means  the  war  for  talent 
will  only  intensify. 

Any  company  failing  to  adjust  to  these 
new  realities  will  find  itself  lagging  behind, 
first  in  recruitment  and  retention  of  the  best 
talent  and  ultimately  in  the  marketplace. 

Retaining  TopTalent 

The  21st  century  workforce  will  chal- 
lenge corporate  America  with  diversity 


that  runs  far  deeper  than  physical  differ- 
ences among  workers,  and  those  differ- 
ences will  cut  across  ethnic,  gender  and 
age  identification. 

A  2001  Towers  Perrin  Talent  Report, 
New  Realities  in  Today's  Workforce, 
examined  these  trends  and  concluded: 
"The  promise  of  managing  diversity  was 
that  companies  would  be  flexible  and 
creative  about  managing  individual  dif- 
ferences. Treating  everyone  the  same,  or 
all  members  of  one  group  the  same,  is 
a  recipe  for  organizational  disaster.  Now 
it  is  up  to  companies  to  achieve  that 
promised  flexibility."  Since  mobility  no 
longer  carries  a  stigma  and  the  Internet 
allows  talent  to  scan  global  opportunities 
on  a  daily  basis,  dissatisfied  talent  is  and 
will  continue  to  be  ready,  willing  and 
able  to  move. 

These  trends  have  long  been  observed 
among  minority  talent.  Two  Korn/Ferry 
International  studies,  Best  Practices  for 
Diversity:  Corporate  &  Candidate  Per- 
spectives (2002)  and  Diversity  in  the 


State  Farm  Insurance  Companies 

"At  State  Farm,  we  do 
more  than  acknowledge  dif- 
ferences. We  embrace  them 
because  they  make  us  a 
stronger  organization. They 
help  us  understand  the 
marketplace  and  how  we 
can  do  a  better  job  of  serv- 
ing our  customers.  Our 
State  Farm  mission  is  clear:  'We  are  people  who . . .  bring 
diverse  talents  and  exp  iences  to  our  work  of  serving  the 
State  Farm  customer.'  " 

—  Ed\   ird  B.  Rust,  Jr., 

Chairman  and  Chief  Executive  Officer 


Executive  Suite:  Creating  Success 
Career  Paths  and  Strategies  (199 
.show  that  minority  talent  has 
decades  left  positions,  often  in  trust 
tion,  to  be  valued  for  their  skills  and  a 
ities  and  to  have  greater  authority  a 
responsibility.  This  minority  trend  is  n< 
recognized  as  a  bellwether  for  the  ent 
workforce,  which  is  following  suit. 

Recommended  the  Best  Practic 
study:  "CEOs  and  their  teams  mi 
spearhead  more  open  environments  t'l 
focus  on  adding  value  to  each  organi 
tion  by  promoting  diversity  of  thinki 
and  behavior."  The  result  will  be  divei 
talent  with  the  power  to  make  thin 
happen.  Everybody  wins. 

Two  Forward-Thinking 

Companies: 

Freddie  Mac  and  State  Farm 

Two  of  America's  largest  and  mc 
respected  corporations  have  embrac 
innovative  diversity  programs.  Gove 
ment-chartered  and  shareholder-owni 
Freddie  Mac  has  a  workforce  of  ab( 
4,000  and  has  a  total  loan  portfolio  1 
shy  of  $1.2  trillion,  representing  20% 
the  total  U.S.  mortgage  market.  It  pa 
ages  these  mortgages  for  trading 
the  secondary  market.  Freddie  Ma 
mortgage  securities  carry  the  highi 
investment  credit  rating,  and  its  grov 
in  shareholder  returns  has  averac 
19%  annually  for  the  last  ten  yea 
What  this  all  means  is  that  more 
America's  families  have  a  dece 
affordable  place  to  call  home.  Fred 
Mac  is  regularly  cited  in  the  busine 
media  as  one  of  the  best-manac 
companies  as  well  as  one  that  is  di\, 
sity-friendly. 

While  regularly  receiving  similar  ac 
lades,  State  Farm  Insurance  Compan 
presents  a  very  different  corporate  ( 
ture.  Thirteen  zone  offices  and  875  cl< 
offices  include  a  workforce  of  more  tl 


WE  SEE  YOUR  NEED  FOR 

LIFE  INSURANCE  GROWING  EVERY  DAY 

WE  LIVE  WHERE  YOU  LIVE: 


As  your  Family  grows,  so  does  your  need  for  protection.  From  Whole  Life  Insurance  to 

Term  Insurance,  nobody  helps  you  provide  that  protection  like  State  Farm.  We're  there  to  help 

you  with  your  other  financial  needs  too,  like  State  Farm  Mutual  Funds!" 


LIKE  A  GOOD  NEIGHBOR 


STATE    FARM 


INSURANCE 


STATE  FARM  IS  THERE." 


Call  your  State  Farm  agent  or  visit  us  at  statejarm.com! 


Life  insurance  issued  by  State  Farm  Lite  Insurance  Company  (not  licensed  in  NY  or  Wl),  State  Farm  Life  and  Accident  Assurance  Company  (licensed  in  NY  and  Wl).  Home  Offices:  Bloomington,  Illinois. 
For  more  complete  information  about  State  Farm  Mutual  Funds,  including  charges  and  expenses,  ask  a  Registered  State  Farm  Agent  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money.  State  Farm  Mutual 
Funds  are  offered  by  State  Farm  VP  Management  Corp.  1  -800-447-4930.  State  Farm  VP  Management  Corp.  is  a  separate  entity  from  those  State  Farm  entities  which  provide  auto,  life,  fire  and  health  insurance  products. 
L20O2-O3  04/02 
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79,000  employees  and  16,000  indepen- 
dent agents.  State  Farm  holds  71.6  mil- 
lion life,  auto,  health  and  home  insurance 
policies,  and  each  policy  represents  a 
one-on-one  relationship  between  the 
company  and  a  customer.  State  Farm 
has  built  its  diversity  programs  around  its 
"good  neighbor"  image. 

Active  Commitment 
From  theTop 

No  diversity  initiative  can  succeed  with- 
out clear,  convincing  and  oft-communi- 
cated support  from  the  top,  backed  up  by 
action.  Both  Freddie  Mac  and  State  Farm 
have  that  kind  of  support.  Leaders  of 
both  companies  speak  frequently  about 
diversity  inside  the  company  and  beyond 
it.  They  also  communicate  through 
newsletters,  their  intranets  and  the  Inter- 
net. They  are  involved  in  mentoring  and 
the  internal  network  of  diversity  councils. 

■■»■■■ 


It  is  not  surprising  that  diversity 
progress  —  in  recruitment,  promotions, 
and  awareness  training  —  is  more 
marked  when  results  are  linked  to  indi- 
vidual manager  and  executive  perfoTv 
mance.  Both  Freddie  Mac  and  State 
Farm  have  linked  compensation  and 
bonuses  to  diversity  results.  In  2001, 
Freddie  Mac  evaluated  the  performance 
of  managers  and  above  annually  in  five 
categories,  one  of  which  is  diversity 
results.  Bonuses  as  well  as  merit 
increases  were  based  on  the  results  of 
this  evaluation. 

State  Farm  follows  a  two-step  process 
that  fits  its  business  purpose  and  struc- 
ture. First,  managers  and  executives  are 
evaluated  on  their  revenue  goals  and 
then  on  three  process  goals:  diversity, 
mentoring  and  succession  planning. 
Bonuses  can  be  enlarged  or  decreased 
based  on  the  secondary  analysis. 


Freddie  Mac 


"Freddie  Mac  has  a  pow- 
erful influence  on  the  lives 
of  millions  of  America's  fam- 
ilies. By  attracting  global 
capital  to  finance  America's 
housing,  we  help  families 
attain  the  economic  and 
emotional  well-being  that 
comes  with  living  in  the 
home  of  their  dreams.  Only  by  harnessing  all  of  our  com- 
pany's strengths,  including  the  power  of  our  diversity,  will 
we  be  able  to  meet  the  needs  of  a  new  and  increasingly 
diverse  generation  of  homebuyers.  That's  why  we  foster 
an  env  ronment  where  each  person  feels  valued  and  able 
to  contribute  to  the  fullest  potential." 

—  Leland  C  el, 

Chairman  and  xecutive  Officer 


Increasing  Supplier  Diversity 

Freddie  Mac  and  State  Farm  both  ha} 
■stellar  results  in  their  supplier  divers! 
programs  and  have  improved  their  pre 
itability  in  the  process.  Freddie  M 
awarded  15.5%  ($66  million  last  ya 
alone)  of  its  contracts  to  women-  ai 
minority-owned  businesses  or  business 
owned  by  the  physically  challenged.  Sta 
Farm's  2001  total  was  $157.5  million.  Re 
resenting  8.2%  of  its  total  expenditure 
this  percentage  is  higher  than  almost  ■ 
other  very  large  corporations.  A  wit 
range  of  diverse  suppliers  is  already  avel 
able  in  the  market,  and  the  number 
growing  annually. 

Toward  21st  Century  Best 
Practices:  Company-Wide 
Career  Development  Program! 
State  Farm's  Leader  to  Leader 
Mentoring  Program 
State  Farm,  with  a  network  of  diversi 
programs  throughout  its  far-flung  wot 
force,  last  January  designed  a  compar 
wide  development  program  both 
heighten  and  focus  awareness  and 
bring  top  executives  into  active  particip 
tion.The  executive  mentoring  prograr 
now  in  its  second  quarter,  is  sponsor* 
by  eight  members  of  the  Chairmar 
Council,  the  17  top  corporate  officers. 
The  "class"  of  28,  who  meet  at  lea 
quarterly  for  sessions  with  the  membe 
of  the  Chairman's  Council,  plus  four  grou| 
of  25  who  each  attend  one  quarterly  se 
sion,  is  a  mixture  of  high  potential  emplc 
ees  and  those  longtime  employees  wl 
are  exceptionally  good  at  leading  th< 
teams.  There  is  substantial  representatii 
of  women  and  people  of  color.  Sa' 
Annette  Martinez,  assistant  vice  pre: 
dent,  diversity,  "We  are  in  the  process 
integrating  diversity  thinking  into  all  of  o 
businesses.  We  know  it  is  key  to  o 
future  success,  both  in  terms  of  prodi 
tivity  and  our  service  to  our  customers 


Is  there  anything  about  the  home 
buying  process  you'd  like  to  change? 


You  can  start  right  here.  At  Freddie  Mac. 

We're  an  investor-owned  Fortune  500®  company  with 
an  important  public  mission:  to  make  mortgages  less  costly 
and  more  accessible  so  more  families  can  own  homes. 

And  that  means  things  have  to  change.  Continuously. 
We've  already  developed  technology  that  speeds  up  the 
process  and  makes  it  more  efficient.  Now  we're  pioneering 
technology  that  will  make  getting  a  mortgage  from  a  lender 
as  easy  as  clicking  a  mouse. 

If  you  want  to  work  for  a  company  that  demands  and 
rewards  innovation  (and  where  the  dress  is  business  casual), 
check  out  the  opportunities  at  freddiemac.com.  ^^^^^ 
The  work  you'll  do  here  will  be  groundbreaking.       rreddie 

Mac 


We  Open  Dix>rs 


www.freddiemac.com 


©2001  Freddie  Mac 
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More  and  more  companies  are  beginning 

to  realize  that  their  existing  diversity 

programs,  while  important,  are  only  first  steps." 


Sessions  are  structured 
as  group  mentoring  expe- 
riences, with  presentations 
from  Council  members  on 
State  Farm  finances  and 
operations  and  leadership 
in  general.  Question-and- 
answer  periods  allow  par- 
ticipants to  learn  more 
specifics  as  well  as  to  begin 
developing  one-on-one  rela- 
tionships with  Chairman's 
Council  members  on  work 
issues.  While  actual  results, 
in  terms  of  promotion  and 
retention,  cannot  yet  be 
gauged,  participant  feed- 
back has  been  outstanding. 

Martinez,  who  came  to 
this  new  role  last  January 
after  14  years  in  a  variety 
of  State  Farm  positions, 
reports  directly  to  the 
Vice  President  of  Human  Resources,  and 
has  a  "dotted  line"  relationship  with 
State  Farm's  President  and  Chief  Oper- 
ating Officer,  Vincent  J.Trosino,  whom 
she  calls  a  "champion  of  diversity" 
Having  diversity  leaders  who  are  so 
plugged  in  to  State  Farm's  business  and 
hierarchy  sends  a  twofold  message:  the 
strong  commitment  of  the  leaders  and 
the  surety  of  results. 

Freddie  Mac's 
"Champions  of  Diversity 

"Champions  of  Diversity,"  the  mult 
phase  leadership  program,  says  Keith 
Earley,   vice  president  of  employee 
strategies  and  practices,  "is  desk,  .ed 


to  achieve  alignment  among  all  our 
executives  as  well  as  clarity  about  the 
business  imperative."  The  CEO,  Vice 
Chair  and  their  direct  reports  have  met 
regularly  as  a  group  with  internal  and 
external  facilitators  to  enhance  the 
leadership  and  management  skills  relat- 
ing to  diversity  and  inclusion.  The  vice 
presidents  who  run  departments  within 
the  15  divisions  have  attended  similar 
sessions  and  are  joined  by  senior  exec- 
utives, who  give  their  perspective  and 
reiterate  their  support.  All  managers 
receive  similar  group  training,  and  com- 
puter-based training  modules  reach 
every  other  employee. 
"Because  of  our  public  purpose," 


says  Earley,  "we  attract  a  passion 
and  committed  workforce.  Diver 
augments  and  enhances  our  miss 
We  have  achieved  significant  progrc 
in  creating  a  culture  of  inclusion  tl 
leverages  diversity,  and  we  enjoy  | 
high  employee  morale." 


What  the  21st  Century 
Workforce  Means  for  Divers^ 
Management  in  the  Future 

Each  company  has  its  own  cultu 
operations,  structure,  products  and  n 
tionship  with  its  customers.  Divers 
programs,  strategies  and  policies,  the 
fore,  must  fit  a  specific  work  envirt 
ment  as  well  as  the  individual  taler 
company  seeks. 

All  diversity  programs  share  a  sinm 
motivation:  to  optimize  business  rest 
in  an  increasingly  diverse  marketplace 
addition,  no  diversity  program  is  s 
cessful  without  support  from  the  1 
This  is  true  in  every  corporate  initiat 
and  no  different  in  diversity.  By  the  sai 
token,  tying  diversity  results  to  comp 
sation  always  speeds  progress,  £ 
diversifying  the  pool  of  supplh 
improves  profitability. 

Most  large  corporations  have  altei 
their  traditional  culture  to  include  the 
programs.  But  the  21st  century  wc 
force  demands  a  deeper  analysis.  Mi 
and  more  companies  are  beginning 
realize  that  their  existing  diversity  p 
grams,  while  important,  are  only  fi 
steps.  They  are  in  the  process  of  adjt. 
ing  their  programs  —  and  their  culture 
to  the  more  complex  21st  century  re 
ty.  Is  your  company  ready? 


;vi 


Si 


II 


■, 


if 


JudithTurnock  is  co-author  of  Crs 
ing  the  Corporate  Code:  From  Survi 
to  Mastery,  to  be  published  by  1 
American  Management  Associatior 
March  2003.  She  can  be  reached 
212.222.3206,  jlthmg@aol.com. 
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Yes,  But  By  James  Grant 

The  Case  for  Cash 


WHITE  IN  PRAISE  OF  CASH,  THE  INTEREST-BEARING  ASSET 
that  doesn't  go  down.  Admittedly,  it  doesn't  go  up,  either. 
The  average  taxable  money  market  mutual  fund  yields  all  of 
1.3%,  at  which  rate  your  savings  would  double  in  54  years. 
One-point-three  percent  is  lower  than  both  the  rise  in  con- 
mer  prices  over  the  past  year  (1.6%)  and  the  meager  S&P  500 
vidend  yield  ( 1.5%). 

At  most  mile  markers  in  the  ultra-marathon  race  of  in- 

sting,  cash  runs  dead  last.  Gold,  the  purest  form  of  cash  (per- 

th  liquid  and  non-interest-bearing),  returned  1.2%  a  year 

tween  1802  and  1997,  before  deducting  for  inflation,  says 

remy  Siegel,  professor  of  fi- 

nce  at  the  Wharton  School.  D  *U     C  0  D 

nds  did  better,  at  4.9%,  and  Beating  The  O&P 

locks  did  best,  at  8  5%  gQQ  Sjnce  bef Ore 

\\  hy    do    stocks    excel? 

cause  a  profitable  company  f  he  2000  StOCk 

a  thing  of  beauty.  It  reinvests 

earnings.  It  grows  and  its  market  tOp,  T  bills 

■owth  is  capitalized.  Its  man-  , 

ement  is  interviewed  on  3re  m0re  T"an  JUST  3 
NBC  Before  long,  the  stock  sanctuaryi  An(j  now 
Market  is  willing  to  pay  $25  or 
30  for  every  dollar  of  net 
come  it  generates.  And  when 
sing  profits  are  overlaid  on  SOITie  dry  pOWCJer 

ing  interest  rates,  the  share- 
lders  are  in  heaven. 
Yet  sometimes  the  share- 
lders  are  not  satisfied  with 

aven.  They  forget  that  common  stocks  are  not  a  good  invest- 
lent  absolutely.  They  are  a  good  investment  at  a  price.  When 
d  up  to  the  wrong  price,  as  stocks  were  in  the  latter  1990s, 
sh.  becomes  more  than  a  sanctuary.  According  to  Richard 
ernstein,  chief  U.S.  strategist  at  Merrill  Lynch,  T  bills  have  out- 
rformed  the  S&P  500  for  the  past  54  months. 
A  portfolio  of  Treasury  bills  is  the  most  conservative  invest- 
lent  imaginable.  Yet  the  decision  to  park  one's  money  in  a  low- 
elding  cash  equivalent,  forsaking  all  other  alternatives,  can  be 
ghly  risky.  To  a  professional  money  manager,  such  a  decision 
anathema.  In  the  late  boom,  it  was  a  firing  offense. 

"Speculation,"  wrote  the  great  Fred  Schwed  Jr.  in  his  classic 
940  book  Where  Are  the  Customers'  Yachts?,  "is  an  effort,  prob- 
ly  unsuccessful,  to  turn  a  little  money  into  a  lot.  Investment  is 
effort,  which  should  be  successful,  to  prevent  a  lot  of  money 
om  becoming  a  little."  In  this  sense,  cash  is  the  ultimate  invest- 
lent.  As  cash  is  guaranteed  not  to  go  up,  it  is  also  warranted 
ot  to  go  down  (except,  of  course,  against  other  currencies  or 
le  Consumer  Price  Index). 


is  when  keeping 


makes  sense. 


n 


To  settle  for  an  asset  that 
merely  does  not  go  down  runs 
against  the  grain  of  a  quarter- 
century  of  happy  financial 
experience.  An  investment  in 
cash  seems  also  to  fly  in  the  face 
of  simple  arithmetic.  Almost 
every  investment  with  a  yield 
outyields  cash.  What's  the  point 
of  a  dollar  lying  fallow? 

One  of  the  finest  value 
investors,  Seth  Klarman,  presi- 
dent of  the  Boston-based  Baupost  Group,  calls  cash  his  "steady- 
state"  investment.  Cash  is  what  he  holds  in  the  absence  of  a 
compelling  alternative.  Warren  Buffett,  making  the  same  point, 
has  famously  used  a  baseball  metaphor  to  illuminate  the  prob- 
lem of  making  investment  choices.  Don't  swing  at  a  bad  pitch, 
Buffett  counsels;  patiently  wait  for  a  strike. 

When  you,  the  investor,  are  both  batter  and  umpire,  making 
an  objective  call  is  hard.  Is  Mr.  Market  throwing  strikes?  Cer- 
tainly, he  is  coming  closer  to  the  plate  than  he  did  in  the  late 
1990s,  but  (for  my  money)  he's  still  high  and  wild. 

There  is  no  one  definitive  way  to  value  the  stock  market. 
On  the  basis  of  a  trailing  price/earnings  ratio,  the  S&P  is  pro- 
hibitively expensive  (42).  On  the  basis  of  forward  earnings 
estimates,  the  S&P  is  merely  a  little  pricey  (19).  By  no  reckon- 
ing, however,  is  it  really  cheap.  That  the  S&P  is  a  lot  cheaper 
than  it  used  to  be  is  small  consolation.  It  used  to  be  uniquely 
overvalued. 

Could  a  uniquely  overvalued  bull  market  find  solid  footing 
in  the  valuation  neighborhood  of  "merely  a  little  pricey"?  Any- 
one old  enough  to  vote  has  lived  long  enough  to  appreciate 
that  the  market  can  do  anything.  But  I  would  call  such  an  out- 
come unlikely. 

Possibly,  you  are  seeing  exceptional  opportunities,  even 
today.  Then  should  you,  too,  keep  a  little  dry  powder?  Yes,  you 
should,  unless  you  are  positively  certain  that  tomorrow's 
opportunities  will  be  inferior  to  today's.  (And  how  can  you  pos- 
sibly be  certain?) 

The  search  for  the  best  kind  of  cash  parking  space  is  simpli- 
fied by  the  low  level  of  money  market  interest  rates.  For  example, 
the  Vanguard  Prime  Money  Market  Fund  holds  corporate  and 
federal  agency  obligations  as  well  as  full-faith-and-credit  Trea- 
sury securities.  This  fund  yields  1.67%.  The  Vanguard  Treasury 
Money  Market  Fund  (as  its  name  suggests)  holds  only  ultrasafe 
Treasurys.  This  second  alternative  yields  less,  1.57%.  For  such  a 
small  gain,  why  take  even  a  small  risk?  F 
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Stock  Trends  By  Laszlo  Birinyi  Jr. 

Uncharted  Territory 


ARE  YOU  LOOKING  FOR  DIRECTION  AS  THE  DREARY 
bear  market  drags  on?  One  piece  of  advice:  Don't  look 
for  it  among  the  technical  analysts,  who  profess  to 
find  market  patterns  today  that  portend  tomorrow's 
direction.  These  folks,  for  instance,  divine  that  some- 
thing called  a  "head-and-shoulders  top"  formation — a  market 
high  above  two  high  points  on  either  side — means  stocks  are 
poised  for  a  downward  move.  But  such  a  notion  is  more  aptly 
suited  for  a  shampoo  label  than  for  market  interpretation. 

Chartists,  as  they're  also  known,  don't  regard  me  as  a  friend. 
A  few  years  ago  I  wrote  a  column  (Dec.  1, 1997)  criticizing  their 
approach  as  distincdy  unhelp- 
ful. The  technical  analysts' 
reaction  was  harsh,  to  say  the 
least— ranging  from  quibbles 
about  my  grammar  to  argu- 
ments that,  because  technical 
analysis  has  attracted  a  large 
following,  it  must  have  merit. 
Nevertheless,  in  a  rotten 
investment  environment  in 
which  nothing  seems  to  work, 
I  revisited  the  chartist  ap- 
proach recently  in  hopes  I  had 
been  wrong.  My  staff  and  I 
road-tested  numerous  chartist 
tools  to  see  if  they  were  valid 
in  the  real  world — everything 
from  trend  lines  to  resistance 
to  oscillators.  With  the  greater 

market  information  now  available  via  the  Web,  I  hoped  that 
maybe  the  chartists  had  finally  evolved  their  discipline  into  a 
useful  guide.  My  hopes  were  in  vain. 

I  have  searched  high  and  low  for  anyone  who  can  persuade 
me  that  this  stuff  works.  I  turned  to  an  academic  study  favor- 
able to  technical  analysis,  published  in  the  August  2000  Journal 
of  Finance.  Yet  upon  examination,  this  study  only  proved  that 
certain  patterns  emerge,  not  that  you  can  make  money  from 
them.  The  authors  reported  that  their  findings  did  "not  neces- 
sarilv  imply  that  technical  analysis  can  be  used  to  generate 
excess  trading  profits."  Providing  superior  returns,  though,  is 
what  an  analysis — should  be  about. 

Certain!;,,  technical  analysis  has  grown  in  popularity  since  I 
wrote  m\  i  it.  Over  the  last  two  years,  the  number  of 

those  studyin;  rtitieci  Technical  Analysts  has  doubled, 

to  400,  from  the  ,  two-year  period.  That  doesn't  prove 

they're  onto  someth  wever.  The  number  of  people 

reporting  alien  abductio  i 
up,  too. 


Technical  analysis 

appears  to  protect 

you  with  timing 

signals  from  bear 

markets.  It  doesn't 

work— but  that 

doesn't  mean  you 

should  be  out  of 

the  market. 


The  allure  of  a  systei 
that  promises  certainty  i 
topsy-turvy  times  is  obviou 
Especially  when  the  systei 
also  is  supposed  to  showe 
riches  on  its  acolytes.  In  Jac 
D.  Schwager's  book  Gettin 
Started  in  Technical  Analys 
(John  Wiley  &  Sons,  1999 
one  chartist  trader  is  quote 
bragging  that  he  averaged 
25%  monthly  return  over  te 
years.  Sounds  too  good  to  be  true.  Had  the  trader  starte 
with  $100  and  achieved  the  results  cited,  he  would  hav 
accumulated,  after  ten  years,  $43  trillion  (before  taxej 
and  created  a  whole  new  category  in  The  Forbes  400. 

Sure,  the  chartists  have  at  times  been  right.  In  summer  199" 
they  made  a  good  call  in  the  media,  suggesting  a  decline  in  price 
was  imminent.  Then  came  the  Russian  debt  crisis  and  Lonj 
Term  Capital  Management's  demise.  The  Dow  fell  19%,  so  w 
can  grade  that  call  as  an  A.  Unfortunately,  once  the  technic; 
crowd  thinks  it  has  spotted  a  trend,  it  can  get  carried  away.  As  fa 
1998  approached  a  subsequent  roundup  of  chartist  projectior 
in  Barron's  foresaw  the  Dow  tumbling  as  low  as  5000.  Well,  th< 
didn't  happen.  By  early  1999  the  index  was  climbing  nicely. 

Would  that  I  had  a  better  market-reading  system  myself.  M 
own  statistical  analysis,  which  is  based  on  comparing  trading  vo 
umes  on  upticks  and  down  ticks,  served  well  in  the  1990s  but  re 
cendy  has  faltered.  Market  strategists  of  whatever  stripe  have  ha 
a  rough  go.  The  same  is  true  for  economists.  This  year  was  goin 
to  see  a  deeper  recession,  then  a  recovery  and  now,  evidendy,  a  n 
covery  in  the  economy  but  not  necessarily  in  the  market. 

Still,  none  of  this  fumbling  about  means  that  good  stocl 
aren't  available.  Stick  with  those  that  pay  you  to  own  them.  I 
other  words,  those  with  good  dividend  yields.  Verizon  Commun 
cations  (39,  vz),  for  example,  yields  3.7%  and,  while  it  is  in  tr 
beleaguered  telecommunications  group,  had  held  up  well  unt 
recently.  J.P.  Morgan  Chase  (33,  JPM)  has  a  4%  yield;  althoug 
the  finance  business  is  tough  for  now,  this  giant  will  not  g 
away.  If  you  are  going  to  be  speculative,  consider  a  basket  ( 
stocks,  such  as  the  Spiders  Exchange-Traded  Fund  (98,  SPY),  whic 
tracks  the  S&P  500  and  has  the  potential  for  great  surprises  o 
the  upside. 

The  market  has  discounted  and  is  aware  of  all  the  bad  new 
Any  surprises,  therefore,  are  likely  to  be  positive  and,  with  casl 
laden  investors  looking  to  make  money,  rallies  are  likely  to  h 
significant.  That's  my  prediction,  made  without  any  math.      I 
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THE  SIXTH  ANNUAL  GILDER/FORBES 


September  30  -October  1 2002 

The  Resort  at  Squaw  Creek  •  Lake  Tahoe,  California 

Featuring  George  Gilder,  Steve  Forbes, 
Carver  Mead,  Rich  Karlgaard  and  more! 

The  Telecosm  Conference  has  been  a  place  where  the 

greatest  minds  and  movers,  entrepreneurs  and 

engineers  come  to  "listen  to  the  technology"  and  divine 

the  strategic  imperatives  for  the  industry.  After  the 

crash,  these  business  and  investing  strategies  are 

more  important  than  ever. 


The  Sixth  Annual  Gilder/Forbes  Telecosm  Conference  is  shaping  up  to  be  our  best  everl 

Can  technology  trump  terrorism? 

Can  Kodak,  Fuji,  and  Sony  survive  Foveon? 

Will  cable  bankrupt  the  Baby  Bells? 

Is  the  Cisco  router  heading  for  mainframe  status? 

Who  will  be  the  next  Intel? 

Are  telecom  carriers  prepared  for  the  next  Net  traffic  explosion? 


Telecosm  is  a  lot  more  than  talk.  It's  a  breeding  ground  for  new  companies,  new  money,  new  opportunity, 

new  stars,  and  new  laws  of  technology  and  business.  Whether  you're  looking  for  allies  or  acquisitions, 

clients  or  vendors,  investments  or  investors,  you  need  to  be  there. 


To  Register  call  (212)  367-3521  or  visit  www.ffildertech.com  for  more  details. 


, 


n 
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AYNE  GENDRON,  5 1 ,  FIRST  NOTICED  THE 
patches  on  his  skin  when  he  was  27.  Over  the  next 
painful  lesions  spread  across  his  body,  shedding 
white  flakes  the  size  of  cookie  crumbs.  The  diagnosis  was  chronic 
psoi ;  lorrific  and  embarrassing,"  says  Gendron,  a 

sales  m  m  the  Boston  area.  He  resorted  to  rubbing  messy 

steroid  cream  on  his  lesions  and  burning  his  skin  in  a  tanning 
booth,  running  a  ..  ious  cancer  risk. 

ThenGemii.-  .  a  I  trial  of  an  experimental  drug 

last  year  and  was  suits.  Amevive,  from  Cam- 

bridge, Mass.-based  B:      n,  clear*     up  much  of  his  psoriasis  in 
12  weeks,  without  side  v  In  May  a  Food  &  Drug  Adminis- 

tration advisory  panel  i  he  treatment  for  ap- 

proval, which  could  come  i i     ea  Mild  offer  the  most 
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powerful  salve  yet  for  the  disease. 

Though  rendered  banal  by  years  of  TV  '■ 
ads  lamenting  "the  heartbreak  of  psoria 
sis,"  the  skin  disorder  actually  is  a  seriou' 1! 
immune  disease,  affecting  7  million  peopl  " 
in  the  U.S.  In  more  than  one-third  o 
patients  it  mars  10%  or  more  of  the  bod\ 
surface  (the  palm  of  the  hand  counts  a 
1%).  No  one  knows  what  triggers  the  dist 
order,  but  stress  and  skin  infections  seen 
to  play  a  role.  A  genetic  link  also  may  be  a 
work:  Gendron's  mother  and  materna 
grandfather  had  the  disease. 

Although  not  life-threatening,  psoriasi 
can  be  psychologically  devastating.  In  onf l 
survey  25%  of  patients  said  they  had  conf 
templated  suicide,  says  Steven  Feldman,  j 
dermatology  professor  at  Wake  Forest  Uni 
versity,  who  surveyed  300  patients  five  yean 
ago.  Two  years  ago  St.  Louis  University  der 
matologist  Craig  Leonardi  lost  a  patient, 
34-year-old  father  who  hanged  himself. 

Biogen  could  become  the  first  entran 
in  a  new  assault  on  what  could  amoun 
to  a  $2  billion  market.  Other  promisin 
compounds  are  due  soon:  Genentec 
and  Xoma's  Xanelim;  Immunex's  rhexal 
matoid  arthritis  remedy,  Enbrel;  an 
Johnson  &  Johnson's  Crohn's  diseas 
drug  Remicade  may  each  prove  useful  i 
psoriasis  treatment. 

As  the  FDA  panel  reviewed  Amevive  i 
May,  Biogen  Chief  Executive  James  Mullen  anxiously  watched 
broadcast  of  the  daylong  proceedings  with  300  employees  in  th 
Biogen  auditorium.  "It  was  like  watching  the  Super  Bowl,"  h 
says.  The  next  day  Biogen's  shares  rose  23%  to  nearly  $50;  the 
have  since  dropped  to  $40.  Mullen  needs  a  blockbuster.  Biogen 
only  drug,  the  multiple  sclerosis  fighter  Avonex,  is  under  hea\ 
fire  from  Serono's  Rebif. 

For  years  biotech  firms  had  tried  but  failed  to  develop  druj 
for  psoriasis.  Scientists  thought  it  was  a  skin  disease,  but  in  tr. 
mid-1980s  they  realized  it  is  caused  by  a  breakdown  in  th 
immune  system.  In  a  cruel  twist,  the  body's  disease-fightin  J 
T  cells  attack  healthy  skin  cells,  misidentifying  them  as  foreigi 
Psoriatic  skin  tries  to  repair  itself  by  generating  new  cells,  but 
does  so  seven  times  as  fast  as  healthy  skin.  The  skin's  normal  3(  \ 


HIATTH 


The  debilitating  disorder  of  psoriasis 

may  finally  succumb  to  a  potent  new  treatment. 


y  shedding  cycle  speeds  up  to  3  days,  and  grotesque  plaques  of 
ad  skin  begin  to  form. 

The  immune-disease  angle  surfaced  when  doctors  noticed 
at  cancer  patients  who  also  had  psoriasis  found  their  skin 
lproved  when  they  took  the  immune  suppressants  metho- 
;xate  (for  cancer)  and  cyclosporine  (for  organ  transplants). 
Ve  thought  maybe  we  should  look  at  T  cells,"  says  Alice  Gott- 
rb,  a  psoriasis  expert  and  director  of  clinical  research  at 
^IPM-Robert  Wood  Johnson  Medical  School.  But  methotrex- 
e  and  cyclosporine  have  serious  side  effects.  The  first  damages 
e  liver,  and  the  second  can  harm  the  kidneys. 

A  new  treatment  was  needed.  In  the  early  1980s  researchers 
Seragen,  now  a  subsidiary  of  San  Diego,  Calif.-based  Ligand 
larmaceuticals,  developed  a  molecule  that  killed  T  cells  in 
ice  and  a  handful  of  humans.  The  plaques  receded,  but  the 
mpound  proved  toxic.  Scientists  at  Bio- 
n,  who  had  been  studying  T  cell  function, 
ok  note. 

In  1987  Biogen  and  Harvard  University 
ientists  were  experimenting  with  a  receptor 
lied  CD-2,  situated  on  the  surface  of  T  cells, 
ley  found  that  T  cells  went  into  action 
hen  CD-2  bound  itself  to  a  counterpart  mol- 
ule,  LFA-3,  on  the  surface  of  cells  that  escort 
itigens  to  their  death.  In  the  early  1990s, 
rrmatologist  Kevin  Cooper,  then  at  the  Uni- 
rrsity  of  Michigan,  observed  that  the  bind- 
g  of  CD-2  to  LFA-3  set  off  psoriasis'  chain 
action.  Disrupt  that  binding  and  maybe  the 
;in  disease  could  be  thwarted.  Biogen 
mded  Cooper's  research  and  set  out  to 
.wise  a  disrupter  drug. 

Biogen  scientists  crafted  decoys  by 
oning  and  attaching  the  binding  site  of  LFA- 
onto  the  Y-shaped  tail  of  a  harmless  anti- 
ody.  When  they  hooked  up  with  CD-2,  the 
ecoys  prevented  the  real  LFA-3  from  binding 
)  and  activating  the  T  cells.  In  1995  Biogen 
egan  clinical  trials  of  Amevive,  ultimately 
sting  it  in  1,300  humans  over  six  years. 

Late-stage  trials  ended  in  May  2001,  and 
le  results  were  impressive:  Of  1,100  patients 
ljected  with  Amevive,  40%  achieved  a  75% 
:duction  in  the  severity  of  psoriasis.  They  got 
shot  once  a  week  for  12  weeks,  stopped 
eatment  for  12  weeks,  then  followed  with 
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another  12-week  stretch  of  injections.  Amevive's  effects  lasted  up 
to  seven  months. 

The  drawback  is  that  because  Amevive  fiddles  with  the  T  cell 
process,  the  drug  may  leave  patients  vulnerable  to  infection.  A 
handful  of  patients'  T  cell  counts  dropped  50%  (to  450  T  cells 
per  microliter  of  blood),  enough  of  a  decline  to  cause  concern. 
One  patient  contracted  a  damaging  kidney  infection  and 
another  developed  lymphoma,  a  cancer  of  the  white  blood  cells. 
Whether  Amevive  was  the  cause  is  unclear,  but  overall  the  drug 
was  as  safe  as  placebo. 

The  FDA  advisory  panel  suggested  doctors  follow  patients 
closely.  Should  Amevive  win  the  FDA's  okay,  Biogen  plans  to 
establish  a  registry  of  patients  to  do  that.  "We  recognize  it's  still 
the  unknown  out  there,  so  it  deserves  an  extra  degree  of  cau- 
tion," says  Biogen's  Mullen.  F 


HOW  PSORIASIS  FLARES  UP 


I.  Antigen-presenting  cell  (APC) 
catches  foreign  proteins  known  as 
antigens  and  presents  them  to 
a  T  cell  for  elimination. 


Antigen 
presenting 


2.  To  activate  T  cells, 
LFA-3  molecules  on 
the  surface  of  APCs 
must  bind  to  the  CD-2 
molecules  on  a  T  cell. 


3.  In  psoriasis,  this 
interaction  overly 
activates  T  cells, 
which  generate 
molecules  called 
cytokines. 


4.  Cytokines  inflame 
the  skin,  causing 
excess  cell  buildup 
and  itchy  lesions. 


HOW  TO  STOP  IT 


Dead  T  cell 


Biogen's  new  drug  Amevive 
binds  to  CD-2  and  blocks  its 
interaction  with  LFA-3. 
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Tuscany 

Of  the  East 


BY  ALAN  FARNHAM  AND  LINDA  TROELLER 


WEIMAR?  IT'S  NOT  THAT  WELL  KNOWN,"  SAYS  MAX-MICHAEL  SCHLERETH,  WHOSE  FAMILY  OWNS  TI 
two-centuries-old  Grand  Hotel  Russischer  Hof  in  the  city's  heart.  Not  to  most  Americans,  anyway — exce  i 
perhaps  as  the  location  of  Buchenwald  during  World  War  II.  Yet  before  the  war  Weimar  ranked  among  t 
cultural  capitals  of  Europe.  Liszt,  Schumann,  Schiller  and  Wagner  all  passed  through  the  Russischer  Ho 
portals.  Down  the  street,  the  Bauhaus  school  of  art  and  architecture  was  founded  in  1919.  Goethe,  w 
made  Weimar  his  home,  asked,  "Where  else  could  you  find  so  many  good  things  in  such  a  small  place?"  C 
guidebooks  called  this  region  "The  Tuscany  of  the  East,"  noting  its  lush  vineyards,  castles  and  gendy  rolling  hills.  Now,  after  fo 
deca<  I  ven  excluded  from  the  West  by  Germany's  postwar  partitioning,  it  is  being  rediscovered. 

h  its  Italian  namesake,  this  Tuscany  (two  hours  southwest  of  Berlin  by  car)  is  free  of  hype.  Vogue  has  yet  to  sing 
praisi  in  m  uch  risk  of  tripping  over  Sarah  Ferguson,  AOL  Time  Warner  Chief  Richard  Parsons,  Melanie  Griffith 

any  of  the  •  ati  who  have  bought  homes  in  trendy  Tuscany.  But  unhip  though  it  may  be,  the  Weimar  region  boasts  uniqi 

first-class  an 

Here  in  th  v  nemaking  region  in  Europe,  where  there  are  more  sunny  hours  per  year  than  in  the  Moselle  vail 

vintners  such  .is  , vines  the  equal  of  any  in  the  world.  Clauss,  originally  from  West  Germany,  setded  in  Sonne 

dorf  near  Weimar  st  o  and  opened  Thueringer  Winery.  He  cultivates  the  most  ancient  of  vines  alongside  new  grape  strai 
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irope's  best-kept  secret 
lockwise,  from  top  left): 
ipellendorf  Castle,  Goethe 
irk,  winter  wheat  and  four- 
|ged  locals.  Yellow  grain 
ar  Auerstadt  (above). 


i  Italy  one  pictures  people  crushing  grapes  with  their  feet.  Clauss  employs  the  latest  high-tech  processing  equipment.  His  Mueller- 
irgau  is  a  dry  white  worth  savoring  with  the  local  asparagus  (Spargel).  Unlike  green  asparagus,  this  is  white,  rich  and  meaty,  and  con- 
imed  in  half-pound  portions,  with  hollandaise,  as  a  meal  in  itself. 

The  provincial  cuisine — Thuringian — is  hearty  yet  refined.  Restaurant  menus  offer  such  dishes  as  duck  leg  with  red  cabbage, 
uerbraten  with  dumplings,  or  a  pike-perch  saltimbocca  (pike-perch  is  a  German  freshwater  fish)  in  red  beet  sauce  with  wild  rice. 
rices?  A  bargain — usually  30%  to  40%  less  than  what  you'd  have  to  pay  right  next  door,  in  what  used  to  be  West  Germany. 

Until  the  fall  of  the  Berlin  Wall  in  1989,  the  region's  historic  casdes  languished.  Then  tax  incentives  rescued  them.  Under  a  policy 
the  Kohl  government,  West  Germans  could  deduct  50%  of  the  amount  invested  in  eastern  real  estate.  Doctors  and  dentists,  says 
Dtelier  Schlereth,  "went  crazy."  Notwithstanding  an  utter  lack  of  tourism,  casfies  in  the  middle  of  nowhere  were  refurbished,  some 
irned  into  restaurants  and  hotels.  Now  these  dentists'  follies  can  be  a  traveler's  gain. 

If  your  architectural  taste  runs  to  buildings  mpre  modern,  head  to  Bad  Suiza,  1 5  miles  east  from  Weimar,  and  check  out  Toskana 
herme,  a  $15  million  spa  whose  dome-covered  pool  looks  like  something  out  of  Star  Wars.  Here 
tie  experiences  Liquid  Sound — an  underwater  light-show  concert.  As  bathers  float  in  body-tem- 
erature  saltwater,  ears  submerged,  underwater  speakers  pump  out  a  mix  of  Bach  and  dolphin 
>unds.  (If  you've  just  eaten  sauerbraten,  wait  an  hour.)  F 
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FORBES  LIFE  I  GREAT  QUTBGQRS. 


Urban 
Angling 

Why  search  for  sylvan  brooks  when  city  waters  teem 
with  feisty  fish,  semisafe  to  eat?  by  monte  burke 


ii 


STANDING  ON  THE  BOW  OF  CAPTAIN  FRANK 
Crescitelli's  25-foot  boat,  preparing  to  cast  a  fly  into 
Jamaica  Bay,  we  expect  another  hit  from  a  feisty  blue- 
fish  or  burly  striped  bass.  The  bite  is  on.  We've  already 
landed  seven  fish  this  morning,  under  light  breezes 
and  a  steely  spring  sky. 

Suddenly  the  pastoral  quiet  is  pierced  by  the  deafening 
whine  of  a  Korean  Air  747, 100  yards  away,  coming  in  for  a  land- 
ing at  JFK  International  Airport.  Welcome  to  urban  angling,  New 
York  style,  where  if  you  can  put  up  with  a  little  floating  trash,  an 
occasional  whiff  of  jet  fuel  and  the  cacophony  of  New  York  Har- 
bor, you  can  catch  fat,  healthy  striped  bass,  bluefish,  weakfish — 
all  of  them  safe  to  eat,  in  moderation. 

Just  ten  years  ago  you  might  have  been  committed  to  Belle- 
vue  for  fishing  this  water.  Untreated  sewage  and  the  1 .3  million 
pounds  of  polychlorinated  biphenyls  that  General  Electric 
dumped  in  the  Hudson  River  turned  the  harbor  into  a  cesspool. 
But  then  the  Clean  Water  Act  of  1972  stopped  cities  from  using 
the  waterways  as  open  sewers,  and  now  New  York  enjoys  one  of 
the  best  inshore  saltwater  angling  spots  in  the  country. 

Here  (and  in  other  cities)  perception  has  yet  to  catch  up  with 
reality,  meaning  most  anglers  don't  fully  understand  they've  got 
prime  sportfishing  waters  right  outside  their  offices.  For  you, 
that's  good:  Your  odds  of  being  shouldered  off  your  spot  by  200 
Orvis-clad  dweebs  brandishing  $1,000  rods  are  far  smaller  than 
on  the  bucolic  Beaverkill  River  in  the  Catskill  Mountains. 

The  fish  are  even  edible — up  to  a  point.  The  New  York  State 

Urban  Accoutrements,  wama  stable,  street 

smart  fishing  platform?  Try  Walden  Kayaks'  Scout  ($599;  888- 
371-3033;  waldensports.com),  which  boasts  an  oversize  cockpit, 
built-in  hatch  and  an  optional  work  deck.  It's  made  from  recycled 
plastic,  making  it  arguably  the  perfect  craft  for  plying  reclaimed 
waters.  While  fishing,  a  Gillies  Irish  River  Coat  ($275;  330-533- 
6490;  gilliesgear.com)  will  keep  you  dry;  later,  on  the  town,  you 
can  wear  it  to  look  cool.  It's  a  waterproof,  breathable  update  of  a 
classic  British  waxed  sporting  jacket.  At  day's  end,  stow  wet  gear 
in  a  Rock  Creek  Wader  Duffel  ($109;  scientificanfeiors  com),  which 
has  a  separate  mesh-vented  compartment.  And  don't  push  off 
without  an  Adventure  Medical  Waterproof  First  Aid  Kil  ($15;  800- 
426-4840;  rei.com).  Urban  water:  may  be  fairly  clean,  but  you 
should  still  treat  c  i  its  immediately  to  i .  event  infection.  —  MB. 


Department  of  Health  says  that  women  of 
childbearing  age  and  children  under  15 
should  not  eat  fish  containing  PCBs.  Every- 
body else,  though,  can  safely  eat  one  meal 
(half  a  pound)  a  month  from  the  Hudson 
and  nearby  waters.  Captain  Frank  and  this 
reporter  decided  to  take  our  chances  with  a 
15-pound  striper  caught — fittingly,  we 
decided — between  Hoffman  and  Swinburne 
islands,  used  in  the  late  19th  century  as  a 
quarantine  and  a  crematorium,  respectively. 
Back  at  his  house  on  Staten  Island,  we  pan- 
seared  the  bass  in  a  mango-and-walnut 
sauce  for  our  dinner  party.  The  flesh  was 
firm  and  delicious,  and  we  ate  and  drank 
until  midnight,  toasting  the  reborn  harbor 
of  New  York.  (To  book  Captain  Frank: 
917-468-4817;  finchaser.com.) 

Other  urban  waters  in  which  you  can 
cast  a  line: 

DETROIT.  Jim  Barta's  honey  hole  on  the 
Detroit  River  is  a  reef  that  fronts  the  Renais- 
sance Center.  It  was  there  one  morning  that 
a  GM  executive  caught  a  10-pound  walleye, 
then  phoned  up  to  his  office  so  that  co- 
workers could  admire  his  catch.  "It  was  like 
the  guy  had  signed  a  big  contract  or  some- 
thing," says  Barta,  a  retired  fireman  who  has 
fished  the  river  for  45  years. 

In  the  1960s  the  water  in  the  river  could 
be  bright  blue  one  day,  green  the  next  and 
orange  the  day  after  that,  depending  on  the 
runoff  from  steel  mills  and  chemical  plants. 
Today  some  10  million  walleyes — a  Mid- 
western delicacy  with  mild,  white  flesh — 
run  up  the  revived  river.  And  fishing  isn't 
the  only  entertainment.  Barta  enjoys 
watching  the  joggers  and  in-line  skaters  on 
the  waterfront,  and  he  got  a  front- row  view 
two  years  ago  of  the  Aretha  Franklin  con- 
cert at  the  riverfront  Civic  Center.  Barta, 
who  gets  $300  for  a  seven-hour  fishing  trip, 
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i  be  found  at  313-388-5847  or  www.truefishing.com. 
i  DIEGO.  At  first  light  Ion  Wurtmann  spots  dorsal  fins  slicing 
ough  the  water:  Mako  sharks,  just  a  half-mile  from  the 
ich.  "I  just  pull  up  alongside,"  says  Wurtmann,  an  advertis- 

executive.  "Sight-casting  to  a  100-pound  mankiller  is  really 
)1."  At  La  Jolla  Canyon,  close  enough  to  land  to  overhear 
iversations,  the  Pacific  drops  off  into  deep  blue  and  creates 
reeding  ground  where  Mako  "pups"  (40  to  200  pounds) 
st  on  plentiful  baitfish. 

When  hooked,  they  thrash  violently  and  jump  6  feet  into  the 

making  them  superb  game  on  12-to-13-weight  fly  rods, 
irtmann,  who  releases  his  catch  ("Carefully,"  he  says),  chums 

them  with  castoffs  from  his  freezer.  "I'll  take  old  halibut, 


salmon  and  chicken,"  he  says.  "Pour  the  concoction  on  the 
water  on  a  hot  day,  and  it  smells  like  the  St.  Valentine's  Day  Mas- 
sacre." Overexcited  pups  will  sometimes  bite  the  propeller.  Says 
Wurtmann:  "It's  a  little  disconcerting  when  a  shark  half  the  size 
of  your  boat  is  chewing  on  your  ticket  home."  Bowman  Blue- 
water:  619-822-6256;  www.bowmanbluewater.com. 
MIAMI.  Okay,  it's  not  Venice.  But  Miami  is  a  city  of  canals,  180  miles 
of  them.  Built  to  trap  the  fresh  water  that  drains  down  from  the 
Everglades,  the  canals  now  serve  an  unintended  function:  They're  a 
breeding  ground  for  peacock  bass,  resplendent  in  Brazilian  yellow 
and  green.  Guide  Todd  Kersey  fishes  near  docks  sporting  fancy 
Cigarette  boats  in  Coral  Gables  and  under  bridges  inhabited  by  the 
wintering  homeless  in  Hialeah.  "The  fish  don't  care  about  real  estate 
... ^n— ^-  prices,"  he  says.  The  3-  to  4-pound 

peacocks  bite  best  from  February  to 
April  and  in  the  blazing  sun 
of  August  through  November. 
Hawghunter  Guide  Service:  954-658- 
4568;  www.hawghunter.net. 
BOSTON.  As  a  child  Jack  Gartside 
fished  at  an  open  sewer  pipe  known 
as  the  Bubble.  ("There  actually  was 
quite  a  bit  of  life  there,  you  know.") 
In  1956  he  found  the  body  of  a  pas- 
senger of  the  ill-fated  Andrea  Doria. 
Over  the  past  20  years,  the  58-year- 
old  former  cabbie  has  seen  these 
same  waters  grow  cleaner,  drawing 
back  thousands  of  striped  bass. 

Boston's  coastal  marshes  and 
estuaries  hold  hot  spots,  including 
ones  near  Fort  Point  Channel 
(where  the  Tea  Party  was  held)  and 
within  view  of  the  Bunker  Hill 
Memorial.  Gartside,  who's  been 
known  to  fly-fish  from  the  back  of 
an  inflatable  giraffe,  prefers  the 
shallows  of  the  30-odd  islands  that 
dot  the  harbor. 

From  May  to  October  he  takes 
the  $8  shuttle  to  George's  Island, 
the  site  of  a  Civil  War  fort.  From 
there  water  taxis  run  to  smaller 
islands  where  you  can  fish  the 
incoming  and  outgoing  tides  for 
striped  bass  up  to  25  pounds.  "It 
feels  like  such  a  solitary  place,"  he 
says.  "Then  the  QE2  will  come  so 
close  that  I  can  bounce  a  fly  off  the 
bow."  Jack  Gartside:  617-277-5831; 
www.jackgartside.com.  F 
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stJobsUSA.com 


To  advertise  he 
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Join 

Mattel 

and  learn 

the  secrets 

of  our 

success. 

Discover  how  Mattel  blends 

innovative  thinking  with 

proven  business  practices 

to  create  an  enduring 

record  ot  market  success. 

You'll  also  see  why 

Mattel  is  an  employer 

of  choice  with 

family-oriented  benefits 

like  on-site  childcare, 

fitness  center  and 

half-day  Fridays. 

For  additional  information 

about  Mattel, 

please  visit  our 

Web  site  at 

www.mattel.com 


Equal  Opportunity  Employer 
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Aircraft  Ownership  Programs 


EXPLORE  AFFORD 
FRACTIONA 


Real  Estate  Auction 


AUCTION^SSb 

"My  Island  Home  In  Tiie  Mountains  "e|jjjj!£  TCT  AND 

CAT 


SAT  •  AUG  3  •  1  PM 


^16  ISLAND  HOMESITES 
1  ISLAND  HOME 


1 4  LOTS  TO  SELL  ABSOLUTE 
REGARDLESS  OF  PRICE! 


14  Honicsiles  &  Home  Dirvct  Waterfront! 


Auction  to  be  held  on  site  with  audio 
simulcast  in  Palm  Beach  Gardens,  FL 

•  Lush,  private  island  with  abundant  unique  foliage  &  tree  cover 

•  Enjoy  breathtaking  views  in  fresh,  cool  mountain  air  on  serene  Lake 
Glenville  covering  1,462  acres  &  26  miles  of  pristine  shoreline 

•  4,300  s.f.  2-story  waterfront  home  &  guest  house  w/  private  dock 

•  Onsite  Resident  Concierge/Caretaker 

•  Private  docks  allowed;  utilities  installed  to  island:  water  taxi  available 


Another  DiMinctivc  Property  Ottered  By        ^%  4%  #%  m      m   tffe  M      M   4%     M 

Ck*mon-0h*  800-440-4424 

locaifd  in  -the  PAiM  beaches      www.christenson-elnis.com  bki.html 

10'.  Bf  •  KCM//6S69  •  HC<t // ;?0?  Stag  Crooks  •  \Ma  inimi  may  le  wMnwi.  ■olihii)  or  cnceM  *  om  much 


Education 


Capital  Available 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellen;  manage- 
ment and  growth  potential. 
ARBOC  INC.  561-627-71 10 


Legal  Services 


mimmw\ 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


a4 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •  www.searsatty.com 


ASSET  PROTECTION 

Offshore/Domestic 
Corps.,  LLC's,  FLP's,  Trusts, 

Private  Banking. 

Matthew  C.  Mullhofer 

Attorney  at  Law 

Toll  Free  1-877-346-2770 

www.protectmyassets.com 


Public  Relations 


HOW'S  YOUR  PR? 

With  Over  Forty  Years 
Experience  We  Review, 
Advise,  Vary  or  Validate 
Your  P.  R.  Program. 
WWW.PHILLIPSPR.COM 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 
Other  Styles  Available!   ^ftf* 


www.fridgedoor.com/biz.html 

1-800-501-3953 


12' 


Investments 


Your  Future  Is  Now! 

Ink  Jet  Recycling  Industry.  80%  Margins. 
Home/Mobile/Storefront.  Low  Risk. 
Fast  Cash  Flow.  Certified  Training 
and  Equipment. 

Easy  Financing  Plus      t-^  ,f*     ,   • 
Lifetime  Support! 
1-512-339-8213x118 
www.RarnoraLI.com 


eu  iidinuiy 


nd  rates  on  advertising  in  the  next  Forbes  Business 
Media  Options  (1-800-442-6441  tor  ad  rates 

*?  i  -973-694-8371  E-mail:  mediopt@aol.com 


Advertisemi 


Printing 


? 


too 

ALL  IN-HOUSE 

Our  bundled  services  make 

direct  moil  with  postcards 

easy  &  affordable. 


? 


«&. 


\7 


FREE  SAMPLES 

Visit  our  website  or  toll  x 1 350 
for  your  postcard  kit! 


modernpostcard' 
800.959.8365 

modernpostcard.com 


Timeshares 


TIMESHARE 


save  up  to... 


,  BEST  RES0R1I 
PRICES  4  WEI  J 

(  GREAT  RCI  1  1 

EXCHANGES    I 

•  FREE  CATAL0  f 

C4/.L  (800)  704-( 


HO  L I  DAYGROUP.co 


Mailing  Lists 


Sales  Leads  &  Mailing  L, 


14  Million  Businesses  •  Select  by  geography,  sales  voli 
business  type,  contact  name,  credit  rating,  and  more 

250  Million  Consumers  -  Select  by  age.  income,  home 
buying  behavior,  geography,  and  more 

Customer  Analyzer  &  Prospect  Builder  -  Analyze  youi 
customers  &  find  prospects  that  match.  Free  analysis  &  2 
prospects  at  infoUSA  com. 


»ws^  1  -800-555-5335 


.  orbes  Subscriber  Service.. .to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Advertisement 


\rity  Bay,  East  Tennessee  Real  Estate 


Luxury  Yachting 


Exceptional  Waterfront  Golf  Living 

interesting  choice:  the  coast  of  southern 
or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
■e  peninsula  with  a  championship  golf  course, 
estrian  center,  country  club,  and  homes  in 
Country  architecture.  Grand  Estate  homesites 
ju  Chateau  elegance  and  waterfront  vistas 

:  ambiance  of  Provence  in  the  foothills  of 

utiful  Great  Smoky  Mountains.  Call  soon. 

rltyBay  •  Vonore.  Tennessee  •  Toll  Free  1-888-RARJTYBAY 
e-mail:  lnfo(n  rarttybay.com  •  wivw.raritybay.com 


Homes  starting  in 
the  $200,OOOs 


md  uAarc 
proMbded 


o 


ess  Opportunities  MBusiness  Opportunities 


FSHORE 


f»<" 


$fr 


Hnies 
ing 

*   a   s  Capital  Asset 

-  Management 

10-0002        Free  Brochure 

C/Amex     wwwjij*tprot«aioacotii 


EXECUTIVE 

CONSULTANTS 


needed  t<i  otter  unique  financial  services 

to  save  clients  huge  amounts  on  their 

income  taxes  and  protect  their  assets  from 

lawsuits,  judgements  and  creditors.  State 

of-lhe-art  marketing  tools.  Local 

appointments  set  tor  you.  Make  up  to 

$6,400  per  client  plus  lifetime  residuals. 

Talk  to  existing  consultants.  24  hour 

recording  (800)  653-4497 


HJZanilKLHES* 


ufacturing,  Mail  Order, 
ling,  Other  Bus.  For  Sale. 
Report  on  Businesses 
You  Can  Move 
1  (800)927-1310 
ww.relocatable.com 


aagggTEEgM 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 

Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 

from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 

its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 

of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

You  can  plan  your  own  itinerary  with  your  own  captain 

•  Your  food  with  your  own  chef 

"  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 

to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 

Tel:  (215)  641-1624  •  (215)  641-042}  •  (800)  223-3845  •  Fax:  (215)  641-1746 

E-mail:  INFOCnVALEFYACHTS.com  •  Website:  VALEFYACHTS.com 


*  Registered  agent  services 
•U.S.  bank  accounts  opened 
•Nominee  director  services 

Delaware  Incorporation  Handbook ' 
Delaware  Business  Incorporators,  Inc. 
800.423.2993 


HOUSANDS 


tesses  For  Sale  By  Owners 
wide.  Preview  Businesses 
For  Free. 

IGWBS 

iterested  In  Buying  Or 
tiling  A  Business  Call 


1-800-999-SALE 

>r  visit  www.gwbs.com 


DIDN'T  1  THINK  OF  THAT 


ie  response  we  hear  after  we 
our  unique  and  exciting 
nitv.  If  you're  looking  for  a 
msiness  with  HIGH  INCOME 
TIAL  and  absolutely  no 
ie.  let's  talk.  $14,900 
ent  required 


1-800-675-6144 


OFFSHOR 


v  Seminars    (888)  NU  SHORE 

v  Education 

v  Opportunities 

v  Strategies 


Free  Brochure 


wwM.new 


-shore.com/info 


MEW 
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SHORE. 


Business  Opportunities 


A  RARE  OPPORTUNITY 


Investors  for  a  Condo/Hotel 

No  underlying  financing 

Development  under  construction 

Hottest  segment  of  the  real  estate 

industry  today 

All  S  Returned  in  approx  18  mos 

Excellent  High  Returns 

Minimum  $1M  investment 

Brian  (561  )347-6858 


Newsletter 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


MAKE  MONEY  IN  A 
BEAR  MARKET 

In  the  middle  of  a  bear  market,  the  last 
1 2  stock  picks  from  the  experts  at  the 
Forbes  Special  Situation  Sumy  have 
gained  an  average  of  17.2%.  We  evaluate 
5,000  stocks  and  each  month  pick  the  one 
we  believe  is  most  likely  to  move  up. 
We  tell  you  when  to  sell  too.  Call  todav  for 
a  FREE  trial  issue.  1-888-647-7302.  Be 
sure  to  give  the  operator  promotion  code 
JSM610FRB  when  placing  your  order. 


1ALL  ADS   BRING 


Media  Options 

3-442-6441 

usiness  Classified 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

Display  Classified  Secti< 

Call  Media  Options 

1  -800-442-6441 


x 


Forbes  Subscriber  Service. ..to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


THOUGHTS 

On  the  Business  of  Life 


Not  to  be  forgotten  is  ofttimes  the  wistful  wish  of  many  of  us.  I  was  reminded  of  this 
longing  by  a  comment  in  The  Women  (a  Time/Life  Book  from  The  Old  West  series): 
"Many  literate  pioneer  women  seemed  to  sense  that  their  lives  were  part  ofagreat  histor- 
ical venture  that  would  never  take  place  again.  Mollie  Dorsey  Sanford,  an  early  settler  in  Nebraska  and 
Colorado,  asked  her  grandson  to  preserve  her  journal,  'not  from  any  special  merit  it  possesses  but  because 
I  do  not  want  to  be  forgotten.'"  Without  the  journal,  she  would  be  now.        — MALCOLM  S.  FORBES  (1980) 


The  diary  is  an  art  form  just  as  much 
as  the  novel  or  the  play.  The  diary  simply 
requires  a  greater  canvas. 

—HENRY  MILLER 


In  Hollywood  now  when  people  die 
they  don't  say,  "Did  he  leave  a  will?" 
but  "Did  he  leave  a  diary?" 

—LIZA  MINNELLI 


After  the  writers  death,  reading  his 
journal  is  like  receiving  a  long  letter. 

—JEAN  COCTEAU 


A  diary  is  more  or  less  the  work  of  a  man 
of  clay  whose  hands  are  clumsy  and  in 
whose  eyes  there  is  no  light. 

—WALLACE  STEVENS 


Lovers  who  love  truly  do  not  write  down 
their  happine 

— ANATOLE  FRANCE 


What  is  a  diary  as  a  rule?  A  document 
useful  tf  t)  ■  ps  it,  dull  to 

the  contempora,  ,    nvaluable 

to  the  student.  rwards  who 

treasures  it. 


How  hard  it  is  to  make  your  thoughts 
look  anything  but  imbecile  fools  when 
you  paint  them  with  ink  on  paper. 

—OLIVE  SCHREINER 


/  do  not  keep  a  diary.  Never  have. 
To  write  a  diary  every  day  is  like 
returning  to  one's  own  vomit. 

—J.  ENOCH  POWELL 


Afraid  lest  he  be  caught  up  in  a  net 
of  words,  tripped  up,  bewildered  and 
so  defeated — thrown  aside — a  man 
hesitates  to  write  down  his  innermost 
convictions. 

-WILLIAM  CARLOS  WILLIAMS 


I  have  decided  to  keep  a  full  journal, 
in  the  hope  that  my  life  will  perhaps 
seem  more  interesting  when  it  is 
written  down. 

—SUE  TOWNSEK 


The  moment  a  man  sets  his  thoughts 
down  on  paper,  however  secretly,  he  is 
in  a  sense  writing  for  publication. 

—RAYMOND  CHANDL1 


J  never  travel  without  my  diary. 
One  should  always  have  something 
sensational  to  read  in  the  train. 

—OSCAR  WILlI 


A  Text... 

For  we  brought  nothing  into 
this  world,  and  it  is  certain  we 
can  carry  nothing  out. 

—I  TIMOTHY  ( 

Sent  in  by  Marcus  Haynes,  Gainesville,' 
What's  your  favorite  text?  The  Forbes  Bool 
Quotations:  Thoughts  on  the  Business  of  Li) 
given  to  senders  of  Bible  texts  that  are  used. 


More  than  14,000  "Thoughts,"  arranged  alphabetical! 
subject,  are  available  in  a  900-page,  one-voh  | 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  ot 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping 
$1  per  item  for  handling  (add  applicable  sales  t 
To  order,  please  call  toll-free,  1-800-876-6556. 


hed  biweekly,  except  tor  two  issues  combined  in  )une  and  August  and  four  special  issues  in  spring,  summer, 
tage  paid  .it  New  York,  N.V.  and  at  additional  mailing  offices.  Canadian  Agreement  No.  40036469.  GST#  12576! 
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ADVERTISEMENT 


Audi  led  every  one  of  the  3,180  miles 
covered.  Led  every  one  of  the  375  laps. 


stronger,  lighter,  better.  After  dominating 
Le  Mans  for  two  straight  years,  it  would  be 
tempting  to  return  with  the  same  car  that 
had  been  so  successful  the  season  before. 

Tempting  to  everyone  but  Audi.  There 
are  hundreds  of  changes  to  the  2002 
Infineon  R8  racecars  from  2001 ,  especially 
in  refined  body  aerodynamics,  and  to  the 
twin-turbocharged  FSI  V-8  engines,  which 
came  to  Le  Mans  with  more  power,  more 
torque  and  improved  fuel  economy. 

To  win  at  Le  Mans,  the  car  must  have 
the  speed,  power  and  agility  of  a  thor- 
oughbred —  and  on  of  a 
draft  horse  Drivi 
maintain  the  m 
tration,  even  at  3 
the  pitch-dark  M 

crew  must  be  ready  V.  ,  vj 

dai  nage  caused  by  a  era. 

p«     workipg    aro  i  arp 

irboi  fiber  on     i    n      .o  hot 


that  they'll  still  be  warm  to  the  touch 
hours  after  the  race  ends. 

Audi  makes  it  look  easy.  It  isn't. 

"I  had  always  hoped,  always  dreamed, 
of  winning  Le  Mans  three  times  in  a 
row,"  said  Dr.  Wolfgang  Ullrich,  head  of 
Audi  Sport,  just  moments  after  the 
checkered  flag  fell.  "But  I  never  thought 
it  would  be  possible.  The  whole  team 
did  an  incredible  job.  The  cars  ran  like 
clockwork.  We  never  stayed  in  the  pits 
for  more  than  six  minutes." 

"Dr.  Ullrich  gave  us  just  one  order  at 
the  beginning,"  said  lead  driver  for  the 
second-place  team,  Rinaldo  Capello, 
who  broke  his  own  track  record  with  the 
st  qualifying  time.  "Finish  first, 
•  '.;cond  and  third,  and  bring  the  trophy 
back  to  riiyolstadt." 

Audi,  its  drivers,  and  the  Team  Joest 
ciew  did  what  was  expected  at  the  24 
Hours  of  Le  Mans  —  not  only  did  they 


win,  they  dominated.  The  expectation  of 
success  leads  to  pressure.  And  pressure 
can  lead  to  failure. 

At  Audi,  it  simply  leads  to  a  greater 
resolve  to  succeed. 

On  June  16,  Audi  won  the  70th 
24  Hours  of  Le  Mans. 

On  June  17,  preparation  continued  for 
the  remainder  of  the  2002  American 
Le  Mans  racing  season. 

The  pressure  never  stops.  Neitheij 
does  Audi. 

Follow  the  balance  of  the  2002  Audi 
racing  season  at  www.audiusa.com. 
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Enter  the  Driving  to 

Victory  sweejaatatea 

Audi  celebrates  its  commitment  to 
excellence  with  the  Driving  to  Victory 
sweepstakes.  Enter  to  win  by  visiting 
www.drivingtovictory.forbes.com, 
where  you  will  have  the  opportunity  to 
answer  questions  about  the  Le  Mans 
Series  in  the  Audi  special  advertising 
sections.  There  will  be  two  questions 
posted  per  advertorial  unit,  for  a  total  of 
six  questions.  Entrants  who  answer  at 
least  one  of  the  six  questions  correctly  j 
will  be  eligible  to  win  one  of  two 
first  prize  trips  to  the  Audi  Driving 
Experience  in  Atlanta.  Entrants  whe 
answer  all  six  questions  correctly  will 
eligible  to  win  the  grand  prize  of  an 
expenses-paid  trip  for  two  to  the  21 
24  Hours  ofLe  Mans,  with  accommt 
tions  at  the  Forbes  Chateau  de  Balk 
and  an  Audi  vehicle  for  transportatk 


I 
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No  purchase  necessary.  Promotion  ends  12/31/02.  i 
to    U.S.    residents,   21    and   older.   Void   in   Fla.] 
www.dnwngfowcforv.rbfbes.com  for  complete  Official  H 
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The  end  of  the  race  heralds  the  beginning  of  a  legend.  In  a  world-beating  Audi,  a  single  driving 
team  makes  world  racing  history:  winning  the  world's  most  prestigious  endurance  race  three 
consecutive  years.  Dominating  the  track.  Rewriting  the  record  books.  And  keeping  the  coveted  trophy. 


Mem  are  royistered  trademark*;?!  AUDI  AG.."Never  Follow"  is  a  trader 


irk  of  Audi'of  America,  Inc 


Inlineon  is  a  technical  partner  and  semiconductor  rnanvfepturer:  ©2002  Audi  of  America.  Inc. 
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you 


you  connect  with  customers  when  and  where  they  want, 

The  more  ways  you  can  connect  with  your  customers,  the  more  opportu 
itionships  with  them.  .NET  connected  software  from  Microso 


► 


Trans  Work,  ,tC  orpora  FYE  brand,  a  worldwide  leader  in  music  and  video  retailing,  uses  .NET  connec 

nment  experience  at  every  customer  touch-point  in  their  700  stores  | 
at  fye.com.  As  a  tomer  relationships  and  further  extended  the  value  of  their  br 


atlon  m  the  United  States  and/or  other  countries.  The  names  of  actual  companies  and  products  mentioned  hen 


nnect  with  customers  on  any  device,  whether  it's  a  PC,  cell  phone,  handheld,  or  store 
So  you  can  provide  higher  levels  of  responsiveness  and  personalization  that  bring  you  even 
to  each  customer.  That's  one  degree  of  separation.  That's  business  with  .NET.  Find  out  how 
onnected  software  can  help  you  connect  with  customers  in  new  ways. 
microsoft.com/enterprise   Software  for  the  Agile  Business. 


Microsoft 
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RETIREMENT. 


HEN 
INCOL 
rORKIN 
TTH  YO 


At  Lincoln  Financial  Group,  we  provide  a  broad  range  of  financial 
solutions  to  help  you  enjoy  the  work  of  a  lifetime.  Our  retirement 
transition  ideas  and  our  estate  planning  solutions  can  help  make  sure 
you're  on  target  for  today  as  well  as  the  future.  See  your  financial 
advisor  or  call  1-877-ASK  LINCOLN.  www.LFG.com 


n  Lincoln 


Financial  Group® 

Clear  solutions  in  a  complex  world* 


©2002  The  Lincoln  National  Corp.  Securities  offered  through  Lincoln  Financial  Advisors,  a  broker-dealer  (Member  SIPC).  Insurance  offered  through  Lincoln  affiliates  and  other 
line  companies  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp.  and  its  affiliates.  1300  South  Clinton  Street,  Fort  Wayne,  IN  46802.  CRN0206-4746 


Dell    Enterprise 


Dell  PowerEdge"  Servers  use  Inter  Xeorf  Processors. 


The  power  of  Dell  flexible  solutions. 


What  does  Dell  bring  to  your  enterprise?  Just  what  you'd  expect:  A  legendary  focus  on  you,  the  customer,  that's  as 
relentless  as  our  focus  on  driving  down  costs. 

With  Dell  you  get: 

•  Enterprise  Solutions  on  your  terms.  No  proprietary  systems,  no  endless  consulting  fees.  Just  powerful,  cost 
effective,  industry-standard  technology  like  Dell  PowerEdge™  Servers  with  Intel®  Xeon®  Processors. 

•  Solutions  that  are  easier  to  manage.  From  SAN  and  server  consolidation  to  Unix  migration,  we  collate  flexible 
systems  that  are  easier  to  afford,  year  after  year. 

•  Enterprise  services.  Dell  has  an  expanded  range  of  services  to  help  you  simplify  the  design  and  management  of 
your  IT  infrastructure. 
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For  nearly  20  years,  we've  revolutionized  the  way  the  world  buys  and  manages  technology. 

Now  find  out  how  Dell's  direct  approach  can  revolutionize  your  enterprise.  To  learn  more 

about  the  Dell  ROI  test,  visit  www.dell.com/ROI1  or  call  us  toll-free  at  1-877-436-DELL. 


Enterprise  solutions  that  can  cut  costs  today  and  tomorrow.  Easy  as 


D0LL 


Call  1-877-436-DELL  or  visit  www.dell.com/ROI1 


Ne^ntel  logo  and  Xeon  are  trademarks  in  irks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Dell,  the  Dell  logo  and  PowerEdge  are  registered  trademarks  of  I 
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Adobe 


Windows. 

Mac  OS. 

Palm. 

Yes,  we  can 

all  get  along. 


{Platform  Compatibility} 

Easily  and  reliably  exchange,  open  and  print  documents, 

presentations  and  proposals  created  on  any  platform,  in  any  program.  Really. 

Adobe  Acrobat.  Create  an  Adobe  PDF  and  do  more  with  your  documents. 


Adobe  Acrobat  5.0 


Tools  for  the  New  Work; 


www.oneworld.com 


It's  natural  to  want  to  be  cared  for. 


oneworld'"  is  an  alliance  of  eight  airlines,  with  one  goal:  To  care  for  our  passengers. 

ither  tl  lat's  rewarding  your  loyalty  with  frequent  flyer  miles,  giving  you  access  to  over  340  lounges  or 

i  ily  being  there  to  look  after  you.  Why?  Because  oneworld  revolves  around  you. 
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AerLiiigus  AmericanAirlines 

inn/Ft  M  tB&RiAJk 


BRITISH  AIRWAYS 


LANCHILE 


tS  Cathay  Pacific 


one     rid  Emerald  and  Sapphire  status)  frequent  flyer  customers. 

'i  other's  routes  between  Europe  and  the  Americas.  All  oneworld 

■  be  a  oneworld  membei  airline  flight  number  on  your  ticket). 
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THE  NEW  RANGE  ROVER. 


HIGHER  GROUND, 


How  do  you  reach  the  next  level? 


Not  just  beyond  the  luxury  sport-utility 


vehicle,  but  the  luxury  sedan  as  well. 


Could  it  be  more  graceful  to  the  eye, 


more  responsive  to  the  will,  more  in 


tune  with  the  soul?  For  now  that 


Range  Rover  masters  the  pavement 


as  it  does  the  rest  of  the  planet,  it  may 


have  again  surpassed  expectations. 


Elevated  as  they  may  be.  The  new 


Range  Rover  for  2003.  From  Land  Rover. 


The  most  well-traveled  vehicles  on  earth. 


JGE  ROVER 


TROVER 


THE  LAND  ROVER  EXPERIENCE 


ou  are  not  the  kind  of  investor  who  blindly  reacts  to  each  and  every  new  market  cone 

You're  informed.  You're  involved.  You're  focused. 

- 

And  when  the  time  comes  to  seek  guidance,  you  wouldn't  even  consider 

a  financial  partner  who  is  any  less  passionate. 

Which  is  why  more  and  more  knowledgeable  investors  like  you  are  realizing  that  Fidel- 1 
the  financial  partner  they  need.  Because  through  up  markets,  down  markets  and  everyy 
in  between,  Fidelity  consistently  offers  the  expert  guidance,  tools,  and  insight  investors  nee 
make  the  smartest  investment  decisions  they  can. 


This  isn't  some  new  approach.  It's  not  a  reaction  to  recent  economic  and  corporate  events. 


It's  the  basic  philosophy  that's  guided  our  business  for  over  50  years.  The  notion 
that  the  best  investors  have  the  right  to  demand  the  very  best  from  us. 

Now  more  than  ever,  you  want  your  money  managed  by  people  who  will  be  nothing  short  of 
ous  in  their  search  for  the  right  opportunities.  You  want  Investment  Specialists  with  your  inter; 
in  mind,  giving  your  portfolio  impartial  analysis  and  unbiased  perspective. 

You  want  to  work  with  people  who  can  help  you  make  investment  selections  with  powerful  t 
like  Fund  Picks  from  Fidelity.5™  And  above  all,  you  want  a  partner  who  never,  ever  forgets  that  J 
success  is  the  key  to  their  success. 

Being  in  control  of  your  financial  future  has  never  been  more  important. 
So  talk  to  an  Investment  Specialist  today. 

Because  you're  not  just  invested.  You're  personally  invested.SM 
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Virginia  Citrano 

If  you  had  to  read  that  headline  twice,  it's  time  to  brush 
up  on  your  workplace  skills.  Instant  messaging  and  its 
abbreviated  English  is  no  longer  just  for  your  teenage 
daughter  and  her  hundred  closest  friends.  Companies  are 
beginning  to  implement  the  technology  to  talk  to  their 
workers  and  customers.  And  it's  hardly  idle  chat.  Clothing 
retailer  Lands'  End,  for  one,  says  IM  has  been  a  definite 
boost  to  the  bottom  line.  Forbes.com  presents  a  special 
report  on  instant  messaging  at  work. 

Lifestyle 

Last  of  the  Summer  Wine 

Charles  Dubow 

Still  haven't  decided  on  where  to  take  a  vacation  break? 
Read  the  Forbes.com  Summer  Resort  Guide  for 
Christina  Valhouli's  pick  of  restaurants  and  hotels  in 
resorts  from  San  Juan  to  St.  Tropez.  Staying  closer  to 
home?  Our  guide  to  the  best  bed-and-breakfast  spots  in 
America  is  required  reading.  Yearn  for  the  open  road? 
Michael  Frank  lifts  the  lid  on  the  best  convertibles.  lust 
want  to  relax  with  a  glass  of  good  wine?  Nick  Pass- 
more's  Wine  of  the  Week  pulls  the  cork  on  an  out-of- 
the-way  vintage  to  complement  a  leisurely  lunch  or  a 
good  summer  book. 
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Research  box  to  see  the  latest 
share  prices,  financial  data  ano 
news  on  BellSouth,  SBC 
Communications  and  Verizoi 

Forbes  on  Fox 

Go  online  to  watch  video  cli 
from  our  Forbes  On  Fox  TV 
show.  Get  the  latest  price  chai 
of  stocks  mentioned  on  the 
program  and  its  companion 
column  in  this  issue. 

Search  Our  Archive 

Use  our  Advanced  Search 
features  to  find  past  FORBES 
articles  by  author,  topic 
and  date. 

Forbes  Global 

Cycling's  Cannibal 

Known  in  the  cycling  world  as 
the  Cannibal,  legend  Eddie 
Merckx,  winner  of  five  Tour  d< 
France  races,  is  now  turning  oi 
some  of  cycling's  best  light- 
weight frames  at  a  converted 
farm  outside  of  Brussels.  Also: 
chief  executives  on  bicycles. 
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SOFTEK  STORAGE  MANAGEMENT  SOFTWARE 


O   CENTRALIZES  AND  AUTOMATES 
STORAGE  ADMINISTRATION 


0    REDUCES  OPERATING  COSTS  FOR 


LOWEST  STORAGE  TCO 


0    MAINTAINS  HIGH  AVAILABILITY  EVEN 
WHILE  EXPANDING  STORAGE 


O   IMPROVES  USER  PRODUCTIVITY 
AND  DATA  PROTECTION 


O    HARDWARE  AND  PLATFORM 
INDEPENDENT 


For  every  dollar  you  spend  on  storage  capacity, 
you  spend  $8  trying  to  manage  it.  Until  now. 


Bring  your  soaring  storage  costs  under  control  with  storage  management  software  from 
Fujitsu  Softek.  A  powerful  alternative  to  traditional  storage  management,  Softek  offers  the 
first  complete  suite  of  applications  that  lets  you  visualize,  centralize,  and  simplify  your  data 
storage  resources  across  multiple  storage  vendors  and  operating  systems.  You  can 
consolidate  and  even  automate  the  management  of  all  your  existing  storage  resources, 
allowing  you  to  realize  best-in-class  ROI  from  your  storage  assets. 
Want  a  FREE  ROI  storage  assessment? 
Call  (800)  560-7804  or  visit  our  Web  site.  L 
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Will  Moore's  Law  stand 
forever? 

In  1965,  Intel's  Gordon  Moore 

created  a  "law"  that  became  shorthand 

for  the  rapid,  unprecedented 

growth  of  technology.  He  predicted 

that  the  number  of  transistors 

on  a  chip  would  grow  exponentially 

with  each  passing  year. 

At  the  time,  even  Gordon  never 

imagined  it  might  still  be  true  today. 

But  Intel  has  developed  new 

technologies  that  will  allow  us  to 

squeeze  one  billion  transistors  on  a 

chip  (a  far  cry  from  the  2,300 

on  our  first  processor). 

Gordon  Moore  sketched  out  the  amazing  pace  of  silicon  technology  development  in  1965.  His  "law"  remains  valid  today. 
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This  wafer  represents  Moore's  Law  at  work.  The  Intel*  Itanium*  2  processors  here  hold  over  220  million  transistors  each. 

This  isn't  science  for  science's  sake. 

It's  science  for  your 
company's  sake.  Because  as  we  work 

to  fulfill  Moore's  Law,  year 

after  year,  companies  everywhere  can 

do  more  at  lower  cost. 

And  that's  not  just  a  good  law. 

It's  very  good  business. 
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Sophisticated  tools  perform 

"tests  to  ensure  the 
highest-quality  processor. 


Processor  production,  constantly 

monitored  by  smart 

machines  and  smart  people. 
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U d  w  m\  I     I  V  It's  hazardous  to  be  a  policymaker, 
try  so  hard  to  aim  a  careful  shot,  and  then  a  cruel  marketp 
causes  your  volley  to  be  turned  180  degrees  around.  Thus  it 
. .  »    -  that  President  Bush 

to  Wall  Street  on  July  ! 
order  to  reass 
investors,  only  to 
them  respond  over 
next  two  weeks  by  mj 
ing  the  Dow  down  1, 
points. 

On  page  78  Ira 
nahan  of  our  Washitf 
ton  Bureau  descril 
another  earnest  effort 
politicians  that  seems  to  have  gone  awry.  Congress  outlawed  i 
discrimination  and  gave  disaffected  over-40  workers  the  let 
tools  to  inflict  pain  on  their  employers.  Now  older  workers  fi 
themselves  less  employable.  Perhaps  this  should  not  have  cot 
as  a  surprise.  If  the  marketplace  says  that  a  70-year-old  workei 
not  as  valuable  as  a  35-year-old,  can  a  federal  decree  make  it  s 
otherwise? 

All  kinds  of  laws  backfire.  Congress  decreed  with  its  H 
economy  standards  that  consumers  would  henceforth  like  ti. 
cars.  That  legislation  gave  birth  to  the  oversized  SUV  (which 
not  a  "car").  Environmentalists  persuaded  us  that  the  way  to  g 
carbon  out  of  the  atmosphere  was  to  make  sure  fores 
remained  untouched  by  human  intervention.  Whoops,  look 
the  smoke  out  West  from  the  undermanaged  timberlan 
Planned  Parenthood  will  become  apoplectic  at  the  suggestio 
but  is  it  possible  that  handing  out  condoms  to  teenagers  has  tl 
perverse  effect  of  increasing  the  incidence  of  venereal  disease? 

One  of  the  more  curious  cases  of  unintended  consequenc^ 
begins  with  the  1993  tax  law.  Scandalized  by  reports  that  execi  j 
tive  compensation  was  getting  out  of  hand,  Congress  took  aw;  ^ 
the  corporate  tax  deduction  for  chief  executive  pay  over  $1  mi 
lion.  It  made  an  exception  for  "performance-based"  pay.  Fc 
some  reason  the  legislation  did  not  have  the  effect  of  making  ar 
executive  inclined  toward  avarice  into  a  different  sort  of  persoi 
The  boss  just  asked  for  options.  A  million  a  year  is  too  much?  I 
2000  Jeffrey  Skilling's  performance  payout  at  Enron  topped  $ 
million  a  week. 

Get  ready  for  the  2002  reform  plan.  In  an  effort  to  make  sui 
that  only  saints  inhabit  the  executive  suite,  Congress  may  creat 
the  reverse  effect.  It  might,  with  draconian  criminal  or  civ;  niii: 
penalties,  scare  some  of  the  good  bosses  into  early  retirement  o 
into  jobs  at  privately  held  firms,  leaving  the  publicly  held  ones  ti 
be  run  by  thuggish  types  and  second-raters. 
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le  discovered  how  to  bring  down  the  running  cost  of  color  for 
ny  office  to  under  10  cents  a  page.  And  that  was  no  accident, 
roducing  the  Xerox  DocuColor  2240  and  1632  Printer/Copiers. 

There's  a  new  way  to  look  at  it. 


)ducing  a  dazzling  breakthrough  in  color. 
Xerox  DocuColor  2240  and  1632  bring  the 
ling  cost*  of  making  color  prints  and  copies 
»ur  office  to  less  than  10  cents  a  page.  And 
arkabh.  reduce  black  and  white  running 
5  to  a  mere  1.3  cents  a  page.  So  for  color 
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and  black  and  white  that  are  easy  to  use  and 
afford,  remember  the  Xerox  DocuColor  2240 
and  the  1632.  Once  you  discover  them,  you'll 
see  how  simple  it  can  be  to  integrate  color  into 
everything  you  do.  To  get  all  the  benefits  of 
low-cost  color  in  your  office,  get  in  touch  today. 


t:  www.xerox.com/eureka   Call:  1-800-ASK-XEROX  ext.  2240A 
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XEROX. 


•Per  copy  charge  for  service  and  supplies  (excluding  paper}.  Additional  charge  for  equipment  lease  or  purchase  and  base  service  applies. 
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THE  GMC  ENVOY  XL  IS  NOT  ONLV  ENGINEERED  TO  COMFORTABLY  SEAT  TWO  6'2"  ADOLTS  IN  THE  THIRD  RO 


THE  ROOMIEST  INTERIOR  IN  ITS  CLASS  FOR  ALL  SEVEN  PASSENGERS  AND  THEIR  CARGO*  WITH  A  HYDR 


STEEL  FRAME  FOR  A  SMOOTH  RIDE  AND  A  BEST-IN-CLASS  2]0  HP  ENGINE*  IT  ALL  PROVES  ONE  THING.  W  «l 
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PROFESSIONAL  GRADE.  YOU'LL  NEVER  HAVE  TO  ROUGH  IT  ON  THE 


INSIDE.  NO  MATTER  WHAT  SEAT  VOU'RE  IN.  THE  GMC  ENVOV  XL. 


RISINGLV,  MOTOR  TREND'S  2002  SPORT/UTILITY  OF  THE  YEAR.  GET  ALL  THE  DETAILS  AT  GMC.COM/ENV0Y 
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READERS  SAY 


Conventional  Deterrence 

Steve  Forbes  makes  a  strong  case  for 
arming  pilots  as  a  deterrent  to  would-be 
hijackers  in  "How  to  Secure  Our  Skies" 
(July  22,  p.  25).  The  most  compelling 
argument  to  arm  pilots:  With  the  knowl- 
edge that  there  are  F-16S  ready  to  blow 
their  plane  out  of  the  sky  if  it  is  hijacked, 
shouldn't  pilots  have  weapons  to  give 
them  a  chance  to  kill  the  hijackers  before 
they  are  all  vaporized  by  a  missile? 

H.D.  BURLING 
Santa  Fe,  N.M. 

Do  we  expect  pilots  to  charge  out  of  the 
cockpit  like  Butch  and  Sundance,  or  walk 
through  the  door  like  Arnold  would  in  a 
movie?  We  need  to  reorganize  our 
resources,  such  as  putting  the  training  of 
sky  marshals  on  the  top  of  the  priority 
list.  We  need  professionals  in  the  air  and 
on  the  ground  securing  our  safety. 

MIKE  CZAPLISKIE 
Chicago,  III. 

Past  Is  Prologue 

Laszlo  Birinyi  Jr.  says  in  "Uncharted 
Territory"  (July  22,  p.  206)  that  he  has 
"searched  high  and  low  for  anyone  who 
can  persuade  me  that  this  stuff  [techni- 
cal analysis]  works."  Birinyi  should 
recognize  there  are  different  forms  of 
technical  analysis  and  that  his  own  "sta- 
tistical analysis"  has  faltered.  For  my 
part  I  have  found  that  the  century-old 
point-and-figure  charting  system 
espoused  by  Dorsey,  Wright  &  Associ- 
ates is  right  on  target.  Combine  this  sys- 
tem with  fundamental  analysis  and  you 
have  a  system  that  tells  you  when  to  get 
in  and  when  to  get  out.  It  takes  study, 
but  it  is  simple  and  very  objective. 

DAVID  KLEIN 
Long  Grove,  III. 

Common  Sense 

If  the  experts  are  coming  out  with  stud- 
ies like  the  one  featured  in  "The  Great 
Stock  Illusion"  (July  22,  p.  194)  showing 
that  "the  rules  have  changed,"  then  we 
must  really  be  at  the  bottom  of  the 
stock  market  decline  now! 

GUSTAVO  E.  MORLES 
Miami,  Fla. 
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Corporate  Misbehavior 

"Bad  Boys"  (July  22,  p.  99)  was  a 
sad  indictment  of  the  "anything 
goes"  mentality  that  some  corpo- 
rate leaders  tolerate  in  their  quest 
for  profits.  During  my  35-plus 
years  in  business,  I  had  as  one  of 
my  guiding  principles  that  to- 
day's behavioral  problem  is 
tomorrow's  legal  problem.  In  my 
experience  those  who  ignored 
this  maxim  almost  invariably 
caused  their  organization  to  suf- 
fer damage  that  was  both  pre- 
dictable and  avoidable. 

J.  ARTHUR  URCIUOLI 

Retired  Chairman,  Merrill  Lynch 

International  Private  Client  Group 

Casey  Key,  Fla. 


Legal  Insurance 

All  the  noncovered  legal  expenses  yot 
mentioned  in  the  story  about  Pre-Paic 
Legal  Services,  "Legal  Trouble"  (Jul) 
8,  p.  50),  seem  to  relate  to  choices  one 
makes:  to  divorce,  annul,  declare 
bankruptcy,  take  drugs  or  drink  alco- 
hol, be  a  hit-and-run  criminal  or  drive 
without  a  license,  etc.  No  one  chooses 
to  get  blindsided  by  an  off-the-wall 
lawsuit. 

JULIE  DENNIS 
Portland,  Ore. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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responding  to  satisfaction  survey  conducted  after  payment  of  claim. 
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*teve  Forbes,  Editor-in-Chief 
"/j  all  thy  getting  get  understanding" 


Stocks  Stink— Is  the  Economy  Next? 


FINANCIAL  MARKETS  ARE  NOT  WORRIED  ABOUT  THE  PAST. 
fear  the  future.  Why?  Because  some  of  the  "reforms"  Wash- 
n  may  hastily  enact  to  "prevent  corporate  wrong-doing"  could 
imense  harm  to  the  economy.  Not  since  1929-32  has  the  gov- 
lent  seriously  contemplated  such  destructive  acts.  As  FORBES 
>n  Valley  bureau  chief,  Quentin  Hardy,  put  it  on  Forbes  on  Fox, 
hington  should  not  confuse  corruption  with  risk-taking." 
specially  dangerous  are  those  changes  that  would  under- 
one  of  the  great,  essential  pillars  of  past  and  future  pros- 
ty:  the  limited-liability  corporation.  In  today's  feverish 
ssphere,  even  business  executives  and  free-market  econo- 
,  academics  and  politicos  have  lost  sight  of  the  need  to  pre- 
this  utterly  critical  instrument. 
n  a  corporation,  the  potential 
s  of  officers  and  investors  are 
ed  to  the  amount  they  invest  in 
ntity.  For  example,  it  today  you 
to  buy,  say,  100  shares  of  General 
ors  for  about  $5,000,  your  maxi- 
m  risk  would  be  that  $5,000.  But 
>r  to  the  advent  of  the  corpora- 
l,  your  liability  as  a  shareholder 
aid  have  been  that  $5,000  plus 
rything  else  you  owned.  With 
es  limited  and  gains  unlimited, 
pie  have  been,  until  now,  willing  to  invest  in  a  rapidly  growing 
nber  of  new  enterprises.  Businesses  have  expanded  to  sizes  and 
nplexities  previously  unimaginable.  The  corporation  structure 
thus  made  possible  the  creation  and  widespread  distribution  of 
ever-expanding  cornucopia  of  new  products  and  services. 
The  same  principle  led  to  fundamental  changes  in  personal 
nkr.uptcy  laws — debt  could  be  wiped  out  or  rescheduled 
hout  a  person's  having  to  go  to  debtors'  prison.  Yet  the  White 
iuse,  Congress  and  the  Securities  &  Exchange  Commission 
moving  us  toward  a  modern  version  of  the  debtors'  prison 
icept:  If  a  company  goes  broke,  send  the  CEO  to  jail.  Crimi- 
ize  failure!  Far-fetched?  If  only  that  were  so. 
The  SEC  is  mandating  that  CEOs  and  other  top  officers  of  the 
>  largest  public  companies  personally  sign  off  on  their  companies' 
ancial  statements.  What  a  presposterous  and  pernicious  idea — 
pite  its  short-term  political  appeal.  Executive  officers  already  have 
al  and  fiduciary  obligations.  It's  one  thing  to  punish  those  who 
lfully  commit  fraud  and  other  well-defined  crimes,  quite  another 
iail  or  ruin  people  for  bad  judgment,  mistakes  or  for  taking  risks 
it  go  wrong.  Does  Washington  really  want  to  make  unsuccessful 
k-taking  a  criminal  offense?  Axe  we,  in  a  fit  of  anger,  going  to 
ow  away  the  legal  and  commercial  advances  of  the  past  300  years 


Eighteenth-century  debtors'  prison.  Does  a  similar  fate  await 
our  unsuccessful  entrepreneurs  and  business  executives? 


because  most  of  us  have  recently  lost  a  lot  of  money?  There  are 
plenty  of  laws  already  on  the  books  for  genuinely  criminal  acts. 
Crimes  in  corporate  suites  have  been  committed.  Jail  those  crooks. 
But  for  God's  sake,  don't  make  failure  itself  a  crime.  Doing  so  will 
give  us  stand-pat,  always-looking-over  their-shoulder,  fearful-of- 
their-own-shadow  CEOs.  The  result  will  be  economic  stagnation. 

Remember,  most  new  businesses  fail  within  their  first  few 
years.  An  improved  standard  of  living  comes  from  innovation. 
Innovation  means  risk-taking.  What  top  executive  would  bet  his 
company  the  way  Tom  Watson  did  IBM  in  the  early  1950s  on 
mainframe  computers  or  the  way  Bill  Gates  bet  Microsoft  in  the 
mid-1990s  on  Windows  if  he  knew  failure  would  tempt  prosecu- 
tors, politicians  and  bureaucrats  to 
destroy  him?  As  for  having  CEOs 
sign  off  on  their  companies'  financial 
statements — how  would  members 
of  Congress  like  to  be  personally 
liable  for  every  appropriations  bill 
they  pass?  Members  haven't  a  clue  as 
to  the  details  in  most  of  those  spend- 
ing bills.  Would  they  be  willing  to 
personally  sign  off  on  the  income  tax 
code  they've  been  creating  over  the 
years?  Mandate  that,  and  they'd  all 
end  up  in  the  hoosegow. 
Arcane  accounting  debates  shouldn't  be  fodder  for  court- 
room trials  and  criminal  indictments.  President  Bush  was  pil- 
loried for  saying  it,  but  he  was  right  in  observing  that  many 
accounting  issues  "aren't  exactly  black  and  white."  Stock 
options?  Books  have  been  written  on  whether  they  should  be 
expensed.  Let  the  markets  decide  that  issue. 

Congress  is  setting  up  yet  another  accounting  oversight  board, 
creating  a  hotbed  of  mischief.  In  one  version  a  majority  of  the 
board's  members  cannot  be  accountants.  Ignorance  is  bliss!  The 
board  is  being  given  incredible  powers,  among  them  the  right  to 
paw  through  the  financial  documents  of  clients  of  any  accounting 
firm  auditing  the  books  of  publicly  held  companies.  That's  an  open 
invitation  for  fishing  expeditions  for  greedy  trial  lawyers,  publicity- 
hungry  pols,  ambitious  prosecutors  and  envious  bureaucrats. 

Sensible  reforms  are  on  the  way  regarding  corporate  gover- 
nance. Having  most  of  the  members  of  a  company's  board  of 
directors,  as  well  as  all  members  of  its  audit,  compensation  and 
nominating  committees,  be  truly  independent  is  sound.  Man- 
dating that  shareholders  and  independent  directors  formally 
approve  stock-option  plans  is  another  good  idea;  options  are  a 
great  concept,  but  they've  been  abused. 

Washington  should  stick  to  these  kinds  of  reform.  Forget  the 
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idea  of  burning  unsuccessful  but  honest  executives  and  entre- 
preneurs at  the  stake. 

Our  Founding  Fathers  well  understood  the  dangers  of  what 


they  called  public  passions — what  might  now  be  describe] 
Washington  as  sheer  hysteria.  President  Bush  should  saddl 
and  stop  this  stampede. 


Unconscionable 


IN  AN  ABUSE  OF  POWER  RECENTLY,  THE  INTERNAL  REVENUE 
Service  released  the  names  of  hundreds  of  people  who  had 
either  invested  in  or  inquired  about  certain  KPMG  tax  shelters. 
The  IRS  thinks  that  the  accounting  firm's  shelters  are  illegal. 
Fine  and  good.  But  none  of  the  individuals  named  have  been 
charged  with  wrongdoing. 

The  tax  collectors  made  the  KPMG  clients'  names  public  to 
embarrass  them,  to  pressure  KPMG  to  setde  and  to  make  other  tax- 
payers think  twice  about  trying  to  shelter  their  income.  (It's  proba- 
bly no  coincidence  that  one  of  those  individuals  is  conservative  Bill 


Simon,  Republican  candidate  for  governor  of  California,  who  is  | 
ing  the  incumbent  Democrat  a  real  run  for  his  money,  so  to  spei 
This  is  a  gross  breach  of  privacy.  The  information  given  to 
IRS  is  supposed  to  be  confidential.  Nothing  is  supposed  to  be  rru 
public  unless  a  person  has  been  actually  charged  with  an  offen 
Despite  the  complexity  of  the  tax  code,  American  compliance 
remarkably  high  compared  to  that  of  most  other  countries.  1 
trust  is  a  two-way  street.  The  perpetrators  of  this  injustice  shoi 
be  punished  by  Treasury  chief  Paul  O'Neill.  But  given  the  wayi 
government  operates  these  days,  they  will  probably  be  promote 


Creating  a  Bull  Market  in  Education 


HOUSE  MAJORITY  LEADER  DICK  ARMEY  (R-TEX.)  HAS  INTRO- 
duced  a  bill  that  would  trigger  a  renaissance  in  American  educa- 
tion from  kindergarten  through  12th  grade.  The  legislation 
would  provide  more  than  8,000  scholarships  of  up  to  $5,000  each 
to  disadvantaged  children  in  Washington,  D.C.  over  the  next  five 
years.  Low- income  parents  could  use  the  money  to  pay  tuition 
costs  at  private  schools  or  at  non-neighborhood  public  schools 
in  the  District  or  in  nearby  Virginia  and 
Maryland.  Money  would  also  be  available 
for  tutoring  assistance  for  students  who 
attend  Washington's  public  schools. 

Now  that  the  Supreme  Court  has  ruled 
Cleveland's  school  choice  program  is  con- 
stitutional, the  nation's  capital,  which  has 
one  of  the  most  expensive  and  most  dys- 
functional school  systems  in  America,  could 
become  a  national  model  for  school  choice. 

Cleveland's  program  has  proven  im- 
mensely popular,  with  parents  clamoring 


Not  since  Thurgood  Marshall  (center)  persuaded 
the  Supreme  Court  to  oulaw  public  school  segre- 
gation has  there  been  a  more  consequential  edu- 
cation decision  than  the  one  in  the  Cleveland  case. 


for  more  choice  scholarships.  Milwaukee  has  been  expanding 
pioneering  school  choice  program  for  more  than  a  decade, 
the  results  have  been  impressive.  New  schools  have  risen  to  ml 
the  demand  for  better  education.  And  public  school  administ 
tors  have  adopted  previously  resisted  reforms  because  of  li 
competition.  Imagine:  Administrators  are  actually  starting 
remove  incompetent  teachers!  And  most  important,  childn 
are  getting  a  better  education. 

Dick  Armey  first  introduced  a  schc 
choice  bill  for  the  District  of  Columbia  fi 
years  ago,  but  it  was  vetoed  by  Preside! 
Clinton.  President  Bush  should  embra 
Armey's  idea  and  make  it  a  major  priori 
If  a  substantial  school  choice  progra 
were  to  flourish  in  Washington,  simif 
ones  would  mushroom  around  the  coul 
try.  America  would  once  again  become! 
leader,  instead  of  an  embarrassing  laggaq 
in  primary  and  secondary  education. 


Brotherly  Love— Not  Always 


Gone  For  Good — by  Harlan  Coben  (Delacorte  Press,  $23.95). 
Whew!  No  need  to  go  to  an  amusement  park  for  a  thrilling 
roller-coaster  ride.  This  book  will  do  it  for  you  without  jeopar- 
dizing life,  limb  or  stomach.  Despite  numerous  twists  and  turns, 
plots  and  subplots,  Gone  For  Good  is  a  rip-roaring,  riveting  read. 
Other  novelists  could  learn  from  this  master  how  to 
keep  a  complicated  n  irrative  moving  briskly  and 
etch  and  sketch  memorably  colorful  <  haracters. 

Our  well-meaning,  do  good  hero,  Will  Klein,  is 
burdened  from  childhooi  idesque  feel- 

ing that  he  lacks  courage.  Klein  works  al  New  York 
City's  Covenant  House, which  tries  to  deal  with  New 
York's  all-too-numerous  street  n  tav»  (Any  trou- 
bled adol<  scent  should  read  this  book  before  taking 
thai  bus  ride  ;  i  the  Big  Apple  or  any  other  big  <  i 
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Eleven  years  before,  Will  Klein's  older  brother,  whom  he  ido 
ized,  allegedly  raped  and  murdered  a  neighbor's  daughter.  Th 
b rot  her  fled  and  is  presumed  dead.  But  on  her  deathbed  Kleiri 
mother  reveals  that  the  prodigal  son  is  alive.  Though  the  pl(l 
then  proceeds  to  thicken,  the  pace  makes  a  Nascar  race  look  lii  j 
a  competition  of  tortoises.  The  book's  climax) 
filled  with  mind-bending  revelations  and  action. 

Coben's  previous  bestseller,  Tell  No  One,  also  bz  J 
a  back-from-the-dead  motif,  but  despite  tin 
repeated  theme,  this  story  is  successfully  fresh. 
Excerpt:  The  Ghost  shifted  his  body  toward  me.  "Yfl  I 
want  people  lined  up,  Will.  You  want  the  good  guys  on  otil 
side,  the  bud  on  the  other.  It  doesn't  work  that  way,  doi 
y  it?  It  is  never  that  simple.  Love,  for  example,  leads  to  hat  | 
/  think  that  was  what  started  it  all.  Primitive  love. " 
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AEP  knows  the  equation  for  financial  success.  Our  business  model  is  built  on  rich, 
diverse  assets  across  the  energy  spectrum.  This  provides  a  strong  foundation  for 
sustainable  growth  in  a  variety  of  market  scenarios.  Add  substantial  financial 
resources,  and  we  have  the  flexibility  to  seize  the  right  business  opportunities. 
Put  it  all  together,  and  you  have  an  energy  leader  uniquely  positioned  for 
long-term  financial  performance.  AEP. 

aep.com 


NYSE:  AEP 


AEP  is  a  proud  sponsor  of  Cirque  du  Soleil   2002  North  American  Tours 
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.  How  intimate  is  your  relationship  with  the  road?  With  a  more  potent  225-hp  er 
and  an  autobahn-tested  suspension  for  superior  handling,  you'll  feel  closer  to  the  road  than  ever.  And  inside,  the  RL  be 
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ra  and  3.5RL  are  trademarks  of  Honda  Motor  Co..  Ltd.  Bose •  is  a  registered 
of  OnStar  Corporation.  Make  an  intelligent  decision.  Fasten  your  seat  belt. 


her-trimmed  interior,  Acura/Bose®  Music  System  with  6-disc  CD  changer  and  available  OnStar®  system.  Oh,  and  there's 
y'oi  room  for  your  loved  ones.  Remember  them?  Call  1-800-TO-Acura  or  visit  acura.com.    WALURA 
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Time  is  the  only  critic  without  ambition. 

—JOHN  STEINBECK 


St 


Real  Choice,  Real  Chance  The  supreme  court 

[has]  ruled  that  the  school-choice  program  in  Cleveland  is  con- 
stitutional. This  is  a  great  victory  for  America's  children,  but  there 
is  more  to  do.  For  the  education  establishment,  the  cause  is  about 
jobs  and  power.  For  parents — and  for  society — the  stakes  are 
much,  much  higher.  Nearly  a  half-century  after  Brown  v.  Board  of 
Education,  nearly  half  of  all  black  and  Hispanic  children  do  not 
graduate  from  high  school.  Children  in  inner-city  schools  have  a 
much  greater  likelihood  of  winding  up  on  welfare  or  in  jail  than 
of  going  on  to  college  or  productive  livelihoods.  That  is  because 
our  K-12  system  of  education  is  a  government  monopoly  much 
more  responsive  to  special-interest  demands  than  to  consumers. 
Until  we  alter  the  distribution  of  power,  we  will  consign 
additional  generations  of  children  to  educational  cesspools.  In 
climbing  out  from  this  morass,  we  should  not  worry  about 
whether  a  particular  reform  proposal  is  too  radical,  but  whether 
it  is  radical  enough.  At  its  essence,  the  school-choice  movement 
is  a  civil-rights  crusade — an  effort  to  vindicate  the  sacred  and 
unfulfilled  promise  of  equal  educational  opportunities.  It's  not 
just  about  ideas,  but  about  the  real  lives  of  real  people. 

—CLINT  BOLICK,  Institute  for  Justice, 
National  Review  Online 

VjrranuStanderS  Nothing  now  so  needs  reforming  as 
"reform"  itself.  All  too  often  the  result  is  the  illusion  of  reform — 
changes  that  confuse,  disappoint  and  occasionally  make  things 
worse.  We  live  in  an  era  of  moral  exhibitionism.  Every  reform 
moment  is  an  opportunity  for  public  figures — politicians,  TV 
commentators,  columnists — to  strut  their  self-righteousness. 
These  crusades  become  orgies  of  rhetorical  self-promotion.  This 
is  why  the  present  campaign  to  restore  confidence  in  the  stock 
market  is,  almost  certainly,  backfiring. 

The  main  problem  of  the  bull  market  was  reckless  investing, 
not  reckless  accounting.  People  made  bad  decisions  because  they 


were  gullible  or  greedy,  not  because  they  had  bad  informa 
Although  this  is  obvious,  it  is  political  poison  to  say  so.  After 
average  investors  vote.  Even  the  press  and  pundits  deempha 
the  simple  truths,  because  it  seems  ungracious  to  blame  the 
ket's  victims  for  their  own  misfortune.  Better  to  finger  corpoi 
greed  and  duplicity,  which  can  be  remedied  by  "reform." 

—ROBERT  J.  SAMUELSON,  Washington  1 


*  *  * 


"Gentlem  n  Wha  <iop  all  this 

bickering  and  simply  make  •;  a  Jog  eat  cat  world." 
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Is  fraud  so  widespread  as  to  justify  the  significant  plunge  in 
major  indices?  We  don't  think  so.  Investors  are  also  worri 
about  excessive  regulation.  No  amount  of  regulation  will  ma 
equity  investing  a  risk-free  endeavor.  We  wonder  how  m; 
executives  are  willing  to  expose  themselves  to  even  the  mini 
risk  of  being  prosecuted  for  honest  mistakes.  Excessive  re; 
tion  could  also  be  the  death  knell  of  the  IPO  market. 

— VAHAN  JANJIGIAN,  Forbes  Investors  Advisory  Instinl 

Special  Situation  Suri 

Are  We  There  Yet?  In  America  there  are  two  cl 
of  travel — first  class  and  with  children. 

—ROBERT  BENCH! 

Work  in  PrOgreSS  Many  forms  of  government  ha 
been  tried,  and  will  be  tried  in  this  world  of  sin  and  woe.  No  o 
pretends  that  democracy  is  perfect  or  all-wise.  Indeed,  it  has  b 
said  that  democracy  is  the  worst  form  of  Government  exce 
all  those  other  forms  that  have  been  tried  from  time  to  time. 

— WINSTON  CHURCHD 

An  Acquired  TaSte  New  Jersey  gets  goofed  on  a  lc 

mostly  because  our  most-traveled  byroads  cut  through  the  but 
ugliest  sections  of  the  so-called  Garden  State.  I  am  one  of  tho 
who  staunchly  defend  my  home  state.  Most  of  New  Jersey  is  su 
prisingly  gorgeous,  but  our  critics  do  score  points  on  two  front 
One,  our  cities  are  beyond  decay.  They  get  and  deserve  litt 
respect.  Two — and  I  don't  care  what  others  say — there  is  a 
odor  in  the  North  Jersey  marshlands.  It  is  often  faint  bi 
nonetheless  unmistakable.  It  is  not  pleasant.  It  does  not  sni 
like  nature.  It  smells  like  smoke  and  chemicals  and  a  leaking  sej 
tic  tank.  That  was  the  odor  that  greeted  us  as  we  stepped  out  < 
the  car  at  the  QuickGo  warehouse.  Squares  said,  "Did  you  farti 
I  look  at  him.  "Hey,  just  trying  to  break  the  tension." 

—Gone  for  Good,  by  HARLAN  COBE 

Summer's  Delight  Ah,  summer,  what  power  you  ha\ 
to  make  us  suffer  and  like  it. 

—RUSSELL  BAKER     I 
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Introducing  Aquos,  inspiring  flat-panel,  liquid  crystal  television.  Crystal-clear  image  quality.  Outstanding 
brightness.  And  a  screen  that's  merely  2.5  inches  thin.  Aquos  by  Sharp.  It's  what  TV  will  be.  sharp-usa.com 
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IBM  PCs  use  genuine  Microsoft  Windows" 

www.microsoft.com/piracy/howtotell 


ice  that  may  not  be  here  in  a  hundred  years 

rge  Divoky,  Ph.D.,  Researcher,  Institute  of  Arctic  Biology,  University  of  Alaska 


Titanium  composite  casing  and  a  hard  drive  shock  absorber' 
on  select  models  help  keep  your  data  secure  —  wherever  you 
are.  Durability.  It's  just  one  of  the  reasons  why  some  of  the 
world's  most  successful  people  choose  ThinkPad"  notebook 
computers.  Select  models  feature  a  Mobile  Intel"  Pentium* 4 
"Processor-M  for  outstanding  performance  and  mobility.  Call 
1.877.thinkpad  or  visit  ibm.com/thinkpad/think 
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Lose  yourself  in  the  new 
Samsung  Portable  DVD  Player 

Retreat  to  anywhere  with  your  favorite  movi 
music.  It's  all  in  one  simple,  stylish  device.  \ 
or  just  listen  and  let  go. 

•  Large  10"  Screen 

•  Virtual  Surround  Sound 

•  Plays  Multiple  Audio  Formats 
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Find  out  more  at  www.samsungusa.com/dvi 

or  1-800-SAMSUNG. 
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What  Follows  Saddam  in  Iraq? 


ALCULATION  IS  THAT  PRESIDENT  GEORGE  BUSH  WILL  NOT 

the  operation  to  replace  Iraq's  Saddam  Hussein  until  next 

>ut  will  launch  it  in  November,  or  even  late  October.  It  will 

wift  and  terrible  onslaught,  coming  from  Kuwait,  Jordan, 

ey,  the  Persian  Gull"  and  from  the  new  complex  of  bases  built 

the  U.S.  in  Afghanistan  and  Central  Asia.  Britain  will  make 

ggest  contribution  of  forces  (unofficial  figure:  30,000),  but 

will  be  special  troops  from  many  countries,  including  Russia. 

should  all  be  over  in  weeks,  possibly  even  days,  perhaps  in 

for  the  U.S.'  midterm  elections,  and  certainly  in  time  to 

3rime  Minister  Tony  Blair  the  option  of  a  snap  election 

spring,  in  the  glow  of  a  military  triumph  over  evil.  But, 

ming  the  Iraq  campaign  is  swift  and  decisive,  with  what  or 

m  do  we  replace  the  odious  Saddam's  family  dictatorship? 

etting  up  a  Western-style  democracy  in  Iraq  is  a  pipe  dream, 

lgh  Mr.  Bush  is  welcome  to  try.  In  practice,  we  ought  to  back 

or  another  of  the  families  that  claim  descent  from  the  Prophet 

lammad.  He  himself  was  a  member  of  the  line  of  Hashim, 

the  most  revered  line  of  Hashemites  were  descendants  of  the 

whet's  daughter  Fatimah  and  became  emirs  (rulers)  of  Mecca. 

The  senior  branch  of  the  Hashemites  helped  the  British  over- 

w  Turkish  rule  during  the  First  World  War.  In  the  subsequent 

ring-up  of  the  former  Turkish  dominions  in  Syria,  Meso- 

imia  and  Arabia,  the  British  designated  Sharif  Hussein,  head  of 

Hashemites,  emir  of  Mecca  and  king  of  the  Hejaz  (western  Ara- 

,  as  their  strongman.  But  in  a  campaign  that  lasted  from  1920 

924,  during  a  period  when  Britain  was  war-weary  and  sick  of 

Middle  East  and  its  problems,  Hussein  was  ousted  from  Mecca 

the  Hejaz  by  the  Wahhabites,  a  fundamentalist  sect  whose  fero- 

os  leader,  Ibn  Saud,  and  his  family  had  their  own  claims.  The 

hhabites  were  a  tribal  confederation  of  desert  bandits  who 

irged  pilgrims  protection  money  and  provided  safe  havens  to 

istal  pirates  preying  on  shipping  in  the  Persian  Gulf  and  Indian 

ean.  The  British  had  been  fighting  them,  on  and  off,  since  the 

ly  19th  century,  often  in  conjunction  with  "respectable"  powers 

:  Ottoman  Turkey,  Muhammad  Ali's  Egypt,  as  well  as  the  Sultan 

Muscat  and  the  emirs  of  Kuwait  and  Bahrain. 

Unfortunately,  the  Saudi  family's  success  in  battle  was  reinforced 

the  development  of  the  Arabian  oilfield  by  U.S.  companies.  The 

ield  proved  to  be  the  biggest  in  the  world,  and  American  support 

de  the  Saudis  themselves  respectable  for  the  first  time  in  their 

g  and  desperate  history.  However,  the  Saudis  remain  dubious  and 

:eptive  allies,  harboring  a  deep-rooted  hatred  of  the  West  and  all 

tands  for — democracy,  freedom  of  religion,  the  rule  of  law.  They 


use  their  vast  financial  resources  to  back  subversive  Islamic  move- 
ments of  all  kinds  as  one  way  of  protecting  their  family  empire.  They 
are  currently,  for  example,  paying  for  the  building  of  what  is  ru- 
mored to  be  400  new  mosques  in  Bosnia,  and  their  attitude  toward 
al  Qaeda  terrorism  is,  to  put  it  mildly,  ambiguous.  Washington  is  at 
last  beginning  to  realize  how  treacherous  the  Saudis  can  be. 

When  Britain's  original  plans  for  Arabia  collapsed,  it  did  the 
best  it  could  by  making  Hussein's  two  sons,  Abdullah  and  Faisal, 
kings  of  Jordan  and  Iraq,  respectively.  The  Hashemites  have  now 
run  Jordan — a  poor  country,  with  few  natural  resources — for 
over  80  years,  on  the  whole  with  success  and  moderation.  Their 
only  major  blunder  was  to  join  the  attempt  in  1967  to  extermi- 
nate Israel,  which  cost  them  East  Jerusalem  and  the  West  Bank. 
In  Iraq  the  Hashemites  used  their  new  oil  revenues  with  wisdom 
until,  in  1958,  they  were  overthrown  by  a  military  conspiracy 
and  most  of  them  were  murdered.  For  45  years  now  Iraq  has 
been  run  by  politico-military  gangsters  and  their  families. 

A  New  Kingdom 

When  Saddam  Hussein  is  overthrown,  the  best  and  safest  course 
for  the  West  would  be  to  support  the  Hashemites  in  creating  a 
constitutional  monarchy  to  rule  Jordan  and  Iraq.  To  this,  Syria 
could  be  added,  if  and  when  we  decide  to  remove  the  odious  fam- 
ily tyranny  that  controls  it  and  supports  many  terrorist  groups. 

Such  a  kingdom  in  the  region  would  be  large,  powerful  and  rich 
enough  (with  income  from  Iraq's  oil  used  to  build  infrastructure 
and  raise  living  standards  instead  of  being  squandered  on  arms)  to 
balance  Saudi  Arabia  and  help  the  West  destroy  fundamentalist  ter- 
rorism. The  Hashemites  have  proved  sensible,  moderate  and  con- 
structive— when  given  the  chance — and  with  American  and  British 
backing  would  become  a  stabilizing  force  in  the  Middle  East. 

The  Palestinian  problem  would  then  become  solvable.  The 
Palestinians  themselves  would  become  citizens  of  a  Hashemite 
constitutional  kingdom  (as  they  were  from  1946-67),  living  under 
the  rule  of  law  rather  than  as  helpless  victims  of  an  entity  nomi- 
nally a  "Palestinian  state"  but  in  practice  a  terrorist  enclave  ruled 
by  terror,  as  under  Yasir  Arafat.  Israel  would  much  prefer  to  deal 
with  a  proper  country  that  has  nothing  to  gain  and  everything  to 
lose  from  war  and  perpetual  terrorism.  If  such  a  Hashemite  king- 
dom were  established,  I  have  little  doubt  it  would,  sooner  rather 
than  later,  sign  a  workable  and  lasting  peace  treaty  with  Israel. 

President  Bush  and  Prime  Minister  Blair  would  be  well  ad- 
vised to  look  into  the  possibility  of  a  Hashemite  restoration  in 
Iraq — unless  they  have  devised  a  miracle  solution  of  their  own.  F 


v— .V^  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  senior  minister  of  Singapore;  and  Ernesto  Zedillo,  former  president  of  Mexico, 

are  now  periodically  writing  this  column  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger.  To  see  past  Current  Events  columns,  visit  our 
Web  site  at  www.forbes.com/currentevents. 
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which  helps  eliminate  potential  conflicts  of 
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and  hold — we  made  our  research  clearer 
than  ever  before. 


Disciplined,  objective  investment  planning. 

Our  goal  is  to  help  clients  create  long-term 
success  through  a  disciplined  process  of 
financial  planning.  Our  trusted  financial 
advisors  use  time-tested  investing  principles 
to  help  clients  set  goals,  monitor  progress 
and  adjust  their  plans  over  time. 

Investment  products  built  around  objective 
manager  research. 

For  years,  institutional  investors  have 
benefited  from  professional  investment 
manager  research.  With  Prudential  Financial, 
you  can  too.  Through  rigorous  and  objective 
research,  we  evaluate  hundreds  of  asset 
management  firms.  Then  we  hire  the  firms 
that  consistently  meet  our  stringent  criteria. 

Call  today  to  learn  more 

1-800-THE-ROCK  ext.  9391 

prudential.com 


Prudential  ®  Financial 

Growing  and  Protecting  Your  Wealth*1 


Professional  money  management  may  not 
a  Prudential  company.  Prudential  Financial 


be  suitable  for  all  investors.  Securities  products  and  services  are  offered  through  Prudential  Securities  Incorporated,  1 99  Water  Street,  New  York,  NY  1 0292,  member 
is  a  service  mark  of  The  Prudertiol  Insurance  Company  of  America,  Newark,  NJ  ond  its  affiliates. 


SIPi 


ITAL  RULES 

lich  Karlgaard,  publisher 


A  Great  Country,  Still 


AIMED  LIKE  SOLDIERS  FOR  A  WEEK  IN  97-DEGREE  HEAT— 
elled  like  it.  We  argued  in  colorful  language,  spat  on  the 
d  and  belched  our  occasional  approval.  We  subsisted  on  fatty 
shoestring  potatoes  and  sugary  drinks  from  the  airport  fry 
We  tailed  to  wash  our  hands  after  taking  a  leak  Some  of  us 
c  Corona  beers  like  Gatorade  when  the  day's  work  was  done, 
ast  time  I  had  so  much  earthy  fun  I  was  digging  ditches 
a  Chippewa  ex-convict,  during  a  college  summer  break,  for 
ity  in  North  Dakota.  But  there  were  no  ex-cons  on  hand  a 
reeks  ago — only  my  instrument  pilot  flight  instructor  (and 
BES  photographer),  Glen  Davis,  and  another  of  his  stu- 
i  from  Florida,  lose  Gibert.  Glen  dealt  with  the  pair  of  us 
lother  Teresa  and  Vince  Lombardi  by  turns.  He  nurtured, 
irked  and,  by  some  miracle,  he  got  our  butts  atop  the  sum- 
On  July  3  Jose  and  I  passed  the  FAA's  instrument  check- 
the  hardest  rating  in  aviation — on  the  first  try.  Now  we 
Tee  to  fly  our  little  Grummans  and  Cessnas  in  the  clouds. 
The  next  day  was  July  4.  Suddenly  the  idea  of  independence 
i  my  mouth  with  cotton.  During  the  previous  1 1  days  Glen 
I  had  completed  52  hours  of  flying.  We  had  taken  off  from 
Jose  and  had  spent  three  days  soaring  across  America  in  my 
•knot  Cessna.  At  Lawrence,  Mass.  and  at  Manchester  and 
icord,  N.H.,  Glen  had  taught  me,  then  Jose,  how  to  land  the 
sna  through  a  cloud  layer  as  low  as  240  feet  above  the  runway, 
drilled  us  on  holding  patterns  and  missed  approaches,  on  the 
>le  menu  of  instrument  flying.  Then  we  passed  the  checkride, 
now  the  FAA  asserts  that  I  am  competent  to  do  it  for  real. 

er  and  Boiled  Eggs 

h,  right.  My  yoke  hand  is  shaking  as  I  sit  solo  in  my  Cessna, 
>ut  to  depart  Lawrence — and  Glen.  Usually  smooth  on  the 
io,.I  boot  my  first  call  to  air  traffic  control.  Finally  I'm  off, 
i  the  nerves  subside.  Fifteen  minutes  later  I'm  at  8,000  feet 
J  cruising  on  autopilot  to  my  first  stop:  Elmira,  N.Y. 

I  had  been  hoping  to  make  Fort  Wayne,  Ind.,  on  the  first  leg 
my  return  trip  to  California,  but  Elmira  is  as  far  as  I'm  getting 
light.  I'm  exhausted,  and  afternoon  thunderstorms — an 
solute  no-no  for  small  planes — are  in  the  forecast.  I  tie  the 
ssna  down  and  catch  a  cab  to  the  Horseheads  Holiday  Inn. 
re's  a  Fourth  of  July  I  won't  forget  to  tell  my  grandkids  about: 
:  time  I  ate  a  dinner  of  leathery  ham  steak  and  partially  thawed 
zen  peas,  alone,  in  the  bar  of  the  Horseheads  Holiday  Inn. 

Pretty  soon  an  older  fellow,  about  65 — a  local — joins  me. 
:'s  drinking  vodka  martinis  in  succession.  We  get  to  chatting. 
rns  out  he's  a  retired  lifer  from  Corning  Glass.  He  watched 
irning  stock  slide  from  110  to  4  in  two  years.  Reason:  fiber 
srcapacity  amidst  the  telecom  bust.  Now  here  in  the  bar  is  a 


sad  artifact  of  those  troubles.  After  three  martinis  my  friend 
switches  to  a  local  brew  of  Budweiser,  salt  and  a  hard-boiled  egg 
plopped  in  a  glass.  Is  this  his  Depression-style  dinner? 

The  next  day  I  follow  a  US  Airways  Philly-bound  commuter 
into  the  sky  and  get  ready  for  1 1  more  hours  of  flying,  deter- 
mined to  make  North  Platte,  Nebr.  But  again,  afternoon  thun- 
derstorms are  forecast  en  route.  Twenty  miles  east  of  Cleveland 
I  look  to  my  right  and  see  extraordinarily  clear  skies.  Suddenly  I 
have  an  inspiration:  Ask  air  traffic  control  (ATC)  to  be  diverted 
to  Minneapolis.  Why  not?  My  sister  and  brother  live  there,  and 
my  parents  are  visiting  them.  Air  traffic  control  grants  the 
request,  and  I  point  the  airplane's  nose  over  Lake  Erie. 

Lower  Michigan,  west  of  Detroit,  looks  fetching  from  one 
mile  up,  and  I've  read  good  things  about  it:  Lansing,  Grand 
Rapids,  Muskegon — an  economic  region  on  the  rise.  I  make  a 
note  to  follow  up.  After  lunch  in  Muskegon  I  launch  to  the 
north,  getting  to  6,000  feet,  and  listen  carefully  to  the  180hp 
engine  before  heading  west  over  cold,  lonely  Lake  Michigan. 
ATC  puts  me  directly  atop  downtown  Green  Bay,  Wis.  Autopilot 
on,  I  snap  a  few  shots  of  historic  Lambeau  Field,  now  complet- 
ing a  $300  million  renovation.  Go,  Packers! 

Green  Bay  is  more  than  the  Packers,  of  course.  The  region's 
manufacturers,  with  the  exception  of  a  weak  paper  industry,  are 
holding  up.  "Green  Bay  is  a  conservative  place,  straight  out  of 
The  Millionaire  Next  Door,"  says  Tom  Macco,  a  local  stockbro- 
ker for  Edward  Jones.  "It's  not  unusual  to  find  a  guy  living  in 
his  first  house,  as  Warren  Buffett  does,  with  its  single-stall, 
detached  garage,  who  drives  a  Buick  but  is  worth  $4  million." 

Red  Whales 

At  Eau  Claire,  Wis.,  I  see  thunderstorms  and  ask  to  be  diverted 
around  them.  The  libertarian  in  me  leans  toward  a  privatized  ATC. 
But  these  folks  are  experts  in  their  craft — no  midair  collision  of  two 
planes  flying  under  a  filed  instrument  flight  plan  has  occurred  in  42 
years  in  the  U.S. — and  the  pilot  in  me  says  that's  a  job  well  done. 

Northeast  of  Minneapolis  I  fly  into  thick  clouds,  the  first  time 
encountered  solo.  But  Glen's  training  pays  off;  there  is  no  panic. 
(Would  that  were  true  of  the  stock  market!)  ATC  vectors  me  atop 
Minneapolis-St.  Paul  International  Airport;  below  are  the  big  jets 
of  Northwest  Airlines,  coming  and  going  like  great  schools  of  red 
flying  whales.  Then  I'm  cleared  to  land  at  Flying  Cloud,  in  the 
prosperous  southwest  corner  of  suburban  Minneapolis.  Ten 
minutes  later  I'm  on  the  ground,  thanking  God  for  my  instru- 
ment pilot's  license  and  for  this  most  memorable  two  weeks. 

And  now,  dear  God,  could  you  help  the  market  a  bit,  too?  F 


I  I-JVyP^M^C  I  Visit  Rich  Karlgaard's  home  page  at  www.forbes.com/karlgaard 
iiiiJiJji?,  |  or  e-mail  him  at  publisher@forbes.com. 


FORBES*   August  12,2002      43 


www.forbes.com 


OTJTFRONT 


aftej  r 


which 
lership 
hesecu 

■aloveri 


I OU  DON'T  MESS  WITH  JOSEPH  P.  BORG.  A  FORMER 
corporate  and  personal  injury  lawyer  from  Queens, 
N.Y.  and  the  current  Alabama  state  securities  regu- 
lator, he  hasn't  lost  a  criminal  case  in  five  years. 
Since  1998  he  has  averaged  28  criminal  convictions 
a  year.,  one  of  the  highest  rates  in  the  nation  for  a 
securities 

This  mighl  I  nild  interest  to  non-Alabamans,  except 

that  Borg.  !ing  his  pugnacious  reach  across  the 

country — and  Wall.Street.  If  you  thought  New  York's 

ambitious  Attoi  Spitzer  had  overstepped  his 

purvii  ring.  Lynch,  watch  Borg. 

Borg  is  the  guy  Li  tates'  investigation  of 

wrong  in  Wall  Street — things  like  conflicts  of  interest 

betw  Tit  banks  and  in  ilysts  paid  to  cover  their 
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clients.  His  authority?  He's  president  of  the  North  Americ 
Securities  Administrators  Association,  a  $5  million  (annual  bu 
get)  nonprofit  representing  regulators  from  all  the  states,  pi 
Canada,  Mexico  and  the  U.S.  territories. 

Already  investigators  from  the  44  states  that  signed  on  i  ^, 
scouring  thousands  of  pages  of  documents  and  e-mails  fron 
dozen  brokerages,  including  Goldman  Sachs  and  U.S.  Banco  ( ^ 
Piper  Jaffray,  hoping  to  turn  up  evidence  that  somebody  violat ,  ^ 
a  state  securities  law.  Administrative  or  civil  charges  may  not 
enough,  pronounces  Borg:  "If  I  find  lying,  cheating,  stealing,  tl 
calls  for  jail  time." 

Wall  Street,  busy  responding  to  federal  investigations,  is  n 
happy  with  this  posse  of  state-level  enforcers.  State  regulate 
are  probably  best  known  for  chasing  away  boiler  rooms  ai 
bucket  shops.  But  in  the  last  few  years  the  states  have  teamed  i 


44      FORI     I 


tan 
%> 
is 

ltl( 


e-On 


after  microcap  stock  floggers,  day-trading  outfits  and 
:ompanies  like  Lloyd's  of  London  and  Prudential,  the  lat- 
which  paid  SI. 5  billion  in  the  1990s  to  resolve  its  limited 
ership  cases. 

le  securities  raid  follows  a  strategy  developed  by  attorneys 
over  the  past  decade:  Target  an  unpopular  industry  like  to- 
bacco or  a  company  like  Mi- 
crosoft, team  up  to  file  law- 
suits, and  extract  a  settlement. 
It's  regulation  by  lawsuit.  Yet 
the  current  investigation  goes 
further  still  because  it  could 
force  brokers  to  comply  with 
an  individual  state's  laws 
rather  than  a  single  national 
standard.  A  regulator  in  Utah 
who  finds  a  violation  could 
force  a  company  to  pay  up  or 
change  its  policies  nation- 
wide^— even  if  it  broke  no  fed- 
eral laws.  Or  it  could  force  a 
broker  to  change  its  policies  to 
appease  one  set  of  state  regu- 
lators, even  if  the  new  policy 
ran  afoul  of  another. 

Borg  dismisses  that  scary 
prospect  as  a  red  herring,  and 
so  far  he  has  faced  down 
heavy  lobbying  by  Wall  Street 
to  handcuff  the  states.  In  June 
Morgan  Stanley  head  Philip  J. 
Purcell  went  to  Capitol  Hill  to 
push  such  legislation.  In 
response,  Borg  made  the 
rounds  among  legislators  and 
held  a  press  conference  where 
he  called  Purcell's  move 
"shameful,  cynical  and 
brazen."  In  the  current  envi- 
ronment, it  was  enough  to  kill 
the  measure. 

Borg's  zeal  is  fueled  by  a 
1993  securities  case  in  which 
he  represented  an  Alabama 
family  that  had  lost  $25,000 
in  a  microcap  fraud.  He  set- 
tled for  just  a  few  thousand 
dollars.  "It  really  struck  me 
that  white-collar  crime  was 
being  treated  differently 
than  street  crime,"  he  says. 
"And  there's  no  difference." 
Wherever  Harvey  Pitt's 
SEC  leaves  a  perceived  vac- 
uum, the  state  regulators  will 
rush  in.  F 
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s  like  everyone  is  investigat- 
all  Street.  They  claim  to  be 
lg  information.  They  may  be 
up  a  turf  war  instead. 

b  Securities  &  Exchange 
nission  has  opened  ten 

ies  into  conflicts  of  interest 
duty,  including  four  related 
alysts  who  may  have  per- 
ly  traded  securities  they 
ed  and  one  related  to  an  an- 
who  may  have  been  secretly 
by  a  stock's  issuer.  Chairman 
ey  Pitt  fends  off  allegations 

doing  enough. 

e  New  York  Stock  Exchange 
itiated  17  inquiries  into  possi- 
onflicts  of  interest.  The  Na- 
Association  of  Securities 
rs  has  started  23  similar 
es.  In  June  it  fined  US  Ban- 
Piper  Jaffray  $300,000  for 
ig  a  company  it  would  discon- 
;  research  coverage  if  it  were 
:hosen  as  lead  underwriter. 

ew  York  Attorney  General 
f  Spitzer,  who  won  a  $100  mil- 
settlement  from  Merrill  Lynch 
e  shared  among  the  states, 
(  done.  He's  going  after  a 
ch  of  other  investment  banks. 

rivate  class  actions  abound. 
v  York  City  plaintiff  lawyer 
ob  Zamansky  settled  for 
)0,000  last  year  against 
■rill  Lynch  after  alleging  star 
lyst  Henry  Blodget's  research 
orts  were  misleading.  He 
3ntly  filed  a  similar  case 
inst  Salomon  Smith  Barney 
I  analyst  Jack  B.  Grubman. 

loth  House  and  Senate  corn- 
tees  are  abuzz  with  investiga- 
is,  most  recently  focusing  on 
ibman  and  his  ties  with 
rldCom.  —  M.F. 


Another  Sinking  Ship 

Bad  enough  Bernie  Ebbers  misjudged  the 
telecom  business.  He  may  have  steered  wrong 
on  the  yacht  industry,  too.  by  tomas  kellner 

If  Bernard  J.  Ebbers  no  longer  runs  WorldCom,  then  at  least  he 
can  be  captain  of  his  yacht.  Or  maybe  not.  In  1998  Ebbers  and 
two  partners  paid  $14  million  for  a  21-acre  Savannah,  Ga.  ship- 
yard that  used  to  supply  the  Navy  with  high-tech  minesweepers 
and  submarine  rescue  ships.  The  plan:  Build  high-end  yachts  up  to 
145  feet  long  on  spec  and  sell  them  to  clients  who  don't  want  to 
wait  the  20  months  it  normally  takes  to  build  a  yacht  from  a 
blueprint. 

He  sank  an  estimated  $4  million  into  improvements,  including 
a  new  160,000-square-foot  repair  shed  and  a  360-foot 
retractable  cover  over  a  dry  dock— real  capital  expenditures. 

But  so  far  the  plan  is  listing.  Ebbers'  $20  million  (estimated 
2001  sales)  Intermarine  Savannah  has  built  or  nearly  finished  15 
yachts.  It  has  sold  10  for  an  estimated  $7  million  to  $20  million 
apiece  since  1998.  In  recent  weeks  the  number  of  employees 
has  shrunk  from  250  to  100.  Intermarine  canceled  its  ad  cam- 
paign, released  its  ad  agency  and  shut  down  its  marketing 
department.  Thomas  Conboy,  one  of  Ebbers'  partners,  who 
runs  Intermarine,  declined  comment.  Ebbers'  lawyer  didn't 
return  calls. 

Unsuccessfully  hiding  his  glee  is  Gregg  (Skip)  Robinson, 
general  manager  of  Savannah  boatbuilding  rival  Palmer 
Johnson  Savannah.  "Bernie  is  under  siege,  and  anything  that's 
associated  with  Bernie  is  under  siege,"  he  chuckles.  Robinson 
just  hired  30  engineers,  welders  and  project  managers  from 
Intermarine. 

At  least  three  companies  were  described  recently  as 
interested  in  purchasing  Ebbers'  shop,  offering  as  much 
as  $20  million  for  the  yard.  We  don't  know  how  much 
debt  is  on  it,  but  Ebbers  could  use  some  cash.  He  owes 
WorldCom  $408  million.  F 
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^^  t  SOUNDS  LIKE  GOOD  NEWS.  TECH  COMPANIES 

i         i    '    I'm1       nave  s'asned  bloated  inventories  in  the  past 
$  ^  ..     11  year— down  55%  at  Cisco,  1 9%  at  Dell,  4 1  %  at 

^^^      ^^  Corning  and  more.  That  would  promise  a  profit 

rebound  for  2002,  but  for  one  problem:  Cisco,  Oracle  and  others  sold  so 
much  stuff  to  deliver  torrid  growth  in  the  late  1990s  that  a  glut  of  unused 
capacity  now  swamps  hundreds  of  big  customers.  Before  tech  can  really 
come  back,  businesses  must  light  up  all  the  idle  gear  they  already  own.  In 
some  cases  the  prices  were  so  cheap,  and  the  power  delivered  was  so  high,  that 
companies  barely  use  what  they've  got.  Here's  a  look  at  five  industries. 

— Nicole  Ridgway 


Fiber 

Only  35%  of  installed  fiber  in  the 
U.S.  is  "lit"  and  in  use;  of  that,  cus- 
tomers use  only  11%  of  full  capacity. 
That  is  up  from  7%  last  year,  and 
usage  climbs  at  peak  hours.  But 
it  still  leaves  plenty  of  unused, 
profit-draining  bandwidth. 

PCs  and  Servers 

A  buying  binge  before  Y2K  fueled 
strong  sales,  but  now  firms  have 
far  more  power  than  they  need.  PC 
shipments  will  grow  an  anemic  1% 
in  the  U.S.this  year  and  at  most  4% 

Sources:  Banc  of  America  Securities;  RHK  Inc. 


worldwide.  Tech  vendors  may  have 
to  wait  until  early  next  year  before 
new  purchases  pick  up  strongly. 

Storage 

Workers  use  only  one-fourth  of  the 
29  gigabytes  of  capacity  on  the 
typical  hard  drive.  The  slack  won't 
be  taken  up  until  new  data-heavy 
uses  such  as  video  catch  on.  Even 
then,  better  technologies  will  afford 
far  more  storage  than  most  users 
may  ever  need.  On  average, 
desktop  capacity  doubles  every 
15  months. 

Gartner  Dataquest;  Merrill  Lynch. 


Software 

Buying  is  based  on  total 
"seats,"  and  many  firms  bought 
20%  to  100%  more  than  they 
needed.  Times  were  flush,  they  got 
volume  discounts  and  they  were 
sure  their  work  force  would  grow 
to  consume  the  overage.  Compa- 
nies often  have  3,000  more  paid 
seats  than  they  use.  Now  hiring  is 
at  a  standstill,  and  "forward-buy- 
ing" of  software  is  at  an  end.  It  will 
take  a  while  to  sop  up  the 
leftovers. 


Routers 

Corporate  networks  used  a  mere 
10%  of  the  capability  of  the  router.' 
they  bought  at  a  furious  pace  in 
2001.  No  wonder  U.S.  router  sales 
fell  37%  in  the  first  quarter  from 
a  year  ago.  Sales  will  continue  to 
be  weak  if  the  faltering  telecom 
sector  fails  to  recover. 


I  No  Bauer  of  bliss:  sales  off  14%. 


Fashionably  Late 

Missing  the  latest  trends  nearly  killed  Eddie  Bauer.  Will 
missed  loan  p.    ^ents  do  in  its  parent?  by  brandon  copple 


FTER  A  SIX  H  BARRAGE  OF  WORSENING  NEWS, 

Chicago-bas  may  have  found  a  savior  for  its 

"     '   :'<  n  Mansson,  former 

kchi  hugely  successful  Swedish  retailer 

I  k 

Mansson  will  ha  it  half  of  this  year 

same-si  i»l      %  from  the  comparable 


period  in  2001.  The  once-hot  retailer  has  bq 
leaderless  since  Richard  Fersch,  the  divisicl 
president  of  5  years  and  a  14-year  Bauer  veted 
quit  in  January. 

Eddie  Bauer,  which  accounts  for  58°/o| 
Chicago-based  Spiegel's  $3  billion  in  2001  sal 
is  just  another  leak  in  the  parent  company's  c| 
teen.  In  February  Spiegel  announced  the  salcl 
its  troubled  credit  card  business,  which  1 
been  losing  money  for  at  least  a  year  (the  co| 
pany  doesn't  break  out  credit  card  results  in 
ings).  But  Spiegel  knew  it  wouldn't  be  eas>J 
unload  its  plastic,  which  carried  a  15%  del| 
quency  rate,  compared  with  an  average  5% 
the  industry;  the  company  expects  to  lose  $'. 
million  on  the  sale. 

The  double-barreled  blast  has  left  Spiel 
unable  to  keep  up  with  debt  payments.  A 
worked  to  restructure  $750  million  in  revolv  | 
credit,  the  company  put  off  filing  an  ann 
report  due  in  mid-April.  Missing  that  deadl) 
got  Spiegel's  shares  delisted  from  the  Nasdaq.  Had  it  not  b< 
for  a  $160  million  infusion  from  Spiegel's  majority  own 
German  catalog  company  Otto  Versand,  the  company  mil 
well  have  gone  under.  (Shares  recently  traded  over  the  couri  | 
at  32  cents.) 

Some  observers  fault  the  credit  card  mess  for  Spiegi  i 
near-demise.  That's  only  half  the  story.  Serial  mismanagem 
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YOU  GIVE  US  THE  MONEY,  WE  GIVE  YOU  THE  TRUCK, 

AND  NOBODY  GETS  HURT. 


LIKE  NOTHING  ELSE. 
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Riding  the  Down  Escalator 

Spiegel's  stock  price  has  been  sinking,  thanks  partly  to  big 
missteps  at  Eddie  Bauer.  Can  a  new  retail  chief  right  things? 


Spiegel's  stock  price 


Client  Beware 

The  IRS  is  looking  at  whether  law 
firms  should  have  registered  as 
tax  shelter  promoters. 

BY  JANET  NOVACK 

Accounting  firms  have  taken  a  public 

flogging  for  promoting  overly  creative  tax 
shelters  to  corporations  and  wealthy  indi- 
viduals. But  some  big  law  firms  have  been 
deeply  involved,  too  (see  related  story, 
p.  5S).  The  Internal  Revenue  Service  con- 
firms that  law  firms  are  among  II  entities 
that  have  so  far  received  summonses  as 
part  of  an  investigation  into  whether  they 
have  complied  with  1 1  lies  requiring  shelter 
promoters  to  register  their  push-the-i,mits 

' -naintain  lists  of 
diem  i  Since  it's  hard  for  the 

using  these 
ers  to  r?t  them  out. 
L  lunttl  .  ''-msto 

iter  documents. 


at  Eddie  Bauer  is  also  to  blame. 

Ten  years  ago  the  Spiegel  folks  transformed  Bauer  i: 
zippy  mall  retailer,  opening  200  stores  in  five  years.  S; 
store  sales  jumped  17%  in  1992  as  suburbanites  scoope 
Bauer's  casual,  solidly  built  khakis  and  flannels  to  go 
their  sport  utility  lifestyle.  Ford  even  slapped  the  brand 
version  of  its  Explorer  (Eddie  Bauer  vehicles  sold  to 
more  than  1  million). 

Eddie  Bauer's  troubles  started  in  1997,  when  it  doffe 
plain-colored  past  in  favor  of  fluorescent  sweaters  and  t 
ical  tops  in  hope  of  luring  Generation  X  away  from  All 
crombie  &  Fitch.  The  younger  crowd  didn't  buy  it — and  i 
ther  did  suburbanites  with  conservative  tastes.  Ba 
recognized  its  mistake  and  brought  back  the  Seattle-hi 
look.  But  the  damage  was  done.  Meanwhile,  it  gave  up 
soon  on  a  new  line  of  casual-dress  attire  called  AKA  Ei 
Bauer,  closing  shop  in  1999 — then  watched  helplessly 
casual  Fridays  (and  Mondays  through  Thursdays)  sw 
corporate  America. 

While  Mansson  brings  a  keener  fashion  sense,  cash-p< 
Spiegel  almost  certainly  lacks  marketing  muscle  to  back 
up.  "When  Gap  does  something  new,  you  see  it  on  televis 
right  away,"  says  Ladenburg  Thalmann  analyst  Eric  Be< 
When  was  the  last  time  you  saw  a  snappy  Eddie  Bauer  a 
"Must-See  Thursday"?  Probably  long  before  you  trade 
your  Eddie  Bauer  Explorer. 


We  don't  know  which  law  firms  the  IRS  is 
looking  at.  But  we  found  one  law  firm 
which— according  to  documents  in  a  previ- 
ously unreported  lawsuit— had  an  intriguing 
involvement  in  tax  shelters.  The  Diversified 
Group,  a  New  York  shelter  promoter, 
charged  that  Paul  Daugerdas,  51,  breached 
his  duty  to  it  by  marketing  a  Diversified-de- 
veloped shelter  to  dozens  of  clients  without 
sharing  the  fees.  Daugerdas  comanages  the 
tax  practice  of  550-lawyer  Jenkens  & 
Gilchrist  and  runs  its  Chicago  office. 

In  just  the  last  few  months  of  1999 
Daugerdas,  his  law  firm  and  firms  he 
worked  with  generated  $30  million  in  fees 
from  the  disputed  shelter,  Diversified  attor- 
ney William  Wachtel  said  at  a  hearing. 
Daugerdas  and  his  firm  denied  impropriety, 
maintaining  the  strategy  was  widely  known 
in  the  shelter  business.  The  case  was  set- 
tled on  undisclosed  terms.  In  August  2000 
the  Treasury  Department  said  the  disputed 
shelter  was  abusive  and  promoters  should 
register  it.  Jenkens  &  Gilchrist  declined  to 
respond  directly  to  quest  ins  about  the 


lawsuit  or  any  IRS  inquiry. 

Daugerdas,  a  CPA  and  former  Arthur 
Andersen  partner,  acknowledged  in  an  a' 
davit  that  he  worked  with  Diversified  on  ti 
deals  before  and  after  joining  Jenkens  & 
Gilchrist  in  December  1998.  From  1997  to 
1999,  he  said,  he  accompanied  Diversifiei 
President  James  Haber  on  sales  pitches  i 
companies.  He  reaped  $5  million  in  fees  fi 
work  on  just  six  Diversified  deals.  Legal 
opinions  stating  that  shelters  are  "more 
likely  than  not"  to  withstand  IRS  challenge 
are  key  to  the  sales  pitch. 
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ings  change  in  business, 


the  more  experience  matters.  Phoenix 
has  been  helping  people  who've  done  well  do 
better  for  more  than  150  years. 


oney.  It's  jusfc^fot  what  it  used  to  be. 


To  learn  about  our  products  and  services, 
ask  your  financial  advisor  and  visit  us  at 
phoenixwm.com. 
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WEALTH      MANAGEMENT' 


Investment  Management  provided  by  Phoenix  Investment  Partners  through  its  subsidiaries.  Insurance  and  Annuities  issued  by  Phoenix  Life  Insurance  Comp; 
922-B  (Statutory  Office:  East  Greenbush,  NY)  and, its  insurance  subsidiaries.  Members  of  The  Phoenix  Companies,  Inc.  ©2002  The  Phoenix  Companies,  Inc. 


nin  front 

Sticky  Situation 

Bill  Wrigley  Jr.'s  company  is 
doing  fine.  But  some  family 
troubles  are  gumming  up 
his  career  a  bit.  by  mark  tatge 

O  ALL  APPEARANCES,  THE  WM. 
Wrigley  Jr.  Co.  is  in  better  shape 
than  ever.  Earnings  were  up  10% 

■  to  $363  million  last  year;  at  $50, 
the  stock  has  climbed  66%  in  the 
past  two  years,  reflecting  renewed  investor 
confidence  in  the  leadership  of  the  fourth- 
generation  Wrigley  to  run  the  market-lead- 
ing chewing  gum  company.  So  why  would 
Bill  Jr. — as  the  38-year-old  is  known  inside 
the  white  terra  cotta  headquarters  tower 
overlooking  the  Chicago  River — suddenly 
enact  a  flurry  of  antitakeover  provisions  at 
Wrigley's  March  2002  annual  meeting? 
Doesn't  he  control  58%  of  the  Class  B  su- 
pervoting  shares? 

Maybe  he  doesn't.  A  lawsuit  filed  in  Illi- 
nois state  court  last  year  by  William  J.  Ha- 
genah  Jr.  (who  was  once  married  to  Bill  Jr.'s 
Aunt  Ada)  challenges  Bill's  right  to  vote 
shares  in  trusts  set  up  by  Bill  Jr.'s  grand- 


parents nearly  three  decades  ago.  In  the  law- 
suit and  in  securities  filings,  Hagenah  claims 
that  he  and  Wrigley  share  voting  power  on 
33%  of  the  Class  B  shares  and  on  14%  of 
the  publicly  traded  common,  and  that  Ha- 
genah alone  controls  5%  of  the  common 
and  12%  of  the  Class  B.  Since  taking  over 
three  years  ago,  Bill  Jr.  has  been  voting  all 
these  shares,  just  as  his  old  man  did. 

Hagenah  says  he  intends  to  hang  on  to 
his  Wrigley  shares — for  now.  "The  wills  also 


Battle  of  the  Boards 

Fed  up  with  high  recruiting  costs,  companies  go 
it  alone  online.  Monster  who? 

BY  JOANNE  GORDON 

Recruiting  online  is  one  of  the  Internet's  few  success 

stories  -maybe  too  successful.  Looking  to  cut  costs  and  get  a  better  cal- 
iber of  applicants,  big  companies  are  giving  the  cold  shoulder  to  popular 
sites  like  Monster  and  HctJobs  by  posting  more  positions  on  their  own  In- 
terna* job  boards.  The  losers:  the  commercial  sites,  as  well  as  traditional 
staffing  agencies  like  Robert  Half. 

Lockhted  Martin,  for  instance,  spent  $1.8  million  last  year  on  outside  job 
board:  . ?  nQQ  ancj  |4,rj00  people.  This  year,  plan- 

ningtohire:'.  '   ^d  expects  to  spend  only  $750,000  on 


authorize  sale  of  any  asset,  and  there 
restrictions  on  the  sale  of  Wrigley  sti 
he  says  in  a  letter  to  Bill  Jr. 

Bill  Jr.  undoubtedly  hopes  the  coi 
will  leave  those  trusts  alone.  They  shj 
nearly  all  of  his  net  worth,  estimated  at 
billion — a  critical  arrangement,  giveri 
pending  divorce  from  his  wife,  Kandisl 
lists  marital  property  in  court  filings 
mere  $5.5  million.  His  wife,  however, 
testified  that  since  their  separation  in 
2000,  he  has  spent  $30  million  support 
a  "fabulous  lifestyle,"  including  buy 
posh  $8  million  Lake  Geneva,  Wis.  esta 
$9.1  million  mansion  on  Chicago's  G 
Coast  and  a  $3  million  lot  in  Aspen,  G 
At  issue  now  is  a  custody  fight  over  t 
three  kids — and  the  role  of  Bill  Jr.'s 
friend,  Carolyn  Lesley,  a  Wrigley  emplq 
in  their  lives.  Could  Kandis  get  her  ha 
on  a  chunk  of  the  supervoting  shai 
Probably  not  without  a  prenup  agreemi 
But  perhaps  the  takeover  defenses — wH  I 
include  staggered  terms  for  board  direct 
a  shrunken  board  and  tightening  requi 
ments  on  shareholder  votes — are  a  vq  i 
precaution. 

Additional  reporting  by  Erin  Killian. 
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boards  as  iirftroi.,. 

The  I)'. 
companies,  inciuti 
called  DirectEmploy; 
nies  can  lis?  their  jobs  oi 
cally  links  app^an; 
companies  hive    ?ned  >  • 

"Unequivocally,  'his  has  m;{ 


:>  lis  corporate  Web  site. 

me  in  February,  when  32 
id  IBM,  created  their  own  site, 
SI0.000  annual  fee,  member  compa- 
•    ;   situ  which  aufomati- 
corty-one  more 


.  for  job  boards,"  says 


Howard  Rosencrans,  an  analyst  at  HD  Brous  &  Co.  Indeed,  in  late  April  f 
500  largest  U.S.  companies  listed  a  total  of  75,000  jobs  on  their  own  co 
porate  sites.  But  those  same  companies  posted  only  25,000  on  the  threj 
largest  job  boards— Monster,  Hot  Jobs  and  CareerBuilder,  according  to  r 
search  firm  llogos. 

"We  can't  afford  to  post  all  our  jobs  on  job  boards,"  says  Daniel 
Guaglianone,  a  recruiting  vice  president  at  Unisys.  A  company  might 
$42,500  for  500  positions  on  Monster,  compared  with  DirectEmploye 
$10,000  fee  for  unlimited  postings. 

It  could  get  worse  for  the  boards.  In  August  DirectEmployers  an 
the  National  Association  of  Colleges  &  Employers,  which  represent 
1,800  colleges,  will  launch  a  job  site  for  students.  Participating  col- 
leges—so far  only  30— will  require  employers  to  use  their  new  board 
rather  than  a  commercial  site. 

Job  boards  are  already  hurting  because  of  scarce  hiring.  Monster's 
revenues  fell  18%  in  the  first  quarter  from  a  year  ago,  to  $108  million.  Sti 
commercial  sites  claim  their  advantage  is  that  they  allow  companies  and 
job-hunters  to  cast  a  wide  net.  And  recruiters  like  Robert  Half  say  their 
value  is  in  screening  out  candidates  from  among  the  hordes  of  applicanl 

Except  many  of  the  corporate  sites  screen  candidates  as  well.  Dow 
Chemical's  site  automatically  ranks  applicants. 

As  the  boards  battle  it  out,  a  bigger  loser  watches  from  the  bench: 
Revenue  for  help-wanted  classified  ads  in  newspapers  fell  35%  last  yeai 
All  the  players  could  use  a  better  economy. 
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PROFITABILITY.  NOW  MORE 


AFFORD 


THAN  EVER 


It  takes  money  to  make  money-  But  not  nearly  as  much  as  you'd  think.  SAP  and  its  partners 
offer  affordable,  scalable,  and  open  solutions  that  can  help  make  any  size  company  more  productive 
and  efficient.  So  vou  can  automate  your  operations,  provide  better  customer  support  and  leverage 
important  data.  And  because  SAP*  Smart  Business  Solutions  can  be  up  and  running  in  a  matter 
of  weeks,  ROI  comes  sooner  rather  than  later.  Especially  if  you  call  800  880  1727  or  visit  sap.com/smb 
( so(  >ner  rather  than  later). 


THE  BEST-RUN  E-BUSINESSES  RUN  SAP 


FRONT 


Arm  Candy 

Ford  and  GM  are  spending 
lavishly  on  their  Swedish 
darlings,  Volvo  and  Saab.  When 
will  the  foreigners  start  picking 
up  the  check?  by  Jonathan  fahey 

I  ADILLAC,  BUICK,  LINCOLN  AND 
Mercury  have  an  image  problem. 

UThe  average  age  of  their  buyers 
is  a  half-century  or  more  and, 
apart  from  a  few  gargantuan 
SUVs,  their  product  lines  lack  the  requisite 
hipness  to  attract  younger  buyers.  This  is 
one  reason  the  combined  GM-Ford  share 
of  the  luxury  car  market  fell  to  26%  last 
year  from  52%  in  1990.  Youngsters  would 
rather  get  behind  the  wheel  of  an  Acura, 
Audi,  BMW,  Lexus  or  Mercedes. 

Could  their  Swedish  brands,  Volvo 
and  Saab,  improve  the  situation?  Both 
have  their  loyalists.  Volvo's  safety  reputa- 


tion is  irresistible  to  mothers  of  a  certain 
demographic,  and  Saab's  quirks  (the  igni- 
tion in  the  center  console)  attract  college 
professors  in  droves. 

But  Saab  sold  16%  fewer  cars  in  the 
U.S.  last  year  than  it  did  1 5  years  ago.  And 
even  though  Volvo's  U.S.  sales  jumped  25% 
from  1998  to  2001,  a  14%  sales  dip  this  year 
puts  them  about  where  they  were  in  1987. 
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Square  One 


Volvo  and  Saab  have  no  big; 
share  of  the  $30,000-and 
luxury  car  market  now  than 
they  did  in  1987,  but  parents 
Ford  and  GM  want  to  spur  tli 
Swedes'  sales— and  profits. 


Nevertheless,  Ford  plans  to  inves 
much  as  $6  billion  in  Volvo  over  f 
years,  adding  to  the  $6.5  billion  it  sp 
buying  the  Volvo  auto  line  in  1 999. ' 
new  money  will  pay  for  five  new  vehi 
and  expand  production  capacity  fr 
450,000  cars  to  600,000,  as  Ford  aim: 
double  U.S.  sales  to  200,000  units.  "1 
expansion  gives  us  a  fantastic  rangt; 
cars,"  says  Curt  Germundsson,  V6H 
head  of  manufacturing. 

GM,  meanwhile,  bought  half  of  S 
in  1990  for  an  undisclosed  price,  and 
rest  in  2000  for  $125  million.  That  was  I 
down  payment.  It  has  since  spent  $<■ 
million  expanding  and  overhauling  Sa« 
Trollhattan,  Sweden  factory,  to  incre 
output  from  130,000  to  200,000  c; 
Striving  to  double  U.S.  sales  to  70,000 
2005,  GM  goosed  Saab's  advertising  buc 
from  $32  million  to  $56  million  last  y< 

Both  carmakers  are  turning  out  i 
pressive  vehicles.  For  the  first  time  in  yt 
Volvos  are  curvaceous  as  well  as  safe.  S; 
is  finally  replacing  its  eight-year-old  k 
end  car,  the  $30,000  9-3,  this  fall,  and  i 
shaking  its  reputation  for  quality  defe< 

But  both  brands  are  weak  sisters 
the  European  car  brood.  Volvo  does 
have  the  sex  appeal  of  a  brawny  BMW 
the  snob  appeal  of  a  Mercedes.  Saab, 
all  its  turbocharged  quickness,  basic; 
relies  on  a  four-cylinder  engine.  Neiti 
brand  has  enough  volume  to  replace  w 
GM  and  Ford  have  lost  over  the  years. 

For  now  the  Swedish  marques  will 
to  stem  the  tide.  "What's  cooler — a  S; 
or  a  Buick  LeSabre?"  says  Christopl 
Cedergren  of  consultant  Nextrend.  " 
where  the  hope  for  their  future  lies." 
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If  all  anyone  is  telling  you 

to  do  is  buy,  how  are  you 

supposed  to  know  what  to  sell? 

There's  never  been  a  better  time  for  Schwab  Equity  Ratings'." 


Knowing  wh.it  stock  to  sell 
may  be  an  investor's  most 
difficult  decision.  Lasl  year 
less  than  three  percent  ot 
analysts'  recommendations  in 
the  marketplace  were  a  "sell." 
And  at  Charles  Schwab,  we  don't 
believe  that's  the  way  it  should  be. 

Schwab  Equity  Ratings  Otter 
an  approach  that  helps  you  decide 
what  to  sell  as  well  as  what  to  buy. 
They  are  as  straightforward  as 
A.  B,  C,  I),  F  And  because  we're 
not  focused  on  investment  banking, 
Schwab  Equity  Ratings  provide 
you  with  a  balance  of  buy  and  sell 
ratings.  We  rank  over  5,000  stocks 
according  to  24  carefully 
selected,  tact-based  measures 
nver  a  12-month  horizon  and 
update  them  weekly. 

Schwab  Equity  Ratings  arc- 
available  to  select  clients  on  our 
Web  site.  <  >r  if  you  prefer,  you  can 
sit  down  with  a  Schw  ab  Investment 
Consultant  and  discuss  our  equity 
ratings  to  see  what's  right  for  your 
portfolio.  And  you  can  always 
be  sure  our  Schwab  Investment 
Consultants'  objective  advice 
comes  from  the  very  principles 
we  were  founded  on. 


MIKEWHOLLEY 
REGIONAL  VP,  EASTERN  DIVISION 

THE  PRINCIPLE  OFTHE 
INDIVIDUAL  INVESTOR 

From  day  one,  the  individual 
investor  has  been  at  the  center 
of  what  w<J  do.  Every  investor  is 
important  to  us.  We're  not  focused  on 
investment  banking.  We  represent 
you,  the  individual  investor. 

THE  PRINCIPLE  OF 
FACTS,  NOT  HYPE 

We  give  advice  based  on  facts. 
We  do  not  give  so-called 
"hot  stock  tips."  Research  and  facts 
are  the  foundation  of  our  advice. 
And  now  with  our  Schwab 
Center  for  Investment  Research" 


and  Schwab  Equity  Ratings,  we 
analyze  and  rate  more  U.S.  stocks 
for  the  individual  investor  than 
any  other  major  brokerage  firm. 

THE  PRINCIPLE  OF 
OBJECTIVITY 

At  Schwab,  we're  not  focused  on 
investment  banking.  For  example, 
we  make  IPOs  available  but  we 
don't  receive  any  compensation 
for  their  distribution.  To  us,  it's 
a  potential  conflict  of  interest. 
We  always  strive  to  avoid  conflicts 
of  interest  in  everything  we  do. 
This  is  at  the  heart  of  our  values. 


ATTEND  A  WORKSHOP 


To  learn  more  about  Schwab  Equity 
Ratings,  call  1-866-967-8625  and 
reserve  a  space  in  "The  Schwab 
Approach  to  Investment  Research" 
workshop.  You'll  gain  insights  into: 

•  Evaluating  stocl{,  bond 
and  mutual  fund  research 

•  The  advantages  of  our 
fact-based  approach 

•  Generating  potential  new  ideas 
for  your  portfolio 


diaries  schwab 


Call 


1-866-967-8625 


Click 


schwab.com 


Visit 


395  locations  nationwide 


"For  companies  with  U.S.  ticker  symbols.  Schwab  Equity  Ratings  are  not  currently  available  to  all  clients. 
©2002  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0602-9017).  ADS23623FUL. 


Who's  the  Unfairest  of  Them  All? 

Michael  Jackson  has  failed  to  throttle  back  on  a  superstar 
lifestyle  his  record  sales  can  no  longer  support,  by brett  pulley 


T  ISN'T  DIFFICULT  TO  IMAGINE  THAT 
pop  star  Michael  Jackson  could  have 
been  exploited  at  some  point  in  his 
long  career.  He  has,  after  all,  been  per- 
forming since  he  was  old  enough  to 
sing  his  ABCs.  But  his  recent  tirade  about 
mistreatment  by  Sony  Music  Entertain- 
ment and  its  chief,  Thomas  Mottola,  has 
more  to  do  with  his  own  ailing  finances 
and  career  slump. 

The  current  nastiness  comes  just  as 
Jackson's  contract  with  Sony  is  about  to  ex- 
pire. He  could  defect  to  Vivendi 's  Univer- 
sal Music  Group,  which  just  signed  another 
star  who  landed  on  hard  times,  Mariah 
Carey,  weeks  after  she  was  dumped  by  EMI. 
"If  Michael  Jackson  was  free,  I  think  every- 
body would  be  interested,"  says  Universal 
exec  Zack  Horowitz.  But  the  smart  money 
is  that  Mottola  will  forgive  Jackson's  out- 
burst and  re-sign  him;  both  sides  have  too 
much  at  stake. 

son,  43,  has  earned  half  a  billion 
is  career,  FORBES  estimates. 
In  tii  ind  1990s  he  was  a  music 

deity,  pull  l  million  a  year.  Now 

the  Glov  and  passe 

inamachi  :c  scene,  is 

caught  in  a  I  used  in  part 

I  erstar  lifestyle  h  pport 

Thebizam 

his  preference  foi 

suites  at  the  FoUJ 


Neverland  ranch  and  assorted  perks.  Much 
of  the  loan  came  from  Sony,  and  Jackson 
put  up  as  collateral  his  50%  interest  in  Sony 
ATV,  which  owns  300,000  songs,  including 
200  Beatles  titles.  Jackson  also  owns  songs 
recorded  by  Elvis  Presley  and  other  stars. 


A  Franchise  in  Decline 

Michael  Jackson's  earnings  from 
album  sales  are  ebbing.  Here's  an 
estimate  of  the  singer's  income 
and  current  wealth. 

Off  the  Wall:  $37  million 

Thriller:  $115  million 

Bad:  $57.5  million 

Dangerous:  $57.5  million 

History:  $35  million 

Blood  on  the  Dance  Floor:  $10  million 

Invincible:  $15  million 

OTHER  INCOME  SOURCES: 

Tour  earnings:  $100  million 
Endorsements:  $30  million 
Videos/films:  $20  million 
Merchandise:  $25  million 
Cumulative  earnings:  $502  million 
Assets:  $100  million  (Neverland  ranch; 
Encino  and  Las  Vegas  homes;  other 
properties);  $450  million  (50%  stake  in 
Sony  ATV  and  other  music  publishing) 
Dob*  $200  million 
Net  iorth:  $350  million 


ion 


His  publishing  holdings  are  now  wd 
about  $450  million. 

Jackson  needed  a  big  hit  with  his  la 
album,  Invincible.  But  in  eight  month 
has  sold  just  6  million  copies  worldwid 
poor  return  for  the  $25  million  he  spen 
produce  it  (on  top  of  Sony's  $5  millio 
Better-selling  albums  from,  say,  Britl 
Spears  or  'N  Sync  cost  less  than  $5  mi 
to  make.  Jackson  blames  Sony  for  failing 
promote  the  album.  Sony  contends  it 
spared  no  expense. 

The  singer  doesn't  look  to  be  in  i 
nent  danger  of  going  broke.  FORBES 
mates  his  current  net  worth  at  $350 
lion,  but  he  has  heavy  liens  against  1 
property,  and  his  spending  is  out  of  co 
trol.  Jackson  spends  millions  a  year  on  tai 
and  upkeep  for  Neverland  and  homes  f 
relatives  in  southern  California  and  L 
Vegas.  In  the  spring  he  racked  up 
$100,000  hotel  bill  on  a  brief  trip  to  N< 
York.  A  Beverly  Hills  jeweler,  who  describ 
him  as  kind  but  careless  with  his  moni 
has  sued  him  for  payment  for  a  $2  millit 
watch.  Recendy,  on  the  way  to  visit  pal  Eli 
abeth  Taylor  at  the  Bellagio  in  Las  Veg. 
Jackson  made  an  impromptu  stop  to  pi1 
up  a  $10,000  bottle  of  perfume  as  a  gift. 

That  kind  of  largesse  can't  last  mm 
longer  unless  Jackson's  career  reignites.  I 
can  trash  Sony  and  Mottola,  but  the  k 
culprit  is — as  Jackson  himself  sang  : 
beautifully  on  an  earlier  album — "Tl 
Man  In  the  Mirror." 
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UEST10N  REMAINS  -  SPARKLING  OR  STILL? 
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Darting  Away 


Dart  Container  and  other  firms  controlled  by  Styrofoam  cup 
czars  Kenneth  B.  Dart,  47,  and  Robert  Dart,  44,  are  paying  the  feds 
$26  million  in  1994  taxes  to  settle  a  15-case  battle  started  after  the 
brothers,  in  an  apparent  tax-cutting  move,  gave  up  U.S.  citizen- 
ship. The  feds  had  argued  their  expatriations  immediately  ended 
the  firms'  right  under  subchapter  S  to  avoid  corporate  taxes.  Still, 
court  papers  show,  the  pair's  combined  U.S.  tax  bill  fell  from  $68 
million  in  1993  to  less  than  $3  million  in  1995.  The  setdement  also 
gives  ex-Forbes  400  member  Ken  a  $7.6  million  refund  for  1994. 
Eventually,  they'll  save  big  on  U.S.  estate  taxes.     — Janet  Novack 

Next  Step:  Seize  His  Typewriter 

Kevin  Mitnick,  who  spent  five  years  in  prison  for  hacking  cor- 
porate computers,  is  now  fighting  a  bid  by  the  Federal  Commu- 
nications Commission  to  strip  him  of  the  ham  radio  license  he's 
held  since  his  teens.  Mitnick,  38,  is  already  barred  from  using 
computers  and  cell  phones.  The  FCC  order  scheduling  a  hearing 
lists  no  specific  Mitnick  act  involving  the  relatively  low-tech 


ham  medium  but  only  "his  propensi 
engage  in  criminal  activities,  particularly 
involving  fraud."  — Dirk  Si 

Simply  Shocking 

Researchers  with  access  to  confidentia 
returns  say  that  in  1998  15  big  compa 
many  in  financial  services,  reported  $5 1  bi 
more  in  income,  and  $786  billion  less  in  li 
ties,  to  their  shareholders  than  to  the  Int 
Revenue  Service.  Saying  these  gaps  grew  mi 
ily  in  the  1 990s,  University  of  Arizona  pri 
sors  Lillian  Mills  and  Kaye  Newberry  an< 
economist  William  Trautman  write  thai 
firms  seem  to  have  come  up  with  devices 
place  assets  and  liabilities  off  the  book  bala 
sheet,  while  either  creating  tax  deductioq 
sheltering  taxable  income." 

Another  Problem  for  AOL  Time  Warne 

Fresh  from  success  with  the  racy  young  men's  magazine  M 
British  media  mogul  Felix  Dennis,  55,  may  have  another  hit  \ 
The  Week,  a  breezy  weekly  digest  of  material  from  other  mi 
outlets,  launched  in  the  U.S.  in  May  2001.  The  seven-yeari 
British  edition  is  now  near  the  Economist  in  U.K.  subscript! 
The  American  edition  (slogan:  "All  you  need  to  know  aq| 
everything  that  matters")  plans  to  raise  its  guaranteed  cird 
tion  from  100,000  to  125,000  and  reports  crucial  first-w 
renewals  are  running  at  71%,  compared  with  an  estimated  4 
for  newsweeklies  like  leader  Time  (circulation,  4  million).  — 1 

Wal-Mart  Could  Sue  for  Libel 

"If  one  were  to  find  comparables  to  WorldCom  ...  the  list  wo 
be  very  short  and  would  include  the  likes  of  Merck,  Ho. 
Depot,  Wal-Mart,  Coke,  Microsoft,  Gillette  and  Disney."  Tj 
quotation,  from  now-tarnished  Salomon  Smith  Barney  anal 
Jack  B.  Grubman,  graces  WorldCom's  1997  annual  report,  1 
posted  on  the  fallen  company's  Web  site.  — Neil  Wein§ 
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Afflong  executives  of  public  companies,  corporate  aircraft  and  other  transportation  for  strictly  personal  purposes  are  cherished 
Pe;  some  of  the  bigger  beneficiaries—plus  how  their  stocks  performed  over  the  same  one-year  period.  —  William  P.  Barn 
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PERK 

PERFORMANCE 

$393,806 

-19% 

3 19,995 

-1 
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-2 
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EXECUTIVE/COMPANY 

PERK 

PERFORMAl 

Frederick  W.  Smith/FedEx 

$150,120 

13% 

Frederic  V.  Salerno/Verizon 

140,752 

-5 

Ronald  L.  Paul/Georgia-Pacific 

139,758 

-II 

Joseph  P.  Nacchio'/Qwest 

136,745 

-65 

Steven  S.  Reinemund/PepsiCo 

133,105 

"2 

Ivan  CI.  Seidenberg/Verizon 

130,873 

"5 
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How  do  you  get  daily  updates 
on  your  business  health? 


Help  departments  set  ■ 
well-defined  objectives? 

And  respond  quickly  to  ■ 
changing  market  conditions? 


SAS  is  all  you  need  to  know. 


Only  SAS  provides  a  complete  view  of  your 
enterprise — one  that  brings  together  Finance,  HR 
and  other  business  units  to  meet  strategic  goals. 
So  you  can  keep  stakeholders  happy,  employees 
productive  and  competitors  on  the  defensive.  To 
find  out  how  leading  companies  are  reaping  the 
rewards  of  SAS  enterprise  intelligence,  call  toll  free 
1  866  270  5722  or  visit  www.sas.com/enterprise 


The  Power  to  Know*. 
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OUTFRONT 


On  My  Mind 


IHI 


Who  Gave  Lawyers  a  Pass? 

We're  pointing  the  finger  at  everyone  but  the  real  culprits  in  corporate  scandals. 


WE  KNOW  THE  USUAL  SUSPECTS  IN  THE  CURRENT  WAVE  OF 
corporate  scandals:  accountants,  greedy  bosses,  lackadaisical 
directors,  the  projections-for-hire  analysts  and  institutional 
investors  asleep  at  the  switch.  But  a  group's  missing:  lawyers. 
The  dirty  secret  of  the  mess  is  that  without  lawyers  few  scandals 
would  exist,  and  fewer  still  would  last  long  enough  to  cause  any 
real  harm.  Lawyers  need  to  be 
regulated.  No  other  legal  reform 
enacted  will  do  any  good  as  long 
as  there  are  no  consequences  to 
lawyers  who  bless  anything  a 
manager  wants  to  do. 

Take  the  Enron  case.  When 
Vinson  &  Elkins,  a  Texas-based 
law  firm,  wasn't  approving  one  of 
Enron's  shady  related  transac- 
tions, another  firm  was.  Chicago's 
Kirkland  &  Ellis  represented 
Andrew  Fastow's  Enron-related 
partnerships,  which  engaged  in 
transactions  of  such  doubtful 
legality  that  it  is  difficult  to  imag- 
ine a  lawyer  not  noticing. 

Some  set  of  lawyers  wrote 
Arthur  Andersen's  "document  re- 
tention" policy,  which  encourages 
the  destruction  of  documents  even 
when  doing  so  might  be  a  crime.  A 
lawyer,  Nancy  Temple,  instructed 
former  Andersen  partner  David 
Duncan  to  heed  that  policy,  and  he  did.  A  month  later,  when  she 
told  Duncan  to  preserve  everything,  he  again  complied.  The  tes- 
timony given  under  oath  leads  me  to  this  conclusion:  Had  a  lawyer 
lined  the  law  and  advised  Duncan  to  follow  it  from  the  be- 
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SUSAN  P   KflNIAK 

PROFESSOR  OF  LAW,  BOSTON  UNIVERSITY; 
COAUTHOR,  THE  LAW  &  ETHICS  OF  LA  WYER1NG 


"Without  lawyers  few  scandals  would  exist  and 
fewer  still  would  last  long  enough 
to  cause  any  real  harm." 


ethics  rules,  which  are  law.  In  all  my  research,  I  have  come  acre 
no  state  disciplinary  authority  that  has  initiated  charges  agaii-  IjhE 
a  big  law  firm  for  aiding  securities  fraud.  The  disciplina: 
authority  would  be  absurdly  outgunned. 

Every  state's  ethics  rules  prohibit  assisting  client  fraud 
demand  that  a  lawyer  resign  when  he  "knows"  his  servic 

being  used  for  fraud.  La 
never  "know,"  and  thus 
have  to  resign.  Other  ethics 
allow  lawyers  to  do  certain 
like  alert  the  chief  executi 
board  to  corporate  fraud; 
allow  lawyers  to  tell  the  SEC 
none  of  that  is  required. 

The  law  that  prohibits  ai 

and  abetting  fraud  appli 

everyone,  including  lawyers, 

prosecutors   rarely  enfor 

against  lawyers.  Private  sui 

aiding  were  allowed  until 

Supreme  Court  eliminated 

in  1994.  Congress  worsened 

ters  by  limiting  the  SEC's  abilil 

bring  aiding-and-abetting  c 

The  SEC  scarcely  neede 

curbing.  Twice  in  its  histo 

had  gotten  serious  about  re 

ing  the  bar.  Both  times  the 

beat  the  agency  back.  In  198l!L-t)i 

SEC  in  effect  conceded  defil 

ending  efforts  to  rein  in  lawyers.  And  Harvey  Pitts'  SEC, 

post- Enron,  has  said  that  policing  lawyers  is  not  on  its  agem 

Because  lawyers  are  necessary  to  commit  almost  any  fri 

of  more  than  a  moment's  duration,  their  firms'  survival  shal  nd cor 
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sen  would  not  have  faced  obstruction  charges.  be  on  the  line.  What's  needed  is  to  restore  aiding-and-abet 


i  &  Bartlett,  a  New  York  firm,  was  given  a      liability,  joint-and-several  liability  and  the  recklessness  stand      '* 


)  that  raised  questions  about  Global  Cross 
lng's  :'  '.  1    L  Times.  Simpson's  investi- 

gatiot  inson  &  Elkins  of  the  Sh'er- 

harming  clients  and 
Sharehold  .    >  hree  avenues  of  reg- 

ulation 

i 
None  of  then  now  wo 

Disciplinary  authoi  ities  an 


hi    ie<  unties  & 
;ains1  lawyers. 


>rcing  .slate 


at  least  for  lawyers.  The  Senate  passed  Senator  John  Edwa    u^ 
amendment  requiring  lawyers  to  report  evidence  of  fraud  up 
corporate  ladder,  but  it's  unclear  if  it  will  survive. 

The  lawyer  problem  is  systemic:  no  "few  bad  apples"  here, 
ther  moral  outrage  nor  proposals  for  reform  have  come  from 
President,  our  financial  wise  men  like  Warren  Buffett  and  A 
Greenspan,  or  the  press.  Even  companies  that  suffered  gready  ftj 
outsize  management  fraud,  all  of  which  should  be  suing  th 
lawyers  for  malpractice,  aren't  and  won't — too  many  skeleto 
Tins  is  ,1  disgrace. 
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THE    STRAIGHT    GOODS    ON    e-BUSINESS    PLATFORMS 
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THE  WHOLE  e-BUSINESS 
THING   IS  A  FAD. 


hing  could  be  further  from 
truth.  In  times  of  economic 
mturn,  it  may  seem  prudent  to 
the  whole  e-Business  issue  on  the 
kburner.  But  it's  not.  Tough  times 
for  nimbleness  and  agility  more 
n  ever.  The  time  to  get  smart  and 
lement  e-Business  solutions  for  your 
omers  is  today. 


HE   INTERNET 

CHANGES 
EVERYTHING. 

Internet  does  not 

nge  everything, 
oesn't  change  the 
iness  rules  that 

your  company, 
the  infrastructure 

ve  spent  years 
Iding.  The  Internet 
obviously  a 
tica I  part  of  any 
Jusiness.  But  it's 
w  well  you  manage 

information 
veling  over  the 
t  that  determines 
e  success  of 
ur  business. 

IT'S  A 

ONE-BRAND 

WORLD. 

is  myth  surrounds 
st  about  every 
jnificant  e-Business 
atform  discussion, 
rtually  every 
irveyor  of  e-Business 
atforms  touts  their 
:rsion  of  this 
ne-brand"  world, 
leir  brand,  of  course, 
g  surprise. 


:  Sybase,  we  know  it's  just  not  true. 
)untless  brands  compete,  cooperate 
id  commingle  inside  your  company. 

s  laughable  to  pretend  that  any  one 
;ternal  organization  can  "standardize" 
I  the  various  protocols,  systems, 
>mponents,  new  technologies, 
nguages,  databases  and  vendor 
lationships  that  your  business 
:pends  on  to  succeed. 


Our  open  e-Business  platform  embraces 
diversity.  Making  all  of  this  stuff  work 
together  is  what  our  stuff  is  all  about. 

A  WEBSITE  IS  A  PORTAL. 
A  PORTAL  IS  AN  e-BUSINESS. 

Unless  your  data  has  the  ability  to 
travel  from  a  customer's  pager  to 
your  trusty  OS/390  mainframe  and 
then  back  to  your  customer  via  cell 
phone,  you  may  very  well  have  a 


IF  AT  FIRST  YOU   DON'T 

SUCCEED,  THROW  SOME  MORE 

MONEY  AT  IT. 

Hah.  Very  funny.  But  a  popular  belief 
for  a  long  time.  Listen:  That's  pure 
poppycock.  Real  e-Business  solutions 
deliver  real  business  results.  That 
means  increased  revenues,  reduced 
costs  and  profits  to  your  bottom  line. 


At  Sybase,  we 


website,  but  you  really  don't  have  an 

e-Business.  Our  proven  e-Business 

platform  totally  delivers  end-to-end 

functionality.  It  integrates 

every  single  aspect  of  your 

business.  What's  more, 

it  has  the  scalability 

to  constantly 

integrate  your 

new  components 

into  the  mix.  Like 

say,  10,000  brand  new 

customers,  for  example. 


SYBASE    e-BUSINESS    SOFTWARE 
kUSE     EVERYTHING     WORKS     BETTER     WHEN 


deliver  e-Business 
solutions  to  the 
FORTUNE  500?  the 
largest  firms  on  Wall 
Street,  the  biggest 
names  in  healthcare, 
the  world's  largest 
computer  and 
networking  companies, 
the  biggest  players  in 
Europe  and  Asia. 

We  lead  in  enterprise 
portal  technology. 
We  dominate  in 
enterprise  wireless 
solutions.  And  we 
have  some  of  the 
best  middleware 
integration  solutions 
found  on  our  planet. 

We  can  deliver  ROI 
with  a  sense  of 
immediacy. 

IT'S  ALL  OR 
NOTHING. 

The  Big  Bang  Theory: 
You  need  to  do  all  of 
this  at  once.  Not  at  all. 


Implement  in  the 
way  that's  right  for 
your  firm.  From  the 
bottom  up.  Or  the 

top  down.  Component  by  component. 

It's  your  choice. 


Call  1-800-8-SYBASE  or  visit 
www.sybase.com/myths  and  we'l 
you  how.  Fact,  not  myth. 


show 


I  Sybase 


Information   Anywhere" 


EVERYTHING    WORKS    TOGETHER'/ 
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shouldn't  have  to  adapt  your  company  to  fit  some  imposing  enterprise  software 

Lawson,  we  create  software  solutions  for  specific  industries.  Our  industry  experts  ma 

"he  result  is  proven  software  that  works  for  you.  With  deeper  functionality.  Fast,  s< 


■ntation  Rapid  return  on  investment.  Lower  total  cost  of  ownership.  And  experienced 
ig  and  support  teams  to  meet  your  ongoing  needs.  Which  explains  vvhy  many  of  our 
rs  are  industry  leaders.  Details  await  at  www.lawson.com/truck3  or  call  1-800-477-1 357. 
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WARNING: 


CRUNCH 


Accounting  regulators  want  $1  trillion  or  more  of  hidden 

corporate  debt  moved  into  plain  view.  The  reform  could 

pull  the  rug  from  under  the  credit-driven  economy. 

BY  ROBERT  LENZNER  AND  MATTHEW  SWIBEL 


rOR  ALL  THE  EVILS  AT  ENRON  ET  AL.  AND  THE  DAMAGE 
done  to  America's  faith  in  the  markets,  the  worst 
impact  may  be  on  its  way — from  some  of  the  fixes 
that  regulators  and  politicians  are  now  pursuing.  Who 
knows  whether  the  inevitable  crackdowns  on  options 
or  accounting  firm  consultants  will  sap  incentives  and 
activity?  We're  talking  about  a  more  obscure,  but  poten- 
far  more  devastating,  change  in  accounting.  It  has  to  do 
securitized  lending.  If  it's  implemented,  it  could  throw  a 
monkey  wrench  into  a  weak  economy, 
xuritization  describes  a  form  of  financing  in  which  a  bank  or 
lender  wraps  up  a  package  of  assets — car  loans,  for  example, 
ortgages  or  credit  card  receivables — and  issues  securities 
st  that  package.  (The  securities  are  traded  as  bonds;  hence 
securitizing.")  Investors  such  as  money  market  funds  and 
on  plans  buy  those  securities.  That  provides  cash  that  lenders 
ecycle  in  another  round  of  car  loans,  mortgages  and  credit 
:harges. 

uch  financial  alchemy  keeps  America's  buy-now-pay-later 
lmers  swimming  in  credit.  It  helps  explain  why,  despite  two 
of  layoffs  and  40l(k)  disasters,  people  are  buying  cars  and 
es  at  a  furious  pace.  Securitized  lending  has  its  antecedents 
nnie  Mae,  created  in  1968  to  package  home  mortgages.  In 
ast  decade  it  took  off,  having  climbed  to  a  staggering  total 
trillion,  most  of  it  to  finance  consumers.  For  comparison, 


all  household  debt  in  the  U.S.  totals  $7.7  trillion. 

With  the  right  attention  to  detail,  the  lender  securitizing  its 
book  of  car  loans  or  credit  card  balances  gets  both  the  stream  of 
income  from  assets  (that  is,  the  consumer  loans)  and  virtually  all 
the  liabilities  (the  securities  issued  to  investors)  off  its  balance 
sheet.  The  investors  are  thrilled  with  the  arrangement.  They  can 
look  to  a  predictable  stream  of  consumer  loan  repayments  to  back 
up  the  debt  securities  they  have  purchased;  if  the  lender  gets  into 
trouble,  they  get  first  dibs  on  that  cash  stream.  For  lenders,  keep- 
ing these  assets  and  liabilities  buried  in  footnotes  rather  than  on  the 
balance  sheet  is  vital.  Consolidate  them  and  some  lenders  would 
look  dangerously  leveraged. 

Securitization  is  a  big  business  for  some  finance  companies. 
Citigroup  has  $204  billion  of  asset-backed  debt  outstanding,  J.P. 
Morgan  Chase  $75  billion.  Credit-card  issuer  MBNA,  a  master  of 
the  art,  has  $73  billion — compared  to  on-balance-sheet  assets  of 
$45.4  billion  and  a  comparative  sliver  of  shareholders'  equity,  $7.8 
billion.  Ford  Motor  Credit  was  able  to  save  several  hundred  mil- 
lion dollars  over  the  past  18  months  using  off-balance-sheet  fi- 
nancing. GMAC  is  another  big  player.  Without  securitization  you 
might  not  see  as  many  0%  car  loans. 

What  could  stop  this  happy  arrangement?  Enron-wary  re- 
formers are  agitating  to  have  some  or  all  of  that  $6  trillion  con- 
solidated on  the  balance  sheets  of  lenders.  Some  lenders  are  fight- 
ing this  tooth  and  nail.  It  would  force  a  lot  of  them  to  raise  the  price 
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Money  Machine 

MBNA  earns  over  50%  on  income  from 
its  off-balance-sheet  portfolio,  collecting 
a  2%  servicing  fee  and  a  spread  of  7.25%. 


PortfolioYleld(%)nCa5hF^ 

taaatae  Coupon 
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Net  Interest  Ma 


CREDIT  CRUNCH 

of  consumer  credit  or  drastically  cut  back  on  it.  It  could,  if  you  be- 
lieve the  people  lobbying  against  the  reform  proposal,  stop  the 
economic  recovery  in  its  tracks. 

Investors  are  already  hesitant  to  provide  all  the  credit  this  econ- 
omy needs,  says  bond  manager  Paul  McCulley,  who  has  5%  of  the 
Pimco  Short-Term  Fund  parked  in  asset-backed  securities.  "A  pe- 
riod of  rising  risk  aversion  is  the  worst  time  to  tighten  the  rules," 
he  says.  A  worst-case  outcome  of  the  accounting  change:  a  credit 
meltdown,  with  "everyone  trying  to  sell  at  the  same  time." 

Andrew  Smithers,  chairman  of  Smithers  &  Co.,  economic 
consultants  in  London,  warns,  "If  they  have  to  put  the  debt  back 
on  their  balance  sheets,  it  will  violate  the 
debt  covenants  of  leading  banks."  If 
banks'  balance  sheets  lard  up  with  the 
extra  debt,  "banks  will  have  less  propen- 
sity to  lend  in  similar  size  and  pricing.  It 
will  diminish  the  return  on  equity,"  says 
Michael  Maker,  head  of  asset-backed  se- 
curities at  J.P.  Morgan  Chase. 

The  Financial  Accounting  Standards 
Board,  which  is  set  to  decide  on  the  rule 
change  in  the  fourth  quarter,  dismisses  all 
the  hand-wringing.  "We're  trying  to  in- 
crease transparency  and  disclosure  on  the 
financial  statements.  If  the  markets  or  reg- 
ulators think  that  consolidating  all  the  debt 
is  being  overleveraged,  I  can't  control  that," 
says  Edward  Trott,  a  member  of  the  seven- 
person  board. 

FASB  just  got  some  more  ammunition 
for  its  reform  campaign.  The  Securities  &  Exchange  Commission 
accused  PNC  Financial  Services,  the  big  Pittsburgh  bank,  of  inflat- 
ing income  last  year  by  hiding  loan  losses  in  off-balance-sheet  en- 
tities. PNC  agreed  on  July  18  to  consolidate  the  entities  in  question 
without  admitting  or  denying  charges.  Presumably,  if  FASB  gets  its 
way  and  banks  have  to  consolidate  some  or  all  of  their  off-bal- 
ance-sheet entities,  it  will  be  harder  to  hide  any  problems.  No  bank 
examiner  or  securities  cop  wants  to  be  blamed  for  the  next  Enron. 

For  now  FASB  is  targeting  only  one  portion  of  securitization, 
amounting  to  $1  trillion  or  so  of  off-balance-sheet  debt.  Consol- 
idation would  be  mandatory  whenever  the  parent  company  fully 
controls  the  entity  (usually  set  up  as  a  trust)  that  holds  the  assets 
and  floats  the  securities.  If,  in  contrast,  the  trust  is  on  autopilot — 
if  assets  are  assigned  to  it  according  to  prearranged  rules,  and  if  the 
parent  has  no  say  in  when  the  trust  is  liquidated — then  it  would 
escape  consolidation. 

Who  would  get  hit?  It  appears  that  a  portion  of  asset-backed 
securities  issued  by  banks  would  be  consolidated.  Same  goes  for 
Ford  Motor  Credit,  GMAC  and  the  financing  arms  of  Boeing,  Sears 
ither  retailers. 

Who  would  escape?  MBNA,  for  sure.  It  has  skillfully  set  up  its 

redit  card  receivables  to  put  it  at  arm's  length  from  the 

mpany.  Among  other  things,  vn  ;  \  is  not  on  the  hook  if 

•ite  u*-  ample  dose  of  o  ill  .  inds  up  bankrupt. 

enta  fear  thai  the  pending  i  ule  is  only  the  opening 

wedg<  assault  that  will  eventually  force  all  off-balance- 


rgin 


Source:  MBNA. 


sheet  entities  out  into  the  open.  After  all,  distinctions  having 
with  "control"  are  almost  beside  the  point.  Who  cares  wha 
legal  mechanism  is  for  liquidating  a  trust?  In  economic  subst 
just  about  all  of  the  entities  that  securitize  assets  are  the  alter 
of  their  parent  companies.  If  the  assets  do  well — if  the  cars  < 
wind  up  with  the  repo  man,  if  the  credit  cards  mostly  stay  out  c 
hands  of  deadbeats — the  parent  does  well.  If  the  assets  do  bad! 
parent  suffers  through  the  reduced  payout  from  the  trust's  inc< 
Investors  wouldn't  want  it  any  other  way.  If  the  parent  were 
uinely  indifferent  to  the  financial  results  of  the  trust,  it  woulc 
in  all  its  worst  assets  and  walk  away. 

Moody's,  the  credit  rater,  doesn't  nr 
FASB's  distinction  between  controlled 
independent  trusts.  Looking  at  the 
nomic  substance  of  what  is  going  ol 
adds  off-balance-sheet  debt  back  ontqi 
main  balance  sheet  to  determine  the  p 
company's  credit  rating.  MBNA  gets  a 
rating  and  would  have  93%  debt  and 
7%  equity  if  the  MBNA  Master  Credit  d 
Trust  were  included  in  the  parent's 
and  liabilities.  Note,  though,  that  the  cr. 
card  trust  itself  gets  an  Aaa  for  the  n 
senior  tranche  of  its  paper.  That  trans! 
into  a  low  cost  of  borrowing  for  MBNA,, 
thus  into  profits  for  MBNA  sharehold 
Since  MBNA  went  public  in  early  199J 
stock  has  climbed  elevenfold. 

It  is  a  credit  to  the  skill  of  the  finar,| 
engineers  setting  up  these  securities-i 
ing  entities  that  few  have  blown  up.  "The  extent  of  credit  defa 
on  securitized  debt  is  far  less  than  with  unsecured  corporate  de 
says  Tanya  Azarchs,  a  credit  analyst  at  Standard  &  Poor's. 

Case  in  point:  An  off-balance-sheet  vehicle  of  J.P.  Morgan  CI 
called  Park  Avenue  Securities  took  part  in  a  $  1 .5  billion  receivat 
backed  financing  earlier  this  year  to  WorldCom — as  bad  a  b< 
any  bank  could  make.  When  WorldCom  confessed  to  doctorec 
counts,  Park  Avenue  and  other  financiers  were  able  to  dem 
extra  collateral  from  WorldCom  (in  the  form  of  WorldCom's  < 
receivables,  owed  by  phone  customers).  J.P.  Morgan  Chase  exp 
that  the  buyers  of  Park  Avenue  paper  will  suffer  no  loss. 

That  kind  of  insulation  has  impressed  even  Federal  Resi 
Chairman  Alan  Greenspan,  who  said  publicly  in  April:  "A  m 
contributor  to  the  dispersion  of  risk  has  been  the  wide-ranging 
velopment  of  markets  in  securitized  commercial  and  residei 

mortgages,  bank  loans  and  credit  card  receivables Shocks  tc 

overall  economic  system  are  accordingly  less  likely  to  create 
cading  credit  failure." 

"The  ability  to  securitize  has  made  a  significant  contribu 
to  the  world  economy,"  says  Vernon  Wright,  59,  chief  corporat 
nance  officer  at  MBNA  and  architect  of  its  credit  card  trust.  "Tl 
isn't  a  need  to  change  the  existing  accounting  for  securitizatioi 
From  his  point  of  view  there  isn't,  but  the  public  mood  is  1 
tile  to  anything  that  has  "off  balance  sheet"  in  its  name.  Ui 
the  circumstances,  securitizers  should  take  the  precaution  ol 
suming  that  the  FASB  rule  will  go  through. 
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As  a  nasty  Aussie 
financial  scandal  picks 
up  steam,  it  is  sucking 
in  Berkshire  Hathaway; 
Goldman  Sachs  and 
a  stock  tout  for  the 
New  York  mob. 


BY  BENJAMIN  FULFOBD 
AND  NEIL  WEINBERG 

RODNEY  ADLER  IS  THE  KIND  OF 
guy  a  friend  labeled  a  "spoilt 
brat."  He  was  born  into 
wealth  in  Sydney,  Australia.  In 
1988,  at  age  29,  he  inherited  a 
30%  stake,  worth  about  $300  million,  in 
commercial  insurer  FAI  Ltd.  when  his 
father  died  suddenly.  As  FAl's  chief  exec- 
utive over  the  next  decade,  Adler  strug- 
gled to  keep  the  firm  afloat  while  its 
stock  sank.  The  American  Depositary 
Receipts  fell  from  a  peak  of  $73  to  $5. 
He  bailed  out  in  1998,  selling  FAI  to  HIH 
Insurance  Ltd.,  another  Australian 
insurer,  for  $180  million.  Three  years 
later  HIH  declared  bankruptcy  with  $3.2 
billion  in  debts,  ranking  as  one  of  the 
largest  failures  in  Australian  history. 
(Figures  ha\  been  translated  from  Aus- 
tralian into  U.S.  dollars.) 

Turns  out  that  Adler  pulled  off  the 
sale  with  help  from  some  very  fishy  rein- 
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Uncovered: 
Rodney  Adler  tried  to 
ensure  he'd  get  the 
best  price  for  his  firm 
with  policies  that  had 
odd  upfront  payouts. 
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surance  contracts.  Supply- 
ing one  of  the  policies 
Was  Ajit  Jain,  who  runs 
Berkshire  Hathaway's  Na- 
tional Indemnity  reinsur- 
ance arm  and  has  been  de- 
scribed by  Warren  Buffett 
as  the  "guiding  genius" 
f  the  firm's  major-cata- 
trophe  line. 

Investment  bank 
Goldman  Sachs,  it  also 
turns  out,  had  looked 
hard  at  buying  into  FAI, 
Only  to  turn  up  its  nose. 
(Then  it  emerged  as  the 
Financial  adviser  in  its 
tale.  The  firm  has  faced 
questioning  by  the  Aus- 
tralian government  for 
knowing  about  FAl's 
financial  artifices  but  say- 
ing nothing. 

To  top  it  off,  Adler 
Was  all  the  while  scheming 
to  pump  up  the  stock 
of  FAI — whose  assets 
included  the  troubled 
Hotel  St.  Moritz  on  Cen- 
tral Park  South — by  hyp- 
ing its  U.S. -listed  ADRs. 
His  partner  was  a  stock 
tout  who,  it  later  turned 
out,  was  working  for  the 
New  York  mob. 

Australia  set  up  a 
Royal  Commission,  akin 
to  a  congressional  inves- 
tigative committee,  last  year  to  look  into 
the  scandal.  It  has  uncovered  evidence 
that  Berkshire's  Jain  worked  out  a  con- 
tract "designed  to  enable  FAI  to  book  a 
net  profit  on  the  transaction"  in  the  year 
it  was  up  for  sale,  according  to  Geoffrey 
Bromley,  executive  vice  president  for 
(Guy  Carpenter  &  Co.,  the  Marsh  & 
McLennan  subsidiary  that  acted  as  mid- 
dleman for  the  reinsurance.  At  no  time 
|was  Adler  interested  in  insi  gainst 

Hsk,  Bromley  conceded  in  testimony  to 
the  panel. 

Instead,  Jain  negotiated  to  "develop  a 
Structure  thai  would  pass  muster"  with 
regulators,  Bromley  said.  It  included  at 
least  the  appi      nice  that  FA]  was  trans- 


ferring risk  to  National  Indemnity.  Then, 
when  National  Indemnity  paid  a  large 
"claims  recovery"  back  to  FAI  in  the  first 
year  of  the  deal,  the  policy's  status  as 
reinsurance  enabled  FAI  to  book  the 
money  as  a  profit.  When  the  deal  was 
done,  the  parties  backdated  a  cover  note 
almost  one  year,  possibly  to  give  the 
appearance  of  a  forward-looking  policy. 
A  commission  attorney  has  labeled  the 
Berkshire  policy  a  "sham." 

FAl's  final  chapter  began  on  Christ- 
mas Eve  in  1997,  as  Malcolm  Turnbull, 
then  head  of  Goldman  Sachs'  Australian 
unit,  met  with  Adler.  Goldman's  U.S. 
private  equity  arm  wanted  to  expand  in 
Australia  and  figured  it  might  do  well 


taking  FAI  private,  w 
ping  it  into  shape 
selling  out.  Adler 
keenly  interested.  0 
the  previous  three  y 
FAI  had  lost  a  cumula 
$38  million  on  $2.6 
lion  in  revenues, 
prospect  of  a  big  pay 
apparently  convin 
Adler  to  take  extre 
measures  to  pretty 
FAI.  In  May  1998 
hosted  New  Yorker 
frey  Pokross  and  his 
in  Sydney,  wining  i 
dining  them  at  swi 
nightspots. 

Back  home  Pok 
ran  DMN  Capita 
worked  with  Bobby  I 
a.k.a.  Robert  L.  Littld 
member  of  New  Yor 
Bonanno  crime  fam 
Pokross  had  be 
charged  with  a  "pu 
and-dump"  stock-r; 
ing  scheme  the  previ 
January  by  the  Natioi 
Association  of  Securjl 
Dealers.  He  return 
from  the  Sydney  tl 
promising  to  "suppo 
the  [FAI]  stock." 

In  mid-June  191 
FAl's  fiscal  year  was  win 
ing  down  and  Adler  fadl 
a  loss  of  as  much  as  $1 
million  on  $600  million  in  revenues.  Ol 
week  before  his  book  closing  he  begs 
negotiating  to  buy  reinsurance — a  proi 
uct  through  which  one  insurer  is  su) 
posed  to  assume  another's  risk.  FAl's  pol 
cies  were  from  National  Indemnity,  a  ur 
of  Omaha-based  Berkshire  Hathawa 
and  GeneralCologne  Re,  which  Berkshi 
bought  in  late  1998.  National  Indemni 
sold  FAI  a  policy  costing  $33  million  ov 
five  years.  FAI  had  to  pay  only  $3.3  millic 
in  fiscal  1998  but  received  $24  million 
an  unusual  claims  recovery  that,  as  a  reii 
surance  buyer,  it  could  book  as  prof 
The  real  bill  would  come  due  over  tl 
next  four  years  via  $7.4  million  anna 
premiums.  The  coverage  ostensibly  hi 
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HIH 

to  do  with  earthquake  damage  in  Sydney. 
There  were  no  earthquakes,  but  the 
claims-recovery  gambit  made  for  the 
quick  payback. 

Meanwhile,  FAI  promised  to  pay 
GeneralCologne  Re  $55  million  for  $52 
million  in  coverage.  Geoffrey  Barnum, 
general  manager  for  GeneralCologne  in 
Australia,  was  asked  by  a  commission 
attorney  if  he  could  "think  of  any  benefit 
that  FAI  might  have  derived  from  the 
transaction,  except  a  perceived  advantage 
to  its  reported  results,  if  it  accounted  for 
the  contract  as  one  of  reinsurance?" 
Replied  Barnum:  "I  can't  think  of  any 
other  advantage,  no."  Testifying  under 
oath,  Barnum  admitted  the  apparent 
transfer  of  risk  that  qualified  the  policy 
as  reinsurance  in  the  contract  was  actu- 
ally overridden  in  separate  private  docu- 
ments. If  they  had  been  disclosed,  the 
policies  would  not  have  been  approved 
by  regulators,  he  said. 

Together  the  policies  enabled  Adler 
to  turn  his  looming  loss  of  as  much  as 
$30  million  in  fiscal  1998  into  a  $5.2  mil- 
lion pretax  profit.  Berkshire  Hathaway 
says  the  terms  were  proposed  by  the 
Marsh  &  McLennan  broker  and  that  it 
required  FAI  to  disclose  them  to  external 
auditors  and  regulators.  It  denies  acting 
to  conceal  the  true  nature  of  the  policies. 

Around  that  time,  Goldman  sent 
bankers  to  FAI,  which  accorded  them 
office  space  and  nonpublic  data.  Turn- 
bull  held  a  climactic  meeting  at  FAI  in 
mid- August  1998,  coming  away  sure  he 
didn't  want  to  embark  on  a  turnaround 
effort  at  the  troubled  company.  An  inter- 
nal Goldman  memo  pegged  FAl's  "true" 
net  assets — after  the  cost  of  paying  off 
the  reinsurance  policies  and  writing 
down  real  estate,  a  loan  portfolio  and  a 
coal  company,  plus  goodwill — at  a  mere 
$12  million.  That  was  a  fraction  of  FAl's 
$132  million  reported  book  value. 

"This  memo  brought  Goldman's 
proposal  to  a  halt,"  Norman  O'Bryan,  a 
lawyer  for  the  Royal  Commission,  told 
the  panel. 

Fortunately  for  Adler,  and  Goldman, 
Raymond  Williams  popped  up  within 
days  with  a  generous  bid.  Williams  had 
set  up  Hill  in  Sydney  in  1968.  He  priced 
policies  to  get  business  and  had  used 


acquisitions  to  build  a  $1  billion  (rev- 
enues) global  firm  by  the  time  he  went 
after  FAI. 

HIH  offered  $180  million  for  FAI  in 
mid-September,  a  43%  premium  to  its 
market  cap.  If  Williams  wanted  to  buy  FAI 
he  would  have  to  do  so  without  meticu- 
lous research  into  FAl's  books,  Adler  de- 
creed. Williams  agreed,  relying  initially 
on  a  valuation  by  the  SG  Hambros  Group 
and  FAl's  accounts,  audited  by  HIH's  own 
accountants — Arthur  Andersen. 

To  recoup  Goldman's  costs,  Turnbull 
pitched  Adler  on  hiring  the  firm  for 
$900,000  to  help  dispose  of  FAI.  Adler 
agreed  on  Sept.  24,  one  day  after  unload- 
ing half  his  family's  holdings,  to  HIH  in  a 
private  transaction. 

The  ink  was  not  dry  on  the  merger 
papers  when  HIH's  fortunes  began  to 


has  appealed  the  ruling. 

HIH's  Williams  has  yet  to  testify  a 
declines  comment.  His  attorney  q 
him  "devastated"  by  HIH's  bust. 

By  the  time  he  visited  Adler  in  S) 
ney,  stock  tout  Pokross  had  rolled  o\ 
for  the  FBI  and  reported  back  to  the  k 
on  his  trip,  even  though  Adler  wasi 
under  investigation  by  the  Americai 
According  to  an  e-mail  he  sent  to  the  I 
in  1998,  Adler's  invitation  to  Sydney  w 
an  attempt  "to  drive  up  the  price  [of  F/ 
in  Australia  to  attract  a  higher  takeo 
bid."  Adler  said  in  commission  tes 
mony  he  was  unaware  of  Pokross'  m> 
links  and  met  him  while  looking  for] 
small-cap  broker. 

Pokross  later  wore  a  wire  for  the  fa 
and  helped  convict  members  of  five  Nel 
York  crime  families  for  using  unic 


An  attorney  for  the  Australian  royal  panel 
has  labeled  the  Berkshire  policy  a  "sham."] 


sink.  FAI  still  owed  large  reinsurance  pay- 
ments and  lost  $70  million  in  fiscal  1999 
on  U.S.  liability  insurance.  Within  18 
months  HIH  wrote  down  the  FAI  asset  by 
$240  million — the  liabilities,  that  is,  made 
FAI  worse  than  worthless.  HIH  was  also  hit 
hard  by  its  own  losses.  Still,  for  the  first 
half  of  2000  HIH  posted  an  $1 1  million 
profit  and  $563  million  in  net  assets.  It 
declared  bankruptcy  five  months  later.  Of 
HIH's  $3.2  billion  hole,  FAl's  share  may 
turn  out  to  be  as  much  as  $600  million — 
"probably  a  substantial  cause  of  the 
collapse,"  said  panel  lawyer  O'Bryan. 

The  collapse  deprived  half  of  Aus- 
tralia's doctors  of  malpractice  insurance 
and  prompted  a  national  strike.  Thou- 
sands of  small  businesses  lost  liability 
coverage.  FAI  still  exists  as  an  insurer 
under  Germany's  Allianz,  which  bought 
it  out  of  inn's  liquidation. 

Adler  was  sued  by  Australian  secu- 
rities authorities  for  helping  HIH  artifi- 
cially inflate  its  stock  price  after  it 
bought  FAI,  when  he  was  a  director  and 
shareholder  of  the  acquirer.  An  Aus- 
tralian civil  court  banned  him  from 
serving  as  a  corporate  director  t< 
years  and  fined  him  $3  million.  Adler 


funds  to  ramp  small-cap  stocks  mul 
like  FAI.  He  is  in  hiding  under  witnej 
protection  and  was  never  punished  fo 
his  alleged  securities  violations. 

Goldman  Sachs  says  it  did  nothin 
wrong  in  not  disclosing  how  the  Berk 
shire  policies  had  goosed  FAI  earning* 
"It  would  have  been  improper  to  giv 
confidential  information  to  HIH,  fo 
whom  we  were  not  working,"  says  Gold 
man  Managing  Director  Lucas  vai 
Praag.  "The  whole  issue  here  is  cavea 
emptor."  Turnbull  says  it's  common  t( 
seek  other  ways  to  engage  a  spurnec 
investment  target.  He  adds:  "I  am  beinj 
set  up  by  people  out  to  disparage  Gold- 
man Sachs  and  me." 

The  disparaging  may  just  be  getting 
going.  When  the  Royal  Commission  fin- 
ishes, HIH  creditors  will  likely  join  the 
act.  Chief  liquidator  Anthony  McGrath 
of  KPMG  vows  a  good  show.  "The  infor- 
mation is  all  there  and  it's  just  a  matter 
of  time,"  he  says.  "These  are  highly 
expensive  pieces  of  litigation  and  we  will 
only  go  ahead  if  we  get  a  return." 

Translation:  Things  could  get  a  lot 
dodgier  down  under  for  deep-pocketed 
Berkshire  and  Goldman.  F 
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Man  in  black: 
Cooper  uses  his 

former-cop 
street  smarts  to 
lure  depositors. 
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Bill  Cooper's  advantage:  banking— and  making  money— the  old-fashioned  way. 


BY  MARK  TATGE 

WILLIAM  COOPER  ISASTU- 
dent  of  human  behavior.  A 
former  Detroit  streel  cop 
turned  banker,  he  learned 
his  fust  lesson  during  the 
race  riots  in  Motown  35  years  ago.  "We 
were  robbed  every  day,"  he  recalls.  The 
hank  got  so  desperate  it  started  offering 


bounties  to  capture  the  crooks.  "We  caught 
two  guys  on  camera  and  ran  their  picture 
in  the  paper,  and  they  turned  each  other  in 
lor  the  reward." 

The  lure  ol  a  reward  works  on  legit  cus- 
tomers, too.  They  have  helped  Cooper 
build  Wayzata,  Minn.-based  PCF  Financial 
Corp.  into  one  of  the  most  profitable  banks 
in  the  nation.  Last  war  the  $12  billion  (as- 
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sets)  chain  earned  $1.84  for  every  $1  of  as- 
sets, compared  with  $1.58  for  the  nation'; 
50  top-performing  banks.  Its  return  on  av- 
erage equity  is  seven  percentage  points  bet- 
ter than  that  of  all  but  2  of  the  top  5( 
banks,  according  to  U.S.  Bancorp  Piper  Jaf- 
tray.  The  secret:  Clients  will  put  up  with 
low-  or  no-interest  deposits  in  exchange 
lor  free  checking,  free  ATM  service  and 
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TCF  Financial  Corp. 


perks  like  airline  tickets  and  long-distance 
minutes.  TCF's  retail  checking  deposits  have 
been  growing  at  a  more  than  20%  annual 
clip  since  1998 — at  a  time  when  most 
banks  have  been  losing  depositors. 

It  wasn't  always  so.  When  Cooper  took 
over  TCF  (formerly  known  as  Twin  Cities 
Federal)  in  1985,  he  found  an  ailing  thrift 
with  a  negative  tangible  net  worth  of  $35 
million.  But  the  bank  had  one  great  asset — 
a  branch  system  to  collect  low-cost  de- 
posits. Cooper  got  rid  of  TCF's  problem- 
atic commercial  real  estate  loans  and  began 
rebuilding  its  balance  sheet.  He  converted 
to  a  federal  savings  bank  and  took  it  pub- 
lic in  1986. 

Cooper's  biggest  gamble  came  two 
years  later.  That's  when  he  began  tucking 
branches  into  supermarkets,  at  an  average 
$300,000  cost  to  open,  compared  with  $2 
million  for  traditional  branches.  TCF  has 
put  170  ol  its  236  grocery  store  branches 
in  the  Jewel  Pood  Stores  division  of  Al- 
bertson's. Cooper  has  also  put  ATMs  and 
tellers — offering  simple  services  like  de- 
posits, withdrawals  and  check  cashing — 
into  Kroger,  Cub  Foods,  Kmart  and  Pick'n 
Save  convenience  stores  in  Wisconsin  and 
Michigan.  These  convenient  branches  stay 
open  73  hours  a  week. 

Maybe  too  convenient.  In  Chicago, 
TCF's  second-biggest  market  after  Min- 
nesota, robbers  hit  branches  40  times  last 
year,  accounting  for  one-fourth  of  the  153 
bank  robberies  the  FBI  counted  in  the 
Chicago  area.  TCF  says  it  has  teamed  up 
with  Jewel  to  beef  up  security. 

Besides  attracting  bandits,  TCF  is  pop- 
ular with  middle-  and  lower-middle-class 
women,  aged  25  to  40,  with  an  average 
household  income  of  $40,000.  Cooper 
loves  the  poor  urban  neighborhoods  most 
banks  have  deserted.  Poor  people  might 
not  write  a  lot  of  checks,  but  they  sure  use 
debit  cards.  How  does  TCF  learn  about  its 
customers?  "We  do  most  of  our  research 
at  the  local  bar,"  laughs  Cooper,  58.  He's 
only  half-kidding.  Example:  He  added 
change-counting  machines  to  all  branches 
after  a  cocktail  waitress  told  him  she 
switi.  lied  banks  because  TCF  stopped  taking 
loose  change.  "All  those  focus  group  inter- 
views are  a  bunch  of  baloney,"  he  barks. 

Nothing  baloney  about  It  F's  opera- 
tions. It  pays  little  or  no  interest  on  two 
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thirds  of  its  $6.8  billion  core  deposits,  and 
shells  out  an  average  1.1%  interest — in- 
cluding CDs — on  $1.4  billion  in  deposits 
from  supermarkets.  TCF  lends  its  deposits 
out  at  an  average  of  8%  and  collects  an- 
other 3.3%  in  fees  (total  1 1.3%).  Subtract 
3%  paid  to  depositors  and  another  4.4% 
for  overhead  and  TCF  grosses  4%  before 
taxes  and  credit  costs.  What  about  bad 
loans?  Last  year  TCF  had  one  of  the  lowest 
charge-off  rates  in  the  nation  at  0.15%  of 
loans,  a  reflection  of  the  fact  that  99%  of 
its  loans  are  secured,  mostly  by  homes. 
Cooper:  "The  difference  between  us  and 
other  banks  is  I  don't  lend  to  Enron." 

The  checking  and  the  ATM  may  be  free, 
but  there  are  other  ways  to  collect  revenue. 
Cooper  figures  he  earns  on  average  $210 


At  one  Cub  Foods  outlet  in  Plympu 
Minn,  you  step  onto  linoleum  tiles  and 
in  furniture  made  of  particleboard.  Di 
-glas  Huber,  a  19-year-old  teller,  waits 
customers  cashing  checks  and  making 
posits.  (Like  most  tellers,  he  earns  betwi 
$9  and  $12  an  hour.)  Fifteen  minutes  lat 
he  is  doubling  as  a  new-account  salesm 
out  in  the  store  aisles.  He  patiently  stan 
next  to  a  pallet  of  apple  juice  trying  to  col 
ral  shoppers  onto  some  artificial  turf  arj 
into  a  game  of  miniature  golf.  "This  is 
way  to  break  the  ice,"  Huber  says,  ad  mil 
ting  his  marketing  pitch  is  a  tough  se| 
"Most  of  the  people  who  come  throu 
that  door  are  women  with  kids,  and  th> 
don't  want  to  stop." 

To  entice  them  to  open  an  accou 


"We.  dq  most  of  our  researcl 
at  the  local  bar.  All,  those 


rqcus  group  intervie 
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in  fees  each  year  off  a  free-checking-ac- 
count user.  Customers  pay  for  bounced 
checks  ($30),  check  printing  ($14.25)  and 
use  of  a  debit  card  at  either  a  non-TCF  ATM 
or  a  store  ($1.50).  Folks  use  the  card  a  lot 
because  they're  rewarded  with  MCI  long- 
distance minutes  every  time  they  charge 
more  than  $10.  Debit  card  revenue  grew 
25%  in  2001  over  the  previous  year,  hitting 
$37.4  million.  TCF  is  now  the  1  lth-largest 
U.S.  Visa  debit  card  issuer,  averaging  6.2 
million  transactions  a  month. 

On  the  expense  side  of  the  P&L,  Cooper 
is  frugal  to  the  point  of  parsimony.  No 
stock  options  at  TCF;  executives  receive 
stock  grants,  expensed  as  compensation  at 
the  time  they  are  issued,  which  can't  be  sold 
until  retirement.  "Bad  accounting  makes 
bad  decisions,"  Cooper  says.  As  a  result, 
employees  own  14%  of  the  company,  in- 
cluding Cooper's  2.1%  stake.  TCF's  head- 
quarters, despite  majestic  views  overlook- 
ing Lake  Minnetonka,  have  the  look  of  a 
cheapskate  credit  union.  Cooper  bought 
the  37,000-square-foot,  three  story  build- 
in;;  from  a  food  company  for  $11  million. 
The  boardroom  is  in  the  basement. 

Supermarket  branches  are  spartan,  too. 


Huber  offers  a  freebie  worth  $10  or  less 
No  need  to  report  a  gift  to  the  IRS  if  it's  ji 
Pyrex  dish,  a  nonstick  frying  pan,  a  fold! 
ing  beach  chair  or  an  Igloo  cooler.  Lookeii 
get  free  pens  with  the  TCF  logo  or  fishinf 
lures  (this  is  Minnesota).  "We  want  to  ban! 
everybody,"  Cooper  says.  "Our  philosophy 
is:  A  little  number  times  a  big  number  is  i 
big  number." 

Among  those  little  numbers:  stu-. 
dents — a  group  most  bankers  considei 
about  as  desirable  as  the  flu.  Kids  who  en- 
roll at  the  University  of  Michigan,  St.  Clouc 
(Minn.)  State  University,  Northern  Illinois 
University  and  Saginaw  Valley  State  Uni- 
versity in  Michigan  automatically  get  i 
school  ID  with  a  magnetic  strip  that  dou- 
bles as  a  TCF  debit  card.  That  has  broughl 
in  62,000  checking  accounts  and  $70.6  mil- 
lion in  deposits.  "We  want  that  customeifie 
because  they  pay  me  a  lot  of  fees,"  he  says, 
"And  we  know  the  college  student  eventu- 
ally grows  up." 

TCF  is  the  third-largest  bank  in  Min- 
nesota. That's  fine  with  Cooper.  "I'd  much 
rather  have  5%  of  the  market  than  25%," 
he  insists.  "It  leaves  me  much  more  room 
for  growth."  F 
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ON  THE  DOCKET 


DAVID  JELINEK  WAS  MAKING  $100,000  A  YEAR  AS  A  Nu- 
tritional supplements  salesman  with  Abbott  Labora- 
tories when  the  company  sought  to  transfer  him 
from  Columbus,  Ohio  to  Gary,  Ind.  But  Jelinek,  then 
55,  didn't  want  to  move.  So  he  quit  his  job  and  sued, 
claiming  age  discrimination,  among  other  things.  In  April  a 
Columbus  jury  awarded  him  $25.7  million.  Abbott  plans  to  ap- 
peal, but  with  verdicts  like  these,  is  it  any  wonder  employers 
are  terrified  by  age-discrimination  claims? 

Age  suits  are  now  the  fastest-growing  category  of  discrimi- 
nation complaints  filed  with 
the  U.S.  Equal  Employment 
Opportunity  Commission. 
They're  also  the  most  expen- 
sive. The  median  court 
award  in  age-discrimination 
suits,  a  majority  of  them 
brought  by  high-paid  white 
males,  is  $269,000.  That 
compares  with  $121,000  in 
race  cases  and  just  $100,000 
in  sex  discrimination  suits, 
reports  fury  Verdict 
Research. 

But  before  all  you  aging, 
well-paid  boomers  applaud, 
consider  this:  Age-discrimi- 
nation laws,  which  generally 
cover  workers  40  and  older, 
can  backfire — namely,  on 
those  looking  for  jobs.  Yes, 
it's  dangerous  to  fire  an  older 
worker.  But  in  the  real  world, 
that's  a  big  incentive  not  to 
take  a  chance  by  hiring  one. 
When  Congress  passed 
the  Age  Discrimination  in 
Employment  Act  (ADEA)  in 
1 967  and  states  passed  their 
own  laws,  too,  the  big  worry 
was  that  older  workers  were 
being  discriminated  against  in 
hiring.  Yet  only  1 0%  of  age 
claims  these  days  relate  to  hiring;  most  are  for  wrongful  discharge. 
Why?  A  worker  who  has  lost  a  job  is  usually  much  angrier — 
and  quicker  to  sue — than  a  job  applicant  never  hired.  Moreover, 
hiring  ca  ougher  to  u  in  and  generally  produce  lower 

awards,  mak  ipp  :aling  to  contingency  lawyers.  In  a 

sample  of  ag  mination  suits  studied  by  U.S.  Appeals 

Court  Judge  Rich  I  lintiffs  won  just  4%  of  hiring 

cases,  but  18%  of  tiring  cast 

Intriguing  fact  In  the  fi  stdecade:  sage  of  the  federal 

\i>i  \,  unemployment  among  would-be  workers  55  and  above 
rose  from  2.5%  to  4.6%.  Even  ■  despite  vast  improvements 
in  the  health  of  older  American  ,  labor  force  participation 


Removing  the 

Scarlet 


Age-discrimination  laws  can  backfire 
on  older  job  seekers. 

BY  IRA  CARNAHAN 


among  males  age  55  and  above  is  41%,  16  percentage  poil 
lower  than  it  was  before  the  age-discrimination  laws.  True,  thfl 
are  other  factors  at  work,  including  changes  in  private  pension) 
and  Social  Security.  But  that  doesn't  change  the  brutal  facts! 
economics:  If  the  law  makes  it  risky  to  hire  older  workers,  firrl 
will  hire  fewer  of  them. 

Look  at  what  has  happened  since  Congress  passed  the  Ama 
icans  with  Disabilities  Act  in  1990,  giving  the  handicapped  tjr 
right  to  sue  employers  who  don't  accommodate  them.  Emploj 
ment  of  disabled  men  dropped  by  about  10%,  report  MIT  ecoi 

omists  Daron  Acemoglu  an 

Joshua  Angrist.  And  the  dro 

has  been  greatest  in  statj 

with  the  largest  number 

ADA  discrimination  claimsj 

The  predictable  respo: 
of  antidiscrimination  advi 
cates  is  to  call  for  tough 
policing  of  hiring.  But  Co 
gress  could  help  older  j< 
seekers  more  by  giving  tha 
the  option  of  waiving  the! 
right  to  sue  for  age  discri 
nation  if  they're  later  dii 
missed.  Why  might  ol 
workers  want  to  do  th 
Because  it  would  make  the 
more  attractive  to  emplol 
ers,  says  Harvard  Law  Schor 
professor   Christine   JoH 
who  proposed  the  idea. 

Look  at  what  happenej 
to  the  tiny  town  of  Black 
stone,  Mass.  It  took  a  chan 
on  an  older  worker,  hirin 
Eleanor  Kowalczyk  as  a  pari 
time  van  driver  when  sh 
was  72.  But  in  February 
jury  awarded   Kowalczyl 
now  88,  $165,000  plus  intei 
est  for  age  discriminatio: 
and  defamation,  after  sh 
was  removed  from  her  job  si 
the  age  of  82.  The  town  said  she  was  fired  for  safety  reasons  an[ 
because  she  was  rude;  she  was  replaced  by  a  62-year-old. 

It  would  seem  that  72-year-olds  looking  for  work  coull 
increase  their  appeal  by  agreeing  not  to  sue  at  82.  Moreover,' 
firms  could  be  sure  they  wouldn't  be  sued,  they  might  be  willin  I 
to  keep  on,  at  a  lower  pay  rate,  older  workers  who  become  les 
productive.  Right  now  an  employer  suggesting  this  sort  of  pa| 
cut  would  invite  legal  disaster. 

Note  that  workers  can  waive  their  right  to  sue  for  past  dis 
crimination — the  signing  of  such  waivers  in  exchange  for  extrl 
severance  is  common  during  layoffs.  But  they  can't  agree  not  1 1 
pursue  claims  for  future  discrimination. 
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Forget  the  bulk.  Eliminate  the  rack.  Think  work  of  art.  JVC's  beautifully 
elegant  TH-V70  gives  you  the  freedom  to  be  creative.  Hang  it  on  the 
wall,  stand  it  upright,  or  lay  it  down.  The  new  TH-V70  home  theater 
system  is  the  perfect  compliment  to  today's  digital  televisions  and  flat 
panel  displays. 

From  movies  to  music,  the  digital  direct  progressive  scan  TH-V70  offers 
realism  and  advanced  performance  that  belies  its  graceful  lines.  Featuring 
5  matched  satellites,  a  140  watt  powered  subwoofer,  10-bit  Video  DAC, 
and  24-bit  Audio  DAC. 

Freedom  never  looked  (or  sounded)  this  good. 
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Backseat  Driver  By  Jerry  Flint 


Money  Isn't  Everything 


GENERAL  MOTORS  IS  THE  ONLY  DETROIT  AUTOMAKER 
with  its  head  well  above  water,  yet  the  company  keeps 
flooding  the  market  with  rebates.  It  has  just  gone 
back  to  0%  financing  for  most  of  its  vehicles.  Every- 
one spends  on  incentives,  but  the  numbers  for  GM, 
Ford  and  Chrysler,  better  than  $2,000  a  unit,  are  well  above 
some  of  the  best  of  the  foreign  brands:  Honda's  average 
through  May  was  $470  a  vehicle,  Toyota's  $572,  according  to 
Merrill  Lynch. 

So  why  should  GM,  which  is  building  more  vehicles  this  year 
than  last  and  operating  in  the  black,  mar  its  image  by  running 
the  equivalent  of  a  permanent  end-of-the-month  sale? 

The  first  part  of  the 
answer  is  that  GM  has  excess 
capacity.  It  can  still  build 
many  more  vehicles  than  it 
can  sell  without  discounting. 
GM  lost  a  fifth  of  its  market 
share  under  the  regime  of 
Jack  Smith  (now  chairman) 
and  Rick  Wagoner  (now  chief 
executive).  Today,  with  rebates 
and  cheap  financing,  GM  can 
hold  about  29%  of  the  mar- 
ket. My  guess  is  that  its  share 
without  incentives  would 
shrink  to  25%. 

Eventually  GM  probably 


General  Motors 

sales  are  fairly 

good,  and 

operations  are 

in  the  black. 

Then  why  is  the 

company  sticking 

to  its  heavy 

discount  strategy? 

will  accept  a  lower  market  OJ 

share  and  shut  down  more  capacity,  unless  the  excess  is  covered 
by  growing  industry  sales.  But  not  now.  The  company  makes  a 
good  profit  on  its  trucks,  something  like  $5,000  apiece  on  1.5 
million  big  pickups  and  big  sport  utilities.  So  giving  away  some 
of  that  gross  profit  to  keep  truck  plants  running  full  tilt  seems 
acceptable. 

In  lune  GM  sold  450,000  cars  and  trucks,  each  carrying  bet- 
ter than  $2,000  in  giveaways.  You  could  argue  GM  gave  up 
$1  billion  in  profit  for  one  month.  But,  of  course,  without  those 
incentives  GM  wouldn't  have  sold  as  many  cars  and  trucks. 
Without  the  rebates,  I  calculate,  GM  would  have  been  $250  mil- 
lion poorer.  The  reason  is  that  closing  factories,  especially  car 
factories  iive.  During  a  shutdown  of  a  few  weeks  the 

lblv-line  workers,  the  salaried  staff,  the  property  taxes  all 
still  get  paid,  and  th<  .  besn't  stop. 

Besides,  most  of  the  i  \  don't  sell  without  rebates 

because  the)  a     old— ok!  designs,  old  engines,  old  interiors. 
But  I  recall  a  GM  managei     h  :  late    I   came  the  chief  execu- 
who  told  me, "  Then  ,i  lose  money  on  a  car 

you've  been  build  -•■  for  six  yea  a  don't  make 

money  on  the  cai  malt  accessorit 


After  six  years  the  great  cos' 
building  that  car,  such  as 
tooling,  are  paid  off.  So  a  rei 
is  painful  on  a  moneylosing  ;',^ 
model,  true,  but  the  GM  c  vM 
have  been  in  production  for 
long  that  the  losses  can't 
much  to  start  with. 


fatid 
The  other  reason  for  < 

uce  Ban 
counting  is  to  maintain  a  c  .5g 

tain  market  share.  The  co  mound 

pany  seems  to  desperately  wa  itlJi1fflt 

to  hold  the  line  and  climb  back  to  30%.  It  just  doesn't  want  older  Ri 

fall  back  to  25%.  For  years  I  criticized  GM  for  ignoring  its  fail!  n ," 

...  '  T,  .   ,  _,  .  in 

market  share,  but  now  I  m  not  worried.  The  company  is  on  f ,  ,contra( 

right  track  to  rebuilding  its  fortunes — the  trucks  are  hot,  al|nf|  ( 

the  car  team,  Vice  Chairman  Robert  Lutz  and  his  two  musk;  jru^ 

teers,  Mark  Hogan  on  new  models  and  Mark  Reuss  on  engine1 1*™ 

is  the  best.  *p 

Will  this  discounting  make  sense  forever?  No.  It's  not  evM11* 

good  for  the  buyers.  A  better  product  at  a  higher  price  is  betf  y 

for  the  consumer  than  a  poorer  but  cheaper  vehicle.  Profitab  nh& 

businesses  are  better  for  the  consumer  than  bankrupt  compel, 
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nies.  Price  isn't  every- 
thing. General  Motors 
proved  that  back  in  the 
1920s  when  it  kept 
improving  its  cars  and 
charging  more  while 
Henry  Ford  stayed  with 
his  old  Model  T  and 
kept  cutting  prices.  But 
customers  wanted  the 
better  cars  and  GM 
dethroned  Ford  as  the 
world's  largest  car- 
maker. Personally,  I'd 
rather  GM  took  its  beat- 
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The  Big  Three's  incentive  spend- 
ing rose  to  an  average  $2,288 
per  car,  well  above  competitors'. 
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Source:  AutoData  Corp. 

ing  on  car  volume  and  made  more  profit  on  its  trucks,  even  if 
sold  fewer. 

But  there's  nothing  wrong  with  fighting  desperately,  givii  fej  % 
up  profit,  to  hold  the  line  until  better  products  come.  And  I  a 
sure  they  are  coming,  with  Lutz,  Hogan  and  Reuss  driving.  Tl 
Cadillac  Escalade  may  be  the  first  of  this  new  breed.  A  huj 
345hp  SUV  with  its  "in-your-face"  design  is  not  my  cup  of  te 
but  it  is  hot,  and  making  good  money. 

That's  why  GM  rebates  so  heavily;  it's  fighting  to  hold  wh 
it's  got — until  the  better  stuff  comes. 


J  TiVirhpC     |  Jer|,y  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automob 
— ...  ..m     ,   industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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As  seen  on 

The  Fox  News  Channel! 
-•—•—•—•—•—•—•—*- 

Tuesday  -  TJiursday 

between  1:30  -  2:00,  between  5:30  -  6:30 

P.M.  EST 


A  Ready  Mixed  Concrete,  Inc. 

Teller  Ave.,  Ste.  #130   •  Newport  Beach,  CA  92660 
)  253-2800  |  California's  largest  family  owned  ready  mix 
lucer.    |  wwwAAReadyMix.com 

ridge  Electric 

2  N.  Bradley  Rd.  •  Ubertyville,  IL  60048  •  (847)  680-5200 
ears  in  high  profile,  fast  track  projects, 
w.al  dridge-electric.com 

Brick  &  Masonry,  L.R 

>  Summerbell  Ln.   •  Houston,  TX  77074  •  (713)  774-7412 
Iti-family  housing  &  commercial  masonry  contractor, 
w.brbrickcom 

ice  Baird's  California/Las  Vegas  Golf  Schools 

15  Sierra  Hwy,  Ste.  B290  ■  Palasdale,  CA  93550  •  (800)  894-9593 
r  round  CA/LV  golf  school.  Four  locations,  all  levels  taught, 
student  ratio.  |  www.weteachgolf.com 

ilder  Resource 

W.  67th  Street  •  Merriam,  KS  66203  •  (913)  362-9500 
mier  distributor  of  lumber  and  millwork  to  the 
contractor. 

0  Glass  and  Glazing  Inc. 

Colgate  Ave.  •  Buffalo,  NY  14220  •  (716)  824-5000 

1  service  specialty  gla/ing  contractor  with  process 
rineering.  |  www.cboglass.com 

e  Custom  Companies 

W.  Lake  St.  •  Northlake,  IL  60164  •  (708)  338-8888 
ill  service  transportation  company, 
'w.thecustomcompanies.com 

lipse  Incorporated 

>5  Elmwood  Road  •  Rockford,  IL  61103  ■  (815)  877-3031 
ernational  manufacturer  of  process  heating  technology. 
vw.eclipsenet.com 

con  Communications,  Inc. 

B  North  Douglass  •  Maiden,  MO  63863  ■  (573)  276-5169 
lti-service  telecommunications  supplier  for  over  35  years. 
vw.falconcommunications.com 

ealthsouth  Corporation 

Healthsouth  Parkway  *  Birmingham,  AL  35243 
X))  765-4772  |  Outpatient  surgery,  diagnostic  and 
abilitative  healthcare  www.healthsouth.com 

ome  Interiors  and  Gifts 

49  Frankford  Rd.  West  ■  Carrolton,  TX  75007  •  (972)  386-1000 
ww.homeinteriors.com 

TE  Gallery 

450  N.  Black  Canyon  Hwy.,  Ste.  280  ■  Phoenix,  AZ  85029 
77)  ICE-V1PS  (877-423-8477)    |  E-commerce  based  private 
avel  &  leisure  clubs  for  corporations.  |  www.icegaliery.com 

ifiltrator  Systems,  Inc. 

Business  Park  Road,  P.O.  Box  768  •  Old  Saybrook,  CT  06475 
66)  294-1066  ■  (860)  577-7000  I  Environmental  products  for 
nsite  wastewater  management.  |  www.infiltratorsystems.com 

awnwood  Regional  Medical  Center 

'00  South  23rd  Street  •  Fort  Pierce,  FL  34950  •  (772)  461-4000 
15-bed  hospital  with  services  from  birthing  to  open-heart 
irgery.  |  www.lawnwoodmed.com 

4orwalk  Hospital 

4  Maple  Street  •  Norwalk,  CT  06856  ■  (203)  852-2000 
Jorwalk  Hospital  is  a  not-for-profit  community  hospital 
iCT.  |  www.norwaikhosp.org 


"Summerall  Success  Stories,  as  seen 
weekdays  on  The  Fox  News  Channel 
nationally,  spotlights  companies  and 
organizations  that  define  "success." 
Each  has  demonstrated  strong  leadership, 
growth  and  community  involvement  and 
is  worthy  of  your  patronage." 

-  Pat  Summerall 

-•—•  —  •—•  —  •  —  •—•  —  •- 

Phoenix  Programs,  Inc. 

1875  Willow  Pass  Rd.,  Ste.  300  •  Concord,  CA  94520 

(925)  825-4700  |  Customized  services  for  the  most  challenged 

children  and  adults.  |  www.phoenixprograms.org 

Pro  Step,  Inc. 

P.O.  Box  5678  •  Destin,  FL  32540  •  (850)  654-4444 
Prequalified  leads,  training/ support  tools  for  network 
marketing.  |  www.prostepinc.com 

Rapid  Temps,  Inc. 

201  S.  4th  Street  •  Artesia,  NM  88210  •  (800)  581-4846 
Nationwide  provider  of  highly  qualified  medical  professionals, 
www.  RapidTemps.com 

San  Clemente  Hospital  &  Medical  Center 

654  Camino  de  los  Mares  •  San  Clemente,  CA  92673 

(949)  496-1122  |  An  acute  care  hospital,  building  a  healthier 

community.  |  www.sanclementehospital.com 

Star  Tickets,  Inc. 

6034  W  Courtyard,  Ste.  310  •  Austin,  TX  78730  •  (512)  472-0813 
Complete  ticketing  solutions  including  outsource  or  in-house. 
www.startickets.com 

Stuart  C.  Irby  Co. 

815  South  State  Street  •  Jackson,  MS  39201 

(601)  969-1811  •  (800)  844-1811  |  One  of  America's  largest 

electrical  distributors.  |  www.irby.com 

Transworld  Network,  Corp/  PowerC 

7702  Woodland  Center  Blvd.,  Ste.  50  •  Tampa,  FL  33614 
(800)  253-0665  |  Great  service,  no  surprises,  quality  long 
distance  provider.  |  www.twncorp.com 

TW  Perry 

Gaithersburg,  MD  (301)  840-9600  •  Chevy  Chase,  MD  (301)  652-2600 
Springfield,  VA  (703)  451-6500  |  We  supply  quality  building 
products,  great  prices  and  fast  delivery.  |  www.twperry.com 

Upper  Lakes  Foods,  Inc. 

801  Industry  Ave.  •  Cloquet,  MN  55720  •  (218)  879-1265 
(800)  879-1265  |  Full  line,  full  service  foodservice  distributor. 
www.ulfoods.com 

Wade  Cook  Financial  Corporation 

14675  Interurban  Ave.  South  •  Seattle,  WA  98168  •  (206)  901-3000 
(800)  872-7411  |  www.wadecook.com 

-•—•  —  •  —  •  —  •—•—•  —  •  —  •  —  •  —  •  —  •  —  •- 

Learn  more  about  these  up-and-coming 
companies  by  visiting  their  web  sites  or 
contacting  them  directly. 


ii  /- 


Made  possible  by: 

Pat  Summerall  Productions 

Richardson,  Texas   •   (972)907-2525 
patsummerall.com 


^T  i 

- 

Bl    • 

•.  t 

'^mmH| 

H 

/indUff 

'^v* 

^d 

HhB 

i  <w 

They  aren't  in  it  for  the 
I    recognition.  Which  is  exactly 
why  we  give  it  to  them. 

Of  course,  they're  not  in  it  for  the  countless  hours 
of  training  or  unforgiving  practices  either.  They're  in 
it  because  they  are  competitors.  And  it's  this  rare  but 
exemplary  approach  to  sport  we  admire. 

Since  1987  Honda  has  recognized  15  of  the  best 
female  collegiate  athletes  in  the  nation.  Each  woman 
excels  as  much  in  the  classroom  and  community  as 
in  her  sport.  More  than  55  women  are  nominated, 
representing  12  collegiate  sports.  From  this  elite  group, 
one  woman  is  chosen  as  the  outstanding  Collegiate 
Woman  Athlete  of  the  Year. 

We're  proud  to  be  part  of  a  program  that  gives  these 
often  overlooked,  but  extremely  talented  athletes  some 
long-overdue  recognition.  Because,  while  they  didn't 
ask  for  it,  pursue  it  or  expect  it,  they  did  earn  it. 


The  power  of  dreams: 


The  giant  local  phone 
companies  appear  to  have  escaped 

unscathed  in  the 
telecom  crackup.  Look  again: 
They  may  well  become 

the  final  pillar  to  crumble!* 
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The  average  annual  growth  in  the  time 

Americans  have  spent  talking  on 

cell  phones  over  the  last  five  years. 


84 


COVER  STORY 


A  -T-ALL  STREET  HAS  A  PERYTRSE  NAME  FOR  THE  BABY  BELLS.  THEY  ARE  "COCKROACHES."  AN  ASTEROID  HAS  DESTROYED  THE 
f\  I  whole  long-distance  and  fiber-optic  sectors,  but  somehow  the  local  service  providers  have  survived.  Verizon,  SBC  and 
f  T  BellSouth  made  a  combined  $20  billion  of  profit  last  year  and  have  a  collective  market  value  of  $240  billion. 
So  far  the  Bells'  stamina  on  Wall  Street  has  been  remarkable.  The  stock  prices  of  Verizon,  SBC  Communications  and  BellSouth 
e  fallen  on  average  30° o  in  two  years,  easily  beating  the  overall  market  and  trouncing  Sprint,  Qwest,  Level  3  and  WorldCom, 
jse  shares  are  off  anywhere  from  70%  to  100%.  Investors  sought  refuge  in  what  had  long  been  one  of  the  most  predictable  and 
ible  businesses  on  the  planet.  Local  phone  service  has  grown,  in  good  years  and  bad,  for  seven  decades. 
Let  the  shareholder  beware:  These  telecom  behemoths  are  nowhere  near  as  healthy  as  they  appear.  While  they  aren't  about  to 
ome  extinct,  neither  are  they  the  cash  machines  they  seem  to  be.  Most  of  those  glorious  profits  are  being  poured  into  maintain- 
equipment  or  upgrading  to  meet  new  competitive  threats.  In  the  five  years  from  1998  through  2002  the  Bells  will  have  sunk  $140 
ion  into  capital  expenses  in  their  local,  long-distance,  data  and  international  markets.  This  monstrous  outlay  will  bring  them 
lual  revenue  growth  in  those  same  areas  of  2.5%,  barely  ahead  of  inflation.  Philip  Jacobson,  an  analyst  with  Network  Conceptions 
'ienna,  Va.,  puts  it  succinctly:  "The  Bells  have  shown  the  ability  to  invest  a  lot  of  money  with  very  little  result." 
Even  as  the  Bells  stand  triumphant,  the  20th-century  foundations  of  their  business  have  begun  to  fracture.  The  Baby  Bells  could 
\  day  be  exposed  as  the  last  great  telecom  illusion,  undone  by  a  combination  of  an  overwhelming  wave  of  new  competition — 
m  cable,  wireless,  resellers  and  elsewhere — and  their  own  underwhelming  success  at  diversifying  into  new  services  such  as  Inter- 
access.  They  are  on  a  capital-spending  treadmill,  and  the  treadmill  is  picking  up  speed. 

Competition  and  price-cutting  that  first  struck  the  long-distance  business  and  then  cell  phone  service  are  now  spreading  to 
al  service  The  Bells'  phenomenal  strength  is  rooted  in  their  absolute  lock  on  the  nation's  180  million  local  phone  lines  and  the 
ming  inevitability  that,  each  year,  they  will  continue  to  lay  still  more.  But  last  year  the  total  number  of  local  phone  lines  declined 


The  last  year,  prior  to  2001,  that  the 

number  of  local  phone  lines  in  the  U.S 

shrank— in  the  depths  of  the 

Great  Depression. 


)  million 

hone  lines  now  leased  by 
tltors  at  wholesale  prices. 


9  million 

Tho  net  number  of  local  phone  lines 
cut  off  in  2001. 
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4.7%  from  the  year  before  as  customers  cut  off  9  million  more 
lines  than  they  added,  according  to  the  Federal  Communications 
Commission.  Since  AT&T  was  founded  in  1885,  government  stat- 
isticians have  recorded  a  drop  in  phone  lines  only  once  before, 
during  the  Great  Depression. 

The  line  decline  in  2001  was  a  direct  result  of  the  ferocious 
assault  on  the  Bells  from  all  sides.  As  many  as  3  million  cus- 
tomers decided  to  forgo  a  home  phone  last  year,  going  wireless 
instead.  Cable  operators  are  beginning  to  offer  local  phone  calls 
on  their  rebuilt  lines,  and  poached  600,000  Bell  customers  last 
year.  Another  2  million  households  canceled  the  second  phone 
lines  they  were  using  for  poky  dial-up  access  to  the  Internet; 
high-speed  cable  access  and  DSL  don't  interfere  with  regular 
phone  service,  making  second  lines  superfluous.  BellSouth 
workers  used  to  go  into  new  suburbs  in  the  Southeast  and  con- 
fidently bury  thick  bundles  of  wires  containing  1.5  to  2.5  phone 
lines  for  every  home  in  the  neighborhood;  this  year  its  workers 
began  burying  just  one  phone  line  for  every  home  its  wires  pass. 

The  erosion  began  to  show  up  last  month  in  BellSouth's  sec- 
ond-quarter report,  as  sales  fell  3.5%  and  earnings  plunged  67% 
on  one-time  charges,  sending  the  stock  down  18%  in  a  day.  Veri- 
zon and  SBC  were  also  expected  to  report  further  phone  line  losses. 

It  gets  worse.  The  Bells  now  lease  20  million  lines  to  resellers, 
up  32%  last  year,  and  they're  forced  to  rent  out  these  precious 
tendrils  at  regulated  prices  that  are  often  just  two-fifths  what  they 
get  from  consumer  accounts.  Competitors  leasing  those  lines  can 
exploit  weaknesses  in  the  Bells'  kooky  pricing  structures,  relics  of 
their  days  as  regulated  monopolies,  to  steal  the  most  profitable 
customers.  The  Bells  count  on  95%-plus  operating  margins  on 
newer  features  such  as  caller  ID  and  voice  mail  to  juice  their  earn- 
ings, since  basic  monthly  fees  remain  regulated.  MCl's  new  Neigh- 
borhood Complete  plan  offers  unlimited  local  and  long-distance 
calling  for  $50  or  $60,  depending  on  the  region,  with  caller  ID,  call 
waiting  and  voice  mail — so  valuable  to  the  Bells — thrown  in  free 


of  charge.  Since  launching  the  plan  in  April  MCI  has  land 
600,000  customers  and  is  signing  up  200,000  more  each  mon 

The  Bells  will  have  a  hard  time  holding  off  the  panoply 
new  competitors,  says  David  Dorman,  recently  named  c 
executive  of  AT&T  and  a  former  chief  of  Pacific  Bell.  As  n 
comers  steal  the  fattest  customers,  the  Bells  will  get  stuck  servil 
the  low-spending,  high-cost  ones.  "Inexorably,"  he  says,  "cal 
and  wireless  are  going  to  eat  into  their  share." 

For  six  years  the  Bells  have  been  bracing  for  this  onslaugi 
steeled  by  the  passage  of  telecom  deregulation  in  1996  and  ea 
to  counterattack  by  moving  into  long  distance  and  Internet  i 
cess.  But  their  foray  has  been  expensive,  and  the  new-gro 
markets  have  proven  disappointing.  The  Bells  fought  hard 
the  right  to  sell  long-distance  service,  something  they  w 
banned  from  doing  in  the  1984  antitrust  breakup  of  AT&T.  It  ri| 
been  a  Pyrrhic  victory.  As  of  April  Verizon  and  SBC  (the  or 
Bells  to  have  won  the  right  to  sell  long  distance  in  their  hor 
states)  handled  long-distance  calls  for  13.5  million  custome 
almost  double  the  total  of  18  months  ago.  Yet  their  long-distan 
revenue  in  that  same  period  declined.  In  the  most  recent  quart 
it  was  $1.5  billion,  off  6%  in  a  year  and  a  half  (see  chart,  p.  88) 

Verizon  is  the  most  extreme  case  of  a  Bell  burning  through  i 
its  cash  just  to  stay  even.  By  the  end  of  this  year  the  company  w 
have  piled  up  five-year  spending  of  $75  billion  sprucing  up  tl 
networks  of  its  myriad  pieces  (the  former  Bell  Atlantic,  Nynex  ar 
GTE).  Its  revenue  will  have  grown  5%  a  year  in  this  time,  to  $68  b 
lion  this  year,  with  all  of  that  growth  due  to  an  influx  of  new  a 
lular  customers.  (Verizon  owns  55%  of  Verizon  Wireless  and  coi 
solidates  the  subsidiary  on  its  own  financial  statements.)  With ; 
that  cash  plowed  into  capital  projects,  Verizon  was  reduced  to  i 
suing  new  debt  to  fund  $17  billion  in  dividend  payments.  Verizc 
now  creaks  under  $61  billion  in  total  debt,  including  the  mom 
owned  by  Wireless.  Moody's  recently  put  Verizon  on  credit  watc 
for  possible  downgrade  from  its  current  Al  rating. 


verizpn 


Total  local  phone  lines 
Lines  cut  off,  last  12  months 


Capital  expend,  ures  per  year 


Revenue  growl  h 


Total  local  phone  lines 

59  million 

• 

Lines  cut  off,  last  12  months 

1  million 

• 

Capital  expenditures  per  year 

$10  billion 

Revenue  growth 


Total  local  phone  lines 

25  million 

Lines  cut  off,  last  12  months 

0.5  million 

Capital  expenditures  per  year 

$6  billion 

Revenue  growth 


1 


venue  growth  are  averages  based  on  wireline  businesses  over  the  last  five  years.  Sources:  Company  reports;  Morgan  Stanlf 
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When  you  stop  coming  up  with 
new  challenges,  we'll  stop 
coming  up  with  new  monitors. 

More  real-world  solutions  from  the  best-selling  brand  of  flat  panel  monitors. 
Today's  specialized  applications  demand  the  right  tools.  So  the  NEC  MultiSync® 
product  line  is  always  growing,  always  offering  better  ways  to  work.  You'll  find  high 
resolution,  flicker-free  viewing;  a  choice  of  colors;  touchscreen  and  protective 
glass  technologies;  flexible  integration  options;  and  models  that  afford  both 
landscape  and  portrait  viewing.  Even  the  industry's  first  full  line  of  thin-frame 
monitors  for  increased  versatility  in  multi-monitor  applications.  And,  unlike 
conventional  CRT  monitors,  flat  panel  technology  offers  space-saving  design 
and  60%  less  energy  consumption  for  long-term  efficiency. 

Innovation  continues  to  run  in  the  family:  from  Ambix™ 
digital/analog  dual  input  technology  that  ensures  long-term 
compatibility  to  XtraView+™  for  wide  angle  viewing  to 
OmniColor™  technology  for  precise  color  values.  All  the 
display  solutions  you  need— all  from  the  world's  largest  line 
of  flat  panel  monitors. 

Learn  more  at  www.necmitsubishi.com  or  call  888-NEC-MITS. 


Our  innovative  line  of  thin-frame 
flat  panel  monitors  allows  you  to 
see  more  image,  less  frame. 


NEC  ranked  as  the  #1  brand  of  flat  panel  monitors  in  the  U.S.  for  2001  according 
to  the  Stanford  Resource  -iSuppli  Flat  Panel  Momtrak*  Quarterly  Report.  Q4  01. 
MultiSync  is  a  registered  trademark,  and  Ambix,  XtraView+.  snd  OmmColor  are 
trademarks  of  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 

©2002  NEC-Mitsubishi  Electronics  Oisolay  of  Ame;  .a. Inc. 
All  rights  reserve!  Simulate'.-  in  ices  in  monitors. 


GEE  mORE. 
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The  other  major  Bells'  stories  are  only  slightly  better.  In  the 
five  years  between  1998  and  the  close  of  this  year  BellSouth  will 
have  put  $28  billion  into  capital  expenditures.  In  return  the  new 
investment  has  let  the  company  increase  revenue  by  6%  a  year. 
SBC  will  have  pumped  $52  billion  into  its  core  business,  to  achieve 
some  2.5%  annual  growth. 

Frederic  Salerno,  vice  chairman  of  Verizon,  counters  that  the 
last  few  years  "were  a  bubble  in  capital  spending ...  an  aberration," 
forced  by  the  long-distance  push  and  federal  rules  that  required  the 
company  to  crack  open  its  network  and  welcome  in  competitors. 
Verizon  cut  capital  spending  by  45%  to  $2.4  billion  in  the  first  quar- 
ter, though  Salerno  says  it  continues  to  invest  in  new  growth  areas. 
"The'  loss  of  access  lines  is  not  necessarily  a  disaster  if  we  are  able  to 


bine  local  phone  service  with  wireless,  long  distance  and  broa< 
band.  BellSouth  recently  introduced  the  "Complete  Choiq 
plan  in  the  Southeast,  bundling  local  with  cell  or  Internet  si 
vice.  "It  reduced  churn  [turnover  of  high-speed  Internet  c 
tomers]  by  nearly  70%,"  says  BellSouth  Chief  Financial  Offio 
Ron  M.  Dykes.  "As  we  go  forward  in  telecom,  churn  becom 
probably  the  most  important  financial  indicator,"  he  add 
which  may  be  why  he  won't  say  just  what  BellSouth's  churn  is 
Meanwhile,  the  Bells,  attentive  to  the  risk  of  credit  downgrade 
are  hacking  expenses  and  capital  spending.  SBC  cut  11,000  en 
ployees  in  the  past  year,  5.5%  of  its  payroll.  It  also  is  consolidate 
450  call  centers  into  only  180  to  save  $700  million  annually.  Ver 
zon  pared  16,000,  or  6%  of  its  total,  and  BellSouth  cut  4,500,  or  5' 


'INEXORABLY,  CABLE  AND  WIRELESS  ARE  GOING  TO  EAT  INTO  THE  BELLS'  SHARE." 


do  two  tilings,"  he  says.  "The  first  is  adding  new  service  to  the  re- 
maining lines;  the  second  is  cutting  the  cost  [of  those  services]." 

Bell  executives  dismiss  the  idea  that  they  are  in  trouble.  They 
say  soon-to-materialize  growth  in  the  newer  pursuits — every- 
thing from  long  distance  to  high-speed  Web  access  to  wireless  to 
corporate  data-networking — will  more  than  offset  any  losses  in 
local  service.  SBC's  chief  financial  officer,  Randall  Stephenson, 
argues  that  stagnating  long-distance  revenue  will  begin  to  flow 
rapidly  as  the  Bells  capture  more  profitable  customers  and  enter 
more  markets  (collectively,  they  have  thus  far  won  approval  to 
sell  long  distance  in  15  of  their  home  states, 
home  to  a  third  of  the  country's  population). 
He  also  says  the  Bells'  base  of  4  million  Inter- 
net customers  will  soon  turn  profitable  as  the 
market  shakes  off  its  growing  pains.  In  Cali- 
fornia, after  a  customer  is  hooked  up,  SBC's 
operating  (a.k.a.  EBITDA)  margin  on  digital 
subscriber  line  (DSL)  service  is  40%.  "I  go  out 
to  a  mature  territory,  and  I  see  a  business  I 
like,"  he  says. 

Analysts  on  Wall  Street  often  get  captivated 
by  EBITDA — earnings  before  interest,  taxes,  de- 
preciation and  amortization.  But  wise  man 
Warren  Buffett  says  such  talk  makes  him  shud- 
der. One  of  his  letters  to  shareholders  asks 
acerbically,  "Does  management  think  the 
tooth  fairy  pays  for  capital  expenditures?"  This 
is  the  essence  of  the  debate  over  the  Bells'  in- 
vestment value:  Defending  today's  revenue  lev- 
els may  require  forever  spending  so  much  on 
new  technology  that  they  never  have  much  in 
the  way  of  free  cash  flow — wh  it  Buffett  calls 
"owner's  earnings" — with  which  to  pay  down 
debt  or  pay  dividends.  Cable  television  opera- 
tors have  the  same  problem  i  se<  ttory,  p.  107). 

Many  Bell  execs  say  their  biggest  weapon 
against  line  losses  is  a  growing  ability  to  com- 


TELECOM  TREADMILLS 

Hiking  capital  spending  couldn't 
halt  a  slide  in  revenues  ... 


(Sbillions) 


Revenues  (Sbillions) 


The  Bells  can  make  up  for  their  shrinking  core  by  buying  ui 
their  beaten-down  telecom  peers.  Rather  than  continue  pourin 
their  cash  into  their  own  questionable  capital  projects,  the' 
could  try  to  simply  buy  growth.  Whether  to  launch  a  buyini- 
binge  "is  the  single  biggest  strategic  issue  facing  the  telecor:; 
industry  today,"  says  Luiz  Carvalho,  a  wireless  industry  analys.;. 
with  Morgan  Stanley. 

Bankrupt  WorldCom  has  assets  on  the  block  at  trash-hea; 
prices.  Cell  phone  companies  trade  for  under  20%  of  their  pea. 
market  values.  VoiceStream,  AT&T  Wireless,  Sprint  PCS  and  Nex 
tel  are  all  cheap  enough  to  fit  in  a  Bell's  bud 
get.  But  the  window  of  opportunity  won't  b 
open  long.  "If  the  Bells  screw  around  for  : 
couple  years,"  warns  one  top  telecom  execu 
tive,  "they  won't  have  the  currency."  A  stil 
bigger  problem:  Buying  wireless  or  long-dis 
tance  customers  won't  get  them  off  the  capi 
tal  spending  treadmill. 

Verizon  Wireless  and  Cingular  (co-owne< 
by  BellSouth  and  SBC)  represent  the  Bells'  oni 
reliable  source  of  revenue  growth  as  their  con 
"wireline"  businesses  have  stagnated.  Yet  th< 
wireless  business  has  proven  a  sinkhole  fo 
investors,  who  have  had  to  plow  ever  mon 
money  into  expanding  capacity,  with  scan 
return.  The  average  wireless  user  talked  50°/ 
more  in  2001  than  in  2000,  but  paid  only  5°A 
more  for  the  privilege.  With  publicly  tradec 
wireless  stocks  off  70%  in  the  past  year,  Cin- 
gular and  Verizon  Wireless  both  had  to  shelv< 
plans  to  be  spun  off  to  the  public. 

Ultimately,  the  lure  of  buying  into  growtr 
businesses  may  prove  overwhelming,  as  the 
Bells  struggle  to  replace  the  business  that  theii 
new  competitors  are  stealing.  Leap  Wireless,  a 
San  Diego-based  Qualcomm  spinoff,  has  pio- 
Source:  Company  Reports,    neered  the  sale  of  cell  phone  service  designed 
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...  and  it  takes  ever  more  long-dis- 
tance customers  just  to  stay  even 
$1.8 
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SAKS  IS  PLAYING 
TO  WIN.I 


(e)pi&ti&s  is  ifa.  <zt*/*e.  7%*<f  7b  ti/fy. 


Winning  in  procurement:  Nobody  likes  footwork.  And  nobody  likes  waiting,  whether  it's  a  customer  in 
the  department  store  or  the  buying  agent  in  the  purchasing  office.  Saks  Incorporated  has  an  automated 
procurement  system  that  was  designed  and  deployed  by  IBM  in  less  than  five  months.  Their  IBM  e-business 
on  demand™  solution  connects  to  over  300  suppliers  to  help  Saks  Incorporated  save  time  and  money, 
e-business  is  about  putting  your  best  foot  forward.  Get  in  the  game  at  ibm.com/e-business 


COVER  STORY 

specifically  to  replace  local  phone  lines.  Leap  now  has  1.4  million 
customers  in  40  midsize  cities,  and  a  full  26%  of  them  have  cut 
the  cord  entirely,  canceling  local  phone  service  to  go  wireless.  Its 
subscriber  base  grew  207%  in  the  past  year,  and  the  portion  who 
drop  Bell  service  is  rising  as  well. 

Focusing  on  40  lesser  markets  saves  Leap  the  cost  of  support- 
ing a  nationwide  network  and  competing  on  crowded  turf.  Its  net- 
work now  costs  less  than  a  penny  a  minute  to  operate,  the  company 
says.  (The  industry  average  is  roughly  3  cents,  according  to  Mor- 
gan Stanley.)  The  Leap  model  makes  it  possible  to  charge  a  flat 
fee — typically  $33  a  month — and  vastly  increase  usage.  Customers 
talk  on  Leap's  phones  for  20 
hours  a  month,  triple  the  wire- 
less industry  average. 

It  is  part  of  a  generational 
shift  to  wireless,  says  Leap's  chief 
executive,  Harvey  White.  "Our 
demographic  is  younger,  and 
when  people  start  a  household 
today  they  simply  never  bother 
to  get  a  land  line."  Leap's  busi- 
ness model  is  being  mimicked  by 
half  a  dozen  companies  around 
the  country.  Qwest  offers  all- 
you-can-talk  service  in  Min- 
neapolis and  Omaha.  Alltel's 
Boomerang  service  now  serves 
ten  cities,  such  as  Albuquerque 
and  Greensboro,  N.C. 

Since  the  Bells  own  stakes  in 
wireless  firms,  they  get  back 
some  of  the  revenue  lost  to  cord- 
cutters.  But  it's  a  miserable  trade. 
When  a  Bell  customer  cuts  the 


Leap  Wireless  Chief  Harvey  White. 


getting  into  the  business  of  delivering  rival  video  service,  but  in 
mid-1990s  those  dreams  smacked  into  obstacles  of  cost  and  tec 
nology.  To  counter  cable  in  Net  access,  the  Bells  pushed  DSL, 
even  that  could  ultimately  hurt  their  phone  business.  DSL  is  a 
enough  pipe  to  let  customers  shut  off  primary  lines  when  they 
a  modem  to  the  household.  The  idea  is  simple:  Use  an  Internet 
nection  to  carry  a"  phone  call  from  a  home  out  to  the  regular  ph 
network.  Instead  of  paying  the  phone  company  twice  for  the  san 
wire,  pay  once  for  an  Internet  connection  that  carries  both  voi 
and  data.  The  only  hurdle,  a  significant  one,  is  to  make  sure  an  h 
ternet  phone  provides  a  prompt  dial  tone  and  rings  reliably. 

Jeffrey  Citron,  who  found 
Island  ECN  and  Datek  Onlii 
says  he  has  solved  those  pro 
lems.  Citron  has  plowed  $ 
million  of  his  own  money  in 
Vonage,  a  company  that  beg; 
offering  local  service  over  D 
in  April.  (It  also  works  wit 
cable  modems,  cutting  the  Be 
out  altogether.)  Vonage  offe 
500  minutes  of  local  and  lonj 
distance  calling  for  $20  a  mont 
and  unlimited  service  for  $ 
Taking  advantage  of  a  techno 
ogy  called  Session  Initiatio 
Protocol,  the  phones  use  th 
customer's  high-speed  Interne 
connection  to  carry  a  call  to  th 
Internet,  which  carries  it  mo: 
of  the  way  to  its  destination  be 
fore  handing  it  off  to  the  phon 
network.  Island  ECN  and  Date 
Online  both  hit  it  big  by  takin 


PEOPLE  STARTING  A  HOUSEHOLD  TODAY  NO  LONGER  BOTHER  TO  GET  A  LAND  LINE.' 


cord  to  go  wireless,  the  company  loses  about  $19  in  monthly  op- 
erating income  and  picks  up  only  $4  to  $6  or  so  in  return,  accord- 
ing to  Merrill  Lynch.  That's  because  the  Bells'  wireless  arms  re- 
capture only  a  fraction  of  the  cord-cutters,  and  wireless  subscribers 
generate  less  cash  flow  to  begin  with. 

Still  worse  for  the  Bells  than  cord-cutting  is  losing  customers  to 
the  cable  companies.  About  1 .7  million  Americans  now  get  their 
phone  service  over  cable  lines,  a  hair  under  1  %  of  total  phone  lines. 
A  tiny  number,  but  one  that  grew  66'  b  List  year.  In  the  few  markets 
where  cable  has  been  around  for  over  two  years,  about  20%  to  25% 
of  homes  tend  to  sign  up,  says  AT&  I .  So  far  Cox  and  AT&T  have 
been  the  only  major  cable  a  i  npanies  to  aggressively  push  local  tele- 
phone service,  but  the  iquipmenl  needed  to  let  a  home- 
owner talk  is  tailing  rapidh  tutious  rivals  expect 
to  begin  avid  pursuit  of  phone  cust<  ..  next  two  years. 

The  Bells  had  once  hoped  to  thwa  adversaries  by 


a  chunk  out  of  the  fat  profit  margins  of  Wall  Street  firms,  and  Cil 
ron  sees  an  opportunity  to  repeat  the  feat,  this  time  with  the  Bell 
as  his  target.  "The  incumbents  are  ripe  for  being  displaced,  an* 
technology  has  created  a  naturally  disruptive  force,"  he  says. 

Bell  executives  dismiss  talk  of  massive  erosion  in  revenu 
and  line  growth  as  scaremongering,  and  that  may  comfort  th 
5.5  million  shareholders  of  Verizon,  SBC  and  BellSouth.  Bu 
then,  similar  protestations  were  lodged  by  long-distance  execu 
lives  five  years  ago.  Today  no  one  can  deny  that  cellular  phone 
and  rampant  competition  are  choking  that  business  to  death 
Sprint  attributed  most  of  its  10%  dip  in  long-distance  traffic  las 
quarter  to  increased  cell  phone  use.  AT&T  long-distance  traffic  i 
expected  to  drop  25%  this  year,  driven  mainly  by  the  relentles 
advance  of  wireless.  Will  local  phone  service  repeat  the  pattern 
becoming  the  last  telecom  pillar  to  crumble? 

It's  looking  mighty  wobbly.  I 
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THINK  OF  IT  AS  A  4,000-LB  GUARDIAN  ANGEL 


:ER  GRAND  CHEROKEE     Maybe  it's  the  fact  that  it's  backed  by  over  60  years  of  unmatched  four-wheel  drive  experience. 

that  it's  equipped  with  such  impressive  safety  features  as  our  legendary  Quadra-Drive* system,  multistage  driver  and 
Dnt  passenger  air  bags^  and  supplemental  side  curtain  air  bags.*+  Or  maybe  it's  the  assurance  of  four-wheel  anti-lock 
akes,  and  a  4x4  first-in-class  feature:  an  available  Tire  Pressure  Monitoring  System  that  uses  radio  frequency  technology 

constantly  check  and  report  the  pressure  in  each  rotating  tire.  But  whatever  the  reason,  when  you're  driving  a  Jeep 
rand  Cherokee,  you  get  the  distinct  feeling  you're  in  safe  hands.  To  learn  more,  call  1-800-925-JEEP  or  go  to  jeep.com. 


Jeep 


THERE'S   ONLY  ONE 


•Optional.  Always  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 
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THE  S&P  500  IS  A  CAR  RACE. 
TRUE  OR  FALSE? 
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'Since  inception  in  19S.-,. 
inclm,  Isks, 

SPDRs 

shares  ilrj, 

ALPS  Distr  ,i 


one  capital  gain  of  $.09  in  1996.  For  more  complete  information  and  a  prospectus 
IE  AMEX  or  visit  www.amex.com/SPY.  Read  the  prospectus  carefully  before  you  invedj 

Investment  returns  will  fluctuate  and  are  subject  to  market  volatility,  so  that  an  investo 
ore  or  less  than  their  original  cost  Past  performance  is  no  guarantee  of  future  resul 

utor  for  the  SPDR  Trust,  a  unit  investment  trust.  "Standard  &  Poor's:  "  "S&P. Sfl 

.  o!  The  McGraW'  Hill  Companies.  Inc..  and  have  been  licensed  fort 
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If  you  chose  false,  congratulations! 
You're  savvy  enough  to  think 
about  investing  in  Spiders. 


If  you're  looking  at  ways  to  invest  in  the  S&P  500  Index™ 
compare  and  contrast  them  to  Spiders.  Spiders  are 
the  best  parts  of  a  stock  and  a  mutual  fund  all  pressed 
into  one  neat  little  package.  Each  share  you  buy  is  a 
portion  of  the  whole  basket  of  S&P  500®  stocks,  just  like  a 
traditional  index  fund.  And  with  Spiders,  the  management 
fees  and  taxes  are  very  low.  (One  capital  gain  of  nine 
cents  in  1996.  That's  it.*)  You  buy  and  sell  Spiders 
the  same  way  you  buy  stocks,  and  pay  your  usual 
commission.  And  they're  easy-in-easy-out,  allowing  you 
to  sell  anytime  without  a  penalty.  Spiders  (SPY)  are  one 
of  over  100  different  Exchange  Traded  Funds  listed  on 
the  American  Stock  Exchange,  making  it  possible  for 
you  to  spread  the  genius  all  over  your  portfolio.  Talk 
to  your  broker  or  financial  advisor.  Or  to  get  more  details 
call  1-800-THE  AMEX  or  visit  www.amex.com/SPY. 
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We  handle  the  long,  complicated  part. 


Grndiun  is  the  premier  lead  logistics  provider  focused  exclusively  on  the  chem 
and  plastic's  industries,  leveraging  over  $1  billion  in  purchasing  power  and  stal 
ihe-ai  t  technology,  Cendian  builds  customized,  reliable  solutions  to  meet  our  cli 
logistics  challenges — allowing  them  to  focus  on  their  core  business.  Our  soluti 
require  no  upfront  capital  investment,  and  deliver  immediate  bottom-line  res 
in  us  in  this  journey,  tall  1 .800. Cendian  or  visit  us  at  www.  cendian.  1 


<S  2002  Cendian  Corporation.  All  rights  res 
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This  Is  an  Emergency? 

\  costly  public-safety  mandate  by  the  FCC  forced  wireless  carriers  to  track  you  anytime, 
anywhere.  Six  years  later,  the  system  is  far  from  saving  anyone  anytime  soon. 

BY  VICTORIA  MURPHY  AND  NICOLE  RIDGWAY 


^T  11:30  A.M.  ON  A  SATURDAY  IN  NOVEMBER  1993,  18- 
year-old  Jennifer  Koon  was  kidnapped  in  a  shopping 
center  parking  lot  in  Pittsford,  N.Y.  Her  abductor 
forced  her  into  her  car  and  drove  to  an  unknown  des- 
tination where  he  beat  and  raped  her.  At  one  point, 
>n  managed  to  dial  91 1  on  her  cell  phone,  possibly  with  her 
;,  says  her  father,  David,  now  a  state  assemblyman.  The  911 
rator  listened  as  Jennifer  was  killed — shot  three  times — but 
Id  do  nothing  to  find  her.  The  police  later  found  her  body  in 
illeyway. 

Koon's  death,  sealed  by  the  inability  of  rescuers  to  track  cell 
[>nes  in  emergencies,  was  exactly  the  kind  of  tragedy  that 
mpted  the  Federal  Communications  Commission  to  adopt  a 
ndate  called  e911  (the  "e"  stands  for  "enhanced")  in  1996. 


The  mandate  requires  wireless  carriers  to  outfit  their  networks 
and  phones  with  tracking  technologies  to  find  callers  in  distress. 
Like  so  many  well-intentioned  public  policies,  e911  has 
sunk  into  a  morass  of  delay  and  confusion.  Every  carrier  missed 
the  FCC's  Oct.  1,  2001  deadline  to  begin  the  rollout  of  a  na- 
tional system.  Now  it  won't  near  completion  until  2006 — ten 
years  after  the  mandate  was  issued.  By  then  carriers  will  have 
spent  some  $3  billion  on  a  system  geared  to  a  tiny  portion  of  all 
callers.  And  some  carriers  admit  they  may  not  even  be  able  to 
solve  the  problem  of  accurately  locating  people.  The  FCC  first 
decreed  that  states  had  to  reimburse  carriers  through  a  sub- 
scriber tax,  but  then  eliminated  that  requirement,  sticking  car- 
riers with  the  bill.  "To  my  knowledge,  no  one  has  ever  done  a 
cost-benefit  analysis,"  complains  Mark  Feidler,  chief  operat- 
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ing  officer  of  Cingular  Wireless. 

Even  a  former  FCC  commissioner 
who  voted  in  favor  of  e91 1  now  regrets 
the  decision.  "It's  not  clear  to  me  that 
there  was  any  need  for  government  inter- 
vention here,"  says  Harold  Furchtgott- 
Roth,  now  a  think-tanker  at  the  American 
Enterprise  Institute. 

Tiny  Rhode  Island,  with  only  one  call 
center,  has  the  only  statewide  deploy- 
ment, installed  by  Verizon  and  Sprint. 
"This  is  a  marathon.  We're  talking  about 
replacing  100  million  wireless  handsets 
and  updating  more  than  120,000  wireless 
towers  with  new  software,  and  in  some 
cases  new  hardware,"  says  Travis  Larson, 
spokesman  for  the  Cellular  Telecommu- 
nications &  Internet  Association. 

And  yet,  while  the  carriers  grouse,  a 
handful  of  entrepreneurs  are  eagerly  sell- 
ing tracking  technology.  Networks  in  Asia 
and  Europe  already  offer  popular  loca- 
tion-based services  such  as  friend  finders, 
traffic  alerts  and  restaurant  searches. 

When  the  FCC  first  adopted  e9 1 1  it  had 


no  idea  how  location-tracking  would  work 
because  the  technology  didn't  even  exist. 
The  agency  had  nary  a  clue  about  the  proj- 
ect's total  expense,  offering  a  wild  range 
from  $510  million  to  $7.5  billion.  Yet  that 
didn't  stop  it  from  setting  very  strict  stan- 
dards. Network-based  systems,  which 
would  time  the  signals  bouncing  among 
cell  towers  to  track  a  caller,  had  to  find 
someone  within  300  meters  95%  of  the 
time.  Handset-based  technologies,  which 
would  use  global  positioning  satellites  to 
track  chips  inside  phones,  had  to  find  a 
caller  within  150  meters  95%  of  the  time. 
The  e9 1 1  mandate  was  prompted  by 
public  safety  groups.  Dispatchers  were 
used  to  locating  people  easily  through 
their  landline  phones,  but  increased  wire- 
less usage  was  leaving  gaps  in  the  safety 
net.  The  groups,  along  with  carriers,  got 
the  FCC  to  hash  out  the  requirements  for 
a  national  e91 1  system.  At  first  it  required 
the  retrofitting  of  every  tower  with 
servers  and  software  that  calculate  dis- 
tance to  a  handset.  The  retrofits  can  cost 


up  to  $20,000  a  tower,  or  $2.5  billio: 
the  entire  U.S.  But  as  more  accurate 
nologies  emerged,  some  carriers  b 
eyeing  handset-based  schemes  that 
on  communication  between  global 
tioning  satellites  and  handsets. 

Verizon  is  up  and  running  in  o 
handful  of  counties  in  Virginia,  UK: 
and  Indiana.  Sprint  was  first  to  start 
ing  GPS-enabled  handsets  last  Octobe 
has  deployed  service  only  in  Rhode  I 
and  parts  of  Illinois.  AT&T  Wireless,  V< 
Stream  and  Nextel  are  still  field-te 
their  technologies;  the  earliest  they  pi 
deploy  is  in  the  fall.  VoiceStream  has 
geted  $200  million  for  e91 1  through 
Cingular  has  tests  in  Texas,  with  pla 
install  new  hardware  and  software 
least  2,000  of  its  17,000  base  stations. 

The  states'  subscriber  surcharges 
supposed  to  pay  for  upgrades  to  the  6,j 
public-safety  answering  points  that  takel 
distress  calls.  Yet  many  are  far  behind.  A I 
cent  audit  by  New  York  Comptroller  H.  G 
McCall  found  that  the  state  had  colled 
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ORDER  A  DUN&  BRADSTREET  CREDIT  REPORTTO  CHECK  YOUR  CLIENT'S  PAYMENT  HISTORY 
USE  FEDEX  -.DISCOUNT  TO  SEND  GIFT  TO -COUSIN  WHO  I  NTR0DUCED  YOU  TO  CLIENT 
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NEW  i    PLS  FOR  A  SMA    L  BUSINESS  ECONOMY 


million  in  91 1  surcharges.  Yet  none 
e  state  police's  20  call  centers  have 
upgraded  to  get  a  call-back  number 
l  emergency.  (The  money  instead 
:  for  trooper  radio  gear,  dry  cleaning, 
mowing  and  travel. )  Now  the  sur- 
e  is  going  up  from  70  cents  to  $1.20. 
Vhile  the  FCC  has  the  authority  to 
Jize  carriers  that  slack  on  the  initia- 
(in  May  the  FCC  threatened  to  fine 
Wireless  $2.2  million,  in  part  for 
ing  its  deadlines),  there's  no  nation- 
:  governing  body  making  sure  that 
all  centers  are  holding  up  their  end. 
\X  some  point,  tracking  technologies 
pay  for  themselves,  as  they  do  in 
>pe  and  Asia.  Orange,  a  U.K.-based 
lar  operator,  has  30%  of  its  wireless 
enabled  users  looking  for  the  closest 
s  and  nightclubs.  "We  see  it  as  just 
ther  way  to  get  people  to  use  their 
nes  more,"  says  project  manager 
thew  Grattan. 

KDDI  subscribers  in  Japan  bought 
million  phones  with  GPS  chips  from 


Mobile  Distress 


The  boom  in  cell  phones  has 
made  it  harder  for  911  opera- 
tors to  dispatch  rescuers.  51 


WIRELESS  CAlLS  MADE 
ANNUALLY  TO  911 

(millions) 
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Sources:  CTIA;  state  officials:  wireless  carriers. 

SnapTrack,  a  division  of  Qualcomm,  for 
an  extra  $10  per  handset.  Teens  use  them 
to  get  local  traffic  and  weather,  and  to 
search  for  the  nearest  McDonald's. 

Meanwhile,  tech  vendors  are  feeding 
off  the  e91 1  gravy  train.  Grayson  Wire- 
less, a  division  of  Allen  Telecom,  sells  sys- 
tems for  base  stations  with  processors 


that  calculate  where  callers  are.  Orders  of 
its  $20,000  location  sensors  jumped  from 
$7.8  million  for  2001  to  $12.5  million  in 
just  the  first  quarter  of  this  year.  As  of 
July,  Grayson  had  a  $55  million  backlog. 

San  Francisco-based  upstart  Enuvis 
raised  $15  million  in  funding  on  the 
strength  of  its  software  that  can  locate 
callers  within  90  feet  in  places  where  GPS 
signals  are  weak,  like  parking  garages. 
"We  have  stronger  algorithms  than 
NASA,"  boasts  President  Michael  Kim.  No 
one  has  signed  on  yet. 

SignalSoft,  which  is  being  acquired  for 
$59  million  by  Openwave  Systems,  sells 
software  that  enables  callers  to  get  a  local 
weather  report  or  find  a  house  for  sale  in  a 
nearby  neighborhood.  Several  carriers  have 
struck  deals  to  use  SignalSoft  for  e91 1  ser- 
vices, but  none  yet  for  its  consumer  appli- 
cations. Eric  McCabe,  head  of  marketing 
at  SignalSoft,  is  desperate  enough  that  he's 
giving  half-day  seminars  coaching  carriers' 
marketing  teams  on  what  they  can  charge 
customers  and  how  to  launch.  F 
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icn  Manes 


You,  Anchorperson 


NO  SOFTWARE  PRODUCT  I'VE  TRIED  BEFORE  HAS  COME 
with  an  ultra-low-tech  5-by-6-foot  sheet  of  green 
plastic  that  might  be  a  tablecloth  from  an  Irish  sports 
bar.  But  when  you  hang  it  on  a  wall,  that  verdant 
sheet  turns  out  to  be  the  secret  weapon  of  an  innova- 
tive $150  program  from  the  fledgling  Serious  Magic  Inc.  of 
Rancho  Cordova,  Calif. 

Visual  Communicator  cleverly  transforms  a  late-model  Win- 
dows computer  with  a  decent  graphics  card  and  camera  into  the 
hub  of  a  TV  studio  suitable  for  churning  out  video  productions 
that  can  look  good  when  viewed  on  computers.  It  could  be  a 
boon  for  training  executives  to  do  interviews  or  teaching  kids  to 


understand  the  differences  between 
reality  and  reality  TV. 

First  the  software  helps  you 
create  professional-looking  titles 
and  effects,  letting  you  customize 
them  with  your  own  text  and  sug- 
gesting what  to  put  in  your  script. 
Then  it  turns  the  monitor  into  a 
Teleprompter  to  help  you  deliver 
the  goods  just  the  way  TV  person- 
alities do.  If  upon  sober  review  you 
decide  you're  no  Tom  Brokaw,  you 


Innovative  idea: 

software  that 

can  turn  your 

cubicle  into 

a  miniature 

TV  studio. 


can  practice  until  you  look  halfway  convincing  or  dragoon  the 
office  thespian  instead.  When  everything  looks  good, 
you  can  send  the  output  to  a  file  thai  can  look  crisp  on  a  quar- 
ter of  the  sci  ompress  it  into  a  smaller,  fuzzier  file  for 
e-mailing. 

A  vast  lihr.i,  v!U,  pop-up  text  bal- 

loons and  page  l',  long  with 

lots  of  music  dips  and  soun  ..and 

music  from  your  own  files  ju  id  |~      .„ 

,  .  K<ni"tTPC     Stephen  Manes  (steve@cranky.com),  cohost  of  Digital  Duo,  has  been  covering 

dropping— and*  ties  from  SCrati  JLilLLfFI*  I  technology  for  nearly  two  decades.  Visit  his  home  page  at  www.forbes.com/manei 


That  green  tablecloth?  F 
it  on  a  wall  behind  you 
onscreen  it  will  magically  di 
pear,  thanks  to  chroma  ke 
a  trick  that  turns  everything 
camera  sees  as  green  int 
background,  still  or  animatj 
You  could  drop  a  picture 
your  kids  into  the  mix,  but 
program  comes  with  things 
a  shot  of  the  White  House 
prove  your  seriousness  ail 
dancing  confetti  suitable  for  birthday  greetings.  It's  a  miracle* 
production  values:  Instead  of  looking  like  some  dopey  da| 
jockey  mired  in  a  cubicle,  you  end  up  looking  like  a  dopey  al 
authoritative  local  anchor  reporting  from  the  nation's  capital! 
None  of  this  is  quite  as  easy  as  the  package  would  have  y4 
believe,  and  the  printed  manual  rightly  devotes  several  usel 
pages  to  the  crucial  topic  of  "Setting  Up  Your  'Studio.' "  Lighr.il 
can  be  crucial,  particularly  with  green-screen  shots,  since  a  mi 
placed  shadow  can  spoil  the  illusion — and  make  your  nose  lo< 
huge.  Most  office  lights  don't  do  the  job,  but  a  bounced  50i 
watt  work  light  or  two  can  make  you  look  almost  human.  H 
better  sound,  the  package  comes  with  a  lapel  mike  that  he| 

minimize  room  noise. 

Faking  eye  contact  with  tl 
camera  takes  some  doing.  White 
real  Teleprompter  fits  over  tli 
camera,  allowing  Brokaw  to  sta 
directly  into  the  lens,  Visual  Con 
municator  has  you  read  from 
computer  monitor,  so  you  have 
keep  the  camera  and  the  text 
close  proximity  to  avoid  lookii 
shifty-eyed.  Taping  a  small-bo< 
Webcam  to  the  frame  of  a  mon 
tor  generally  works  better  tha 
using  bigger  camcorders,  thouj 
the  latter  deliver  sharper  imag 
and  include  very  useful  zoom  lenses. 

Visual  Communicator's  interface  can  be  confusing,  ar 
though  it  can  format  your  creations  for  digital  camcorders,  they 
look  lousy  on  a  real  TV  screen,  since  the  software's  resolution 
about  one-quarter  of  standard  full-screen  video.  But  if  you're  wii 
ing  to  spend  some  time  setting  up  the  studio,  and  you  buy  into  tl 
idea  that  style  is  at  least  as  important  as  content,  this  entertainii 
package  can  make  you  at  least  one-quarter  of  a  star. 
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»dise.  How  can  we  ever  achieve  it  in  a  world  divided  by  fear 
intolerance?  This  September,  200  of  the  world's  leading 
kers  will  gather  at  the  inaugural  Asian  Global  Leadership 
im  to  confront  exactly  these  issues.  It  will  be  a  Coalition  of  Minds 
;ed  in  the  interest  of  understanding,  renewal  and  recovery. 


tingly,  the  event  will  take  place  on  the  Malaysian  island  of  Pangkor 
ut.  This  idyllic  paradise  will  provide  not  just  the  backdrop  for  the 
urn,  but  the  inspiration  for  all  that  can  be  achieved  when  we 
ve  the  one  ingredient  that  makes  paradise  truly  possible:  Peace. 
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I    The  Pjngkor  Retreat 

PT  2002  MALAYSIA 

angkorretreat.com 


IN    ASSOCIATION    WITH 


ORGANISER   AND   SECRETARIAT 


Forbes 


CNBC 


<*LSLJ> 

Aim  mmsi  &  luemw  miming 


Asian  Strategy  &  Leadership  Institute 
Khazanah  ASLI 

1718  Jalan  Ledang,  Off  Jalan  Duta 
50480  Kuala  Lumpur,  Malaysia 

Contact:  Jean  Wong/Roslin  Mohd  DaurJ 
Tel   ++603  2093  5393/6599 
Fax:  +4603  2093  3078 
Email;  ieanwong@pd.|anng.my 
raslin@po.|anng.my 
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CltigrOUpJ       Deutsche  Bank 
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Lotus,  software 


E-LEARNING 
PLAY 


1]  WIN  WITH  FLEXIBILITY:  Forget  about  offsites.  Train  your 
employees  online  and  you'll  get  them  updated  on  your  compan 
rules  and  regulations  faster,  and  keep  your  bottom  line  healthi 

2]  WIN  WITH  LOTUS:  As  the  market  leader  in  e-learning  solutions 
Lotus  e-learning  helps  reduce  training  and  travel  costs  while 
enabling  sales  forces  to  sell  new  products  faster.  Lotus.  Part  of  cj 
software  portfolio  including  DB2f  Tivoir  and  WebSphere? 

3]  MAKE  THE  PLAY:  Visit  ibm.com/lotus/learn  and  check  I 
an  introduction  to  e-learning  Webcast. 


(e>  business  is  the  game.  Play  to  win: 


ENTREPRENEURS 


ROM  ROCKS  TO  RICHES 

fter  slumming  in  Southeast  Asia,  DON  KOGEN  has  turned  into  a  hot  expat  entrepreneur. 


f  ROBYN  MEREDITH 

■1^  OOTLESS  AND  JOBLESS,  DON 
{  I  ^ogen  headed  off  for  a  back- 
P^K  packing  adventure  in  Asia  a 
I  I  decade  ago — and  ended  up  be- 
*  ^coming,  at  age  26,  Thailand's 
iding  Internet  impresario. 
His  unlikely  journey  began  in  the  city 


of  Chanthaburi.  A  three-hour  drive  from 
the  Thai  capital,  Bangkok,  past  banana 
palms,  dragon-topped  temples  and  the  oc- 
casional water  buffalo,  this  southeastern 
city  is  one  of  the  world's  leading  centers  for 
processing  gems.  But  Kogen,  then  a  15- 
year-old  high  school  dropout,  arrived  with 
no  lapidary  skills.  To  meet  his  $60-a-month 


rent  he  had  to  work  two  jobs,  including  a 
night  stint  in  a  hip-hop  club,  where  he'd 
move  onto  the  empty  dance  floor  by  him- 
self to  inspire  shy  young  Thais  to  get  up 
and  boogie.  "I  had  to  meet  the  ladies," 
Kogen  recalls. 

In  fact,  that's  where  he  met  his  wife, 
Nuntiya  Sukumpeeranont,  who  urged  him 
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"Everyone  in  Hollywood  wants 
A  RUBY  FROM  BURMA.  You  go 

with  what  customers  want." 


to  aim  higher.  After  weeks  of  cajoling,  he 
talked  a  local  gem  trader  into  paying  him  a 
quarter  of  the  dirt-cheap  local  wage  to 
work  hunched  over  a  metal  spinning 
wheel,  turning  rough-cut  Sri  Lankan  sap- 
phires into  finished  specimens.  Kogen 
moved  into  gem  sorting — after  chipping 
off  too  much  from  a  couple  of  stones.  Dur- 
ing weekends  he  hung  out  at  the  city's  mar- 
ket, watching  traders  haggling  over  stones 
and  learning  to  speak  Thai. 

After  three  years  of  observing,  Kogen 
decided  to  try  the  business  himself,  start- 
ing small.  He  purchased  low-grade  gems 
from  merchants  arriving  in  town  on  the 
8  a.m.  bus  from  northern  Thailand,  and 
resold  them  for  pennies  more  to  later-ar- 
riving dealers  from  India  and  Pakistan. 
That  grew  into  a  small  mail-order  opera- 
tion, thanks  to  a  $24-a-month  ad  he  took 
out  in  an  American  trade  magazine,  with 
HOC  customers  in  the  U.S.  When  fax 
» arrive  in  Chanthaburi, 
Kogen  was  quick  to  seize  on  them:  They 
allowed  him  to  ii  e  ordei  s,  lower  de- 
livery 000.  With 
ill"-  tne  tickets  for 
himself  i                              <.  d  the  gem 

districts  oi 

San  Francisco.  V\  it 

tained  earnings  grew 


A  turning  point 
came  in  August  1998, 
when  Kogen  bought  his 
first  PC  and,  a  month 
later,  sold  his  first  gem 
over  the  Internet.  For 
years  he  had  suffered  the 
inefficiencies  of  the  age- 
old  business,  where 
seven  layers  of  middle- 
men can  jack  up  the 
price  of  a  gem  1 ,000% 
between  original  whole- 
sale and  final  retail 
prices.  Now  he  saw  a 
way  to  cut  through  it  all. 
For  individual  buyers, 
stones  offered  by 
Thaigem.com,  as  Kogen 
christened  his  Web 
company,  change  hands 
only  once. 

Dealer  purchases 
represent  60%  of  the 
business;  individuals  account  for  the  rest. 
Online  sales  accounted  for  85%  of 
Thaigem's  $9.8  million  in  fiscal  2002  rev- 
enues, ended  June  1,  up  from  $4.3  million 
a  year  ago.  A  recently  opened  showroom, 
on  the  corner  of  Silom  and  Mahesak  roads 
in  Bangkok's  bustling  gem  district,  gener- 
ates the  remaining  1 5%  of  the  business.  At 
any  given  time  Kogen  stocks  about  $7  mil- 
lion in  inventory.  "We  cater  to  everyone, 
from  the  guy  who  needs  the  $  1  pearl  to  the 
one  who  wants  the  $  1 00,000  ruby,"  he  says. 
Gems  are  shipped  within  24  hours  of  their 
purchase  via  Federal  Express — at  $15  a  pop 
to  anywhere  in  the  world. 

By  industry  standards,  Thaigem's 
prices  are  cheap.  For  a  top-quality  2-carat 
ruby,  Kogen  charges  $1,000  to  $2,400— a 
stone  that  he  insists  would  bring  at  least 
$7,000  in  Manhattan's  diamond  district. 
(His  own  markup  on  most  gems  ranges 
from  15%  to  150%;  his  net  profits  are  typ- 
ically 20%  to  25%.)  No  jewel  is  guaran- 
teed, though  customers  can  return  them 
within  30  days,  no  questions  asked.  About 
3%  of  buyers  send  back  stones,  says 
n,  but  80%  of  those  order  replace- 
m<  nts.  1  [e  sells  some  200  items  a  day — 
stones,  heads,  meteorites  and  fossils — on 
Eba) ,  versus  2,000  or  so  on  Thaigem's  Web 
site  (while  the  average  item  sells  for 


around  $9,  the  average  order  is  $300). 

Kogen  gets  his  rocks  from  all  over  tflj 
world.  He  buys  sapphires,  for  examplj 
from  Tongsak  Jintakanrerk,  a  fellow 
Chanthaburian,  who  recently  hostedfl 
Guinean  salesman  who  showed  up  with! 
pounds  of  African  sapphires  in  a  whijl 
cotton  sack.  Kogen  doesn't  quibble  wiij 
the  provenance  of  a  gem — a  seemingl 
risky  approach  in  this  era  of  "blood"  dia 
monds  and  emeralds  that  funded  mui 
derous  rebels  in  Liberia  and  Colombia,  4 
well  as  the  deep  violet  tanzanites  thqj 
helped  subsidize  al  Qaeda.  "Every  singl 
person  in  Hollywood  wants  to  own  a  rub 
from  Burma  or  a  sapphire  from  Kashmir, 
he  says.  "At  the  end  of  the  day  you  haw 
to  go  with  what  your  customers  want." 

Thaigem  isn't  the  only  outfit  to  sell  jew 
els  over  the  Net.  But  Kogen  has  some  dis 
tinct  advantages  over  his  competitors.  Foi 
one,  he  already  has  a  worldwide  custome; 
base  of  68,000  and  enjoys  a  solid  repute 
tion  online  (a  99-to-l  ratio  of  positive  ti 
negative  comments  on  Ebay  under  thl 
seller  name  "thaigem.com").  For  anotho 
he's  got  low-cost  labor  that's  tough  to  beat 
In  Thailand  secretaries  earn  $125  a  montr; 
skilled  gem  cutters,  $300;  and  the  twi 
dozen  programmers  who  maintain  onlini 
operations,  about  $750  a  month  plu 
board.  "The  lesson  here  is  you  must  kno\j 
the  territory,"  says  Linda  Lim,  a  professor  cj 
international  business  at  the  University  c) 
Michigan.  "You'd  be  surprised  how  man 
highfalutin  dot-commers  ignore  this." 

Marketing?  Hardly  Harry  Winston 
Created  in-house,  a  typical  ad  in  a  gen 
trade  magazine  or  on  a  Thai  billboard  star 
an  elephant  with  the  Thaigem.com  logc 
Cost  of  hiring  the  elephant:  $7.50 — plus  a  | 
the  bananas  it  could  eat. 

There's  plenty  of  room  to  grow,  con| 
sidering  that  online  gem  sales  are  less  thai 
2%  of  the  world's  $38  billion  gem  trad< 
But  first  Kogen  needs  to  do  some  house 
cleaning.  By  his  own  admission  his  inven 
tory  turns  too  slowly — some  gems  wen 
unsold  for  a  year  as  he  expanded  his  offer 
ings  last  year.  His  goal  is  to  turn  over  ever 
six  months.  That  may  mean  tinkering  wit! 
the  business  model.  Which  is  why  he's  hop 
ing  to  supply  big  customers  like  Wal-Man 
QVC  and  J.C.  Penney.  A  long  way,  in  ever 
sense,  from  Chanthaburi. 
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THE  SIXTH  ANNUAL  GILDER/FORBES 


September  30 -October  2, 2002 

The  Resort  at  Squaw  Creek  •  Lake  Tahoe,  California 

Featuring  George  Gilder,  Steve  Forbes, 
Carver  Mead,  Rich  Karlgaard  and  more! 

The  Telecosm  Conference  has  been  a  place  where  the 

greatest  minds  and  movers,  entrepreneurs  and 

engineers  come  to  "listen  to  the  technology"  and  divine 

the  strategic  imperatives  for  the  industry.  After  the 

crash,  these  business  and  investing  strategies  are 

more  important  than  ever. 


The  Sixth  Annual  Gilder/Forbes  Telecosm  Conference  is  shaping  up  to  be  our  best  ever! 

Can  technology  trump  terrorism? 

Can  Kodak,  Fuji,  and  Sony  survive  Foveon? 

Will  cable  bankrupt  the  Baby  Bells? 

Is  the  Cisco  router  heading  for  mainframe  status? 

Who  will  be  the  next  Intel? 

Are  telecom  carriers  prepared  for  the  next  Net  traffic  explosion? 

Telecosm  is  a  lot  more  than  talk.  It's  a  breeding  ground  for  new  companies,  new  money,  new  opportunity, 

new  stars,  and  new  laws  of  technology  and  business.  Whether  you're  looking  for  allies  or  acquisitions, 

clients  or  vendors,  investments  or  investors,  you  need  to  be  there. 


To  Register  call  (212)  367-3521  or  visit  www.gilrfertecii  om  for  more  details. 
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.HAD      STUMP 

SUSPENSION    ENGINEER 


WE  ARE  PROFESSIONAL  GRADE." 


HOW  CAN 

YUKON  HAVE 

MORE  LEGROOM 

IN  THE 
THIRD  ROW... 


WILL  IT  STAY  AFLOAT? 

Anne  Robinson  wants  to  save  the  oldest  line  of  luxury  soa[ 
America.  So  far,  it's  been  mostly  wishful  thinking. 


.jr 


BY  VICTORIA  MURPHY 

SOMETIMES  THE  DREAM  OF  ENTRE- 
preneurship  turns  out  to  be  an  illu- 
sion. When  Anne  Robinson  joined 
Caswell-Massey  seven  years  ago  as  head  of 
marketing,  she  figured  the  nation's  oldest 
luxury  soap  company  had  to  be  in  good 
shape.  Far  from  it.  When  she  finally  got  to 
see  the  books  nine  months  later,  she 
learned  the  company  was  losing  $3  mil- 
lion on  sales  of  $13  million  and  its  credit 
lines  were  maxed  out.  Some  $2.5  million 
worth  of  returned  goods  cluttered  a  cor- 
ner of  the  company's  30,000-square-foot 
warehouse,  left  over  from  the  unsuccessful 
launch  of  a  cheaper  line  in  20,000  mass 
market  outlets.  Over  the  next  four  years 
the  business  was  lifeless. 

But  Robinson's  ambition  apparently 
overcame  her  prudence.  Despite  glaring 
internal  problems  and  an  increasingly 
competitive  arena — from  the  likes  of  Bath 
&  Body  Works  and  the  Gap,  among  oth- 
ers— she  decided  to  buy  the  company. 
"This  was  my  moment,"  she  recalls,  "my 
chance  to  be  number  one."  So  in  Septem- 
ber 1999  she  pooled  $1  million  from 
friends  (including  $200,000  of  her  life  sav- 
ings), and  took  out  a  second  mortgage  on 
her  Manhattan  co-op  to  buy  Caswell. 
American  Capital  Strategies,  a  publicly 
traded  buyout  firm,  put  in  $4.2  million  in 
debt  plus  warrants  for  a  24%  stake.  (The 
rest  belongs  to  Robinson  and  other  in- 
vestors.) Robinson  would  need  whatever 
know-how  she  had  gleaned  from  her  Har- 
vard M.B.A.  and  16  years  of  experience  at 
Filene's  Basement  and  Lord  &  Taylor. 

She  started  by  slashing.  Robinson 
shuttered  15  stores  (out  of  28),  trimmed 
25%  of  a  70-person  staff  (mostly  midlevel 
managers),  cut  one-third  of  the  product 
line  and  liquidated  warehoused  goods,  get- 
ting 20  cents  on  the  retail  dollar.  To  en- 
sure better  inventory  control,  she  created 
a  spre  to  project  orders  based  on 

the  prior  j .  ir's  sales;  managers  had  previ- 
filled  orders  by  looking  at  three- 


month  trailing  sales,  which  didn't  take 
account  seasonal  fluctuations.  During 
first  year  as  proprietor,  sales  jumped  1 
to  $20  million  and  Caswell-Massey  ai 
ally  made  a  small  profit.  Inventory 
increased  from  1  to  1.5.  Robinson  fi 
tuned  deals  with  vendors — giving  m 
facturers  three  months  of  lead  time, 
example — and  saved  20%  on  expenses, 

So  much  for  shrinking.  Robinson  no 
faces  the  tall  challenge  of  building  ba< 
up — but  with  extremely  lim- 
ited resources.  Sales  have  es- 
sentially flat-lined  at  $20  mil- 
lion since  1999,  and  dropped 
5%  since  Sept.  1 1.  Expansion 
of  the  14  remaining  U.S. 
stores — you  know  them  by 
the  shelves  of  brown  and  clear 
apothecary-like  bottles,  an- 
tique-style photos  of  old 
Caswell  shops  and  oriental 
rugs — is  virtually  impossible. 
Not  after  Robinson  spent 
$300,000  to  open  new  mall 
outlets  last  year  in  Piano,  Tex. 
and  Tampa,  Fla.  And  not  after 
tapping  half  her  $3  million 
credit  line  from  Wachovia 
Corp. — or  while  she's  making 
her  $85,000-a-month  pay- 
ments to  American  Capital, 
which  must  continue  through 
2005.  All  this  at  a  time  when 
Bath  8c  Body  Works  is  open- 
ing 42  new  stores  this  year,  for 
a  total  of  1,642,  and  Crabtree 
8c  Evelyn  is  adding  10  to  a 
base  of  145. 

Launching  a  new  line, 
at  a  cost  of  $600,000  to 
$750,000,  is  a  luxury  Robin- 
son can  ill  afford.  But  how 
else  to  attract  customers — es- 
pecially when  rival  brands  in- 
Atomized,  but  not  completely 
reconstituted:  Robinson  must 
build  up  a  250-year-old  outfit. 


104 


R  B  E  S  ■  August  12,  20 


ice  new  products  every  90  days  or  so? 

w my.  perhaps,  is  to  drive  up  sales  per 
re  foot  ( now  $500,  versus  $540  or  so 

arger  competitors)  through  mark- 
ns.  Caswell  has  far  to  fall.  Even  after 
ing  prices  in  half,  as  Robinson  has 

doing  this  summer,  she  still  charges 
o  $6.50  for  a  bar  of  soap,  compared 

$3  at  Bath  &  Body. 
'Christmas  will  make  or  break  us," 

Robinson.  During  that  season,  sales 
cally  jump  22  times  those  of  the  aver- 
week,  while  70%  of  costs  remain  fixed. 


Robinson  is  hoping  that  holiday  shopping 
will  help  her  net  3%  to  4%  on  revenues  of 
$20  million  this  year.  But  her  plans  to  open 
six  temporary  stores  in  malls  by  October 
have  already  gone  awry.  Because  of  pricey 
rents,  she's  had  to  scale  back  to  two  of 
these  holiday  shops — and,  so  far,  only  one 
lease  has  been  signed,  in  Raleigh,  N.C. 

"It's  my  job  to  keep  this  company 
alive,"  says  Robinson,  48.  "It's  been  around 
for  250  years,  and  I  don't  want  it  to  die  on 
my  watch."  But  some  businesses,  like  failed 
marriages,  just  can't  be  saved.  F 


t's  my  job  TO  KEEP  THIS  COMPANY 
ILIVE.  I  don't  want  it  to  die  on  my  watch." 
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Redefine  your  power 
over  the  competition. 


In  today's  constantly  changing  business  environment,  you  have  to  stay  01 
step  ahead  of  the  competition.  Wouldn't  it  be  nice  if  your  infrastructure  c 
help  get  you  there?  It  can,  with  ProLiant  server  technologies  from  HP, 
powered  by  Intel"  Pentium''  III  and  Intel  Xeon™  processors.  Reliable.  Scab' 
Manageable.  And  built  on  industry  standards.  So  your  infrastructure  can 
adapt  to  change  just  as  quickly  as  you  do. 

HP  can  help  you  plan,  implement,  and  manage  your  infrastructure  with 
service  and  support  solutions  for  every  product,  and  every  business. 

For  more  information,  visit  hp.com/go/proliant2  or  call 
1 .800.282.6672,  option  5,  and  mention  code  TLU. 


pentium®/// 


m 


invent 


2  HewleltJ>ockard  Company  Intel,  the  Intel  Inside  logo,  Xeon  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  lb  subsidiaries  in  the  United  States  and  other  countries.  20004CL/0/ 
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e  industry  is  overvalued,  says 
mes  Chanos,  the  short-selling 
juth  who  uncovered  the  Enron 
andal.  Why?  The  never-ending 
;admill  of  capital  spending. 

ELIZABETH  MACDONALD 

JAMES  CHANOS,  THE  FIRST  TO  SPOTLIGHT 
Enron's  accounting  scams,  is  someone  to 
be  reckoned  with  on  Wall  Street.  The 
lanky  short-seller  has  delivered  a  spate  of 
other  prescient  calls,  targeting  high- 
ing  stocks,  from  Amazon  to  Yahoo,  that  later 
;shed.  So  when  he  trains  his  sights  for  his  invest- 
;nt  clients  on  the  cable  industry,  it  pays  to  listen. 
Everyone  knows  cable  stocks  aren't  doing  well, 
what's  the  big  whoop?  Cablevision  is  down  84% 
im  its  52-week  high,  Comcast  is  down  42%,  etc. 
elphia  has  declared  Chapter  1 1  amid  a  self- 
aling  scandal  involving  founder  John  Rigas. 
Adelphia's  shenanigans  aside,  the  industry 
gues  its  current  travails  are  temporary.  Sub- 
iber  growth  has  flattened,  so  the  cablers  are 
ding  new  services  like  digital  programming 
id  telephone  hookups.  What's  more,  they 
y,  cable  has  won  the  broadband  race  over 
e  phone  companies,  making  it  the 
imary  pump  into  homes  for  the 
ternet,  video-on-demand  and 
e  like.  Sure,  the  cable  crowd 
Imits,  it  has  to  spend 
avily  to  build  out  sys- 
ms,  but  this  is 
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almost  done.  Prosperity — free  cash 
flow — is  just  around  the  corner. 

Chanos,  44,  has  been  around  long 
enough  to  be  unimpressed.  For  one,  cable 
today  is  eerily  reminiscent  of  the  railroads 
in  the  1880s:  overleveraged  companies 
going  bust,  having  laid  the  track  that 
someone  else  later  takes  advantage  of, 
with  the  emphasis  on  "later."  His  stronger 
argument  is  based  not  on  history  but  on 
capital  expenditures.  He  says  that  capex 
will  continue  remorselessly,  that  opera- 
tors will  have  to  spend  lavishly  just  to 
stand  in  place. 

Chanos  (pronounced  "CHAIN-os") 
and  his  firm,  Kynikos  Associates,  looked 
back  1 8  years  ( 1 1  years  for  Cox  Commu- 
nications, the  earliest  data  available)  and 
concluded  cable's  story  was  a  fairy  tale. 
Upgrades  and  new  technology  always 
seem  to  require  more,  not  less,  capital 
spending  over  the  long  pull,  making  the 
sector  heavily  reliant  on  continued 
financing  from  investment  banks.  Chanos 
says  the  projections  look  dismal  as  far  out 
as  2007,  when  the  industry's  capital 
spending  for  the  current  round  of  new 
technology  is  supposed  to  be  done. 

Cable  analysts  customarily  ignore  net 
income  and  look  instead  at  operating 
income  (in  the  sense  of  earnings  before 
interest,  taxes,  depreciation  and  amortiza- 
tion). While  Chanos  looks  at  both,  he  also 
focuses  on  return  on  capital.  The  indus- 
try's average  5%  pretax  return  on  capital 
over  1 8  years  is  paltry,  far  short  of  the  cost 
of  borrowed  money.  More  consolidation 
won't  help  because  cable  outfits  lack  the 
financial  oomph  for  mergers:  Comcast's 
acquisition  of  AT&T's  cable  assets  is  the 
last  big  merger  we'll  see  in  a  while. 


Here's  one  more  way  of  looking  at  the 
value  of  cable  assets:  Take  the  enterprise 
value  of  a  public  cable  company  (interest- 
bearing  debt  plus  market  value  of  stock, 
minus  cash  on  hand),  then  divide  that 
figure  by  the  number  of  subscribers. 
While  that  number  currently  is  $3,500, 
Chanos  would  pay  no  more  than  an  aver- 
age $2,000  per  subscriber. 

Stick  with  $2,000  for  now.  At  first 
blush  that  doesn't  look  terribly  expensive, 
since  a  subscriber  will  shell  out  $800  a 
year  on  average  and  may  already  have  his 
new  set-top  box.  Subtract  a  $480  average 
annual  cost  to  serve  the  subscriber  with 
repair  visits  and  so  on.  You  get  $320,  or 
16%  of  the  purchase  price — pretty  good 
for  a  cash-on-cash  operating  return.  A 
strip  mall  would  do  only  half  as  well. 

But  drilling  deeper  into  the  numbers 
offers  a  less  pleasing  picture,  says  Chanos. 
He  factors  in  the  annual  maintenance 
spending  to  keep  the  system  up  and  run- 
ning, particularly  as  customers  upgrade 
their  service.  Chanos  says  the  bulls  believe 
that  maintenance-level  capital  spending 
figure  is  $100  a  year  per  subscriber,  while 
the  bears  put  it  at  $150  a  year.  Chanos 
charitably  takes  that  bullish  $100  and 
subtracts  it  from  the  $320  cash  return. 

The  resulting  $220  per  subscriber 
translates  into  a  tiny  pot  of  real  cash  to 
service  cable's  sometimes  monstrous 
debt.  Cox  stands  the  best  chance  of  han- 
dling its  $1,100  debt  per  subscriber,  but 
then  there's  $1,352  for  Comcast,  $2,404 
for  Cablevision  and  $2,497  for  Charter. 
(Bankrupt  Adelphia's  debt  was  $2,508  per 
sub;  the  number  can't  be  broken  out  for 
AT&T's  and  AOL  Time  Warner's  cable 
operations).  While  the  other  companies 


J>pendfest 

Cable's  capital  spending  has  risen  ever  upward.  When  will  it  stop?  Not  as  soon  as  the 
cablers  contend,  says  Chanos.  Charter,  which  went  public  in  1999,  isn't  included  here. 
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didn't  comment,  Cablevision  took  st 
exception  to  this  debt  figure,  arguing 
since  it  is  a  diversified  company,  the 
culation   includes  debt  for  Madi; 
Square  Garden  and  Rainbow  Mec 
among  other  things. 

Despite    Cablevision's    compla: 
Chanos  says  if  you  must  buy  into  cab! 
skip  the  stocks  and  buy  the  bonds,  whi 
have  prior  claim  on  the  $220  of  loose  cas 

A  July  12  report  from  Credit  Suis 
First  Boston  gives  Chanos  more  ammur 
tion.  The  report  provides  a  detailed  loi 
at  "churn,"  which  is  essentially  cab! 
costs  for  labor  and  advertising.  Cr 
Suisse  says  that  cable  companies  ha 
been  hiding  the  impact  of  their  churn 
capitalizing  labor  costs.  In  other  words, 
they  spend  $50  to  install  cable  in  a  horn 
the  cable  guys  only  subtract  $20  from  re 
enues  to  calculate  the  current  period 
earnings.  Then  they  spread  the  rest  over 
dozen  years.  The  worst  offender,  Crec 
Suisse  says,  is  Charter  Communicatior. 
which  capitalizes  $29  per  customer. 

So  what  are  cable  stocks  really  wortl 
Chanos  takes  his  $2,000  per  subscrib 
and  subtracts  net  debt,  preferred  sto( 
and  minority  interests.  The  results  arer 
pretty.  Chanos  says  Cox  is  really  wort 
just  $8  a  diluted  share,  not  the  $27  1 
currently  trading  at.  Comcast  is  worth  § 
for  its  cable  assets  ($18  if  you  factor  in < 
its  assets,  including  its  stake  in  QVC),  m 
the  $22  it  trades  at  now.  As  for  Charter, 
$3?  Chanos  says  its  equity  is  worthless. 

What  do  the  cable  companies  say  I 
all  this?  Eileen  Connolly,  vice  president  < 
AT&T's  financial  communications,  says  i 
of  its  upfront  expenses  will  bear  fruit — i 
due  course.  Revenue  is  exceeding  costs  i 
two  new  services,  high-speed  data  an 
local  and  long-distance  telephone  servici 
over  cable,  she  insists. 

Cox  will  only  say  that  it  expects  to  tur 
free  cash  flow  positive  by  year-end  200 
declining  further  comment.  John  Alchii 
Comcast's  treasurer,  says  Chanos'  estimai 
that  cable  assets  at  Comcast  are  worth  ju 
$5  a  share  "borders  on  ludicrous,"  as 
grossly  underestimates  the  value  of  cab! 
subscribers  and  Comcast's  ability  to  genei 
ate  free  cash  flow.  Charter  says  it  will  me< 
its  earnings  estimates  and  insists  its  qualit 
of  earnings  is  just  fine.  AOL  Time  Warm 
officials  were  unavailable  for  comment.  I 
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A  PERSPECTIVE  ON  TAX-FREE  INVESTING 


X  LOT  CAN  HAPPEN 
BETWEEN  MAKING  YOUR 


^ONEY  AND  KEEPING  IT. 


You  can  keep  more  of  what  you 
earn  when  you  invest  in  Franklin 
Tax-Free  Funds.  But  you  don't  have 
to  be  wealthy,  or  close  to  retirement 
to  take  advantage  of  them.  They 
can  provide  strong  benefits  for  most 
investors  in  a  27%  federal  income 


You  work  hard  for  your  money.  Help  keep  more  of 
what  you  earn  by  investing  with  the  tax-free  leader. 


past  performance  does  not  guaran- 
tee future  results. 

As  the  nation's  largest  tax-free 
mutual  fund  manager,  we  review 
more  than  1 ,500  new  debt  issues 
every  year.  And  our  advice  is 
often  sought  on  the  structuring 


Franklin  Federal  Tax-Free  Income  Fundi  Morningstar  Ratings"  6/30/02' 


OVERALL 
•  ••• 


THREE  YEAR 
•  •* 


FIVE  YEAR 
•  *•• 


TEN  YEAR 
•  •** 


tax  bracket  or  higher.  The  Franklin  Federal  Tax-Free  Income 
Fund's  Class  A  shares  received  a  4-Star  Overall  Morningstar 
Rating"  by  Morningstar,  Inc.,  against  a  category  of  305, 
256  and  1  10  muni  national  long  funds  for  the  3-,  5-  and 
'10-year  periods  respectively,  ended  6/30/02."  Of  course, 


of  municipal  bond  offerings. 

To  gain  more  perspective  on  the  Franklin  Tax-Free 
Funds,  mail  in  the  postage-paid  card,  call  us  at 
1-800-FRANKLIN  Ext.  F978  or  visit  our  website  at 

franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE"  > 

lin  Templeton  Distributors.  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403  Call  for  a  free  prospectus  containing  more  complete  funu  information,  including  sales  charges,  expenses  and  risks.  Please 
it  carefully  before  you  invest  or  send  money. 

se  dividends  are  generally  subject  to  state  and  local  income  taxes,  if  any.  For  investors  subject  to  federal  or  state  alternative  minimum  tax,  a  portion  of  these  dividends  may  be  subject  to  such  tax.  Distributions  of 
il  gains  are  generally  taxable. 

urce:  MOfflifjSlAfl :  6/30/02  Past  performance  does  not  guarantee  future  results.  For  each  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating™  based  on  a  Morningstar 
Adjusted  Return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and 
ding  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  1 0%  receive 
j  (Each  share  class  is  counted  as  a  fraction  of  one  fond  within  this  scale  and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  The  Overall  Morningstar  Rating  for  a  fund  is  derived 
a  weighted-average  of  the  performance  figures  associated  with  its  three-,  five-  and  ten-year  (if  applicable)  Morningstar  Rating  metrics.  Morningstar  Rating  is  for  Class  A  shares  only;  other  classes  may  have 
jnt performance  characteristics.  For  more  current  performance  information,  please  call  Franklin  Templeton  Investments  at  1-800-342-5236. fob8/Q2 
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Greenback 
On  Its  Back 

With  the  dollar  weakening,  buy  euro-denominated 
securities;  that's  what  the  smart  money  is  doing. 

BY  ROBERT  LENZNER 


THE  OLD  WORLD,  LONG  CON- 
vinced  of  its  cultural  superior- 
ity over  the  U.S.,  has  at  last  got 
something  more  concrete  to 
feel  smug  about.  After  three 
years  of  lagging,  Europe's  12-nation  com- 
mon currency,  the  euro,  is  at  parity  with 
the  dollar.  And  some  forecasters  think  the 
euro  is  headed  higher  over  the  next  12 
months — Goldman  Sachs  says  to  $1.12 
per  euro,  a  far  cry  from  its  alltime  low  of 
82  cents  in  October  2000.  The  flight  from 
the  dollar  is  a  mixed  blessing  for  the  U.S. 
economy.  It  will  make  our  exports 
cheaper  but  contribute  to  selling  pressure 
on  our  stocks  and  bonds. 

Currencies  are  volatile  things  and  the 
dollar  may  yet  confound  all  the  pes- 
simism in  coming  months.  Still,  the  forces 
working  to  weaken  the  dollar  today  aren't 
likely  to  go  away  soon:  U.S.  accounting 
scandals,  widening  trade  and  budget 
deficits,  George  Bush's  steel  tariffs,  terror- 
ism fears.  We  have,  says  Goldman's  chief 
global  economist,  James  O'Neill,  "an 
unfortunate  confluence  of  events." 

"In  a  postbubble  world  'Buy  America' 
is  suddenly  seen  as  a  risky  alternative," 
says  Stephen  Roach,  the  Morgan  Stanley 
economist.  Big  European  companies  that 
formerly  sold  euros  to  buy  dollars  for  U.S. 
investments,  such  as  France's  Vivendi  and 
Germany's  Deutsche  Telekom,  are  revers- 
ing course. 

What's  a  U.S.  investor,  already  sufifei 
ingfrom  a  wilting  Wall  Street,  to  do?  II  you 
i  .in  stomach  the  risk,  join  the  antidollar 
crowd.  Ways  to  short  the  dollar — or, 
equivalendy,  go  long  euro — include: 
buying  European  goven  i  tent  oi     >rpo- 


Dollar  Daze 


The  euro,  debuting  in  1999,  didn 
enjoy  its  exchange  rate  with  U.S 
currency  of  $1.17.  Now  it  has 
rebounded  to  parity  and  may  go  to  $1.12 
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$1.12 
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0.80 
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Sources:  Dow  Jones  Interactive;  Goldman  Sachs. 

rate  bonds;  buying  currency  futures  con- 
tracts; and  buying  options  on  currency  fu- 
tures. Plenty  of  Americans  did  quite  well 
playing  the  last  great  weakening  of  the  dol- 
lar. In  order  to  remedy  the  U.S. -Japan 
trade  imbalance  in  1985,  the  big  five  in- 
dustrial nations  agreed  to  depreciate  the 
dollar  against  the  yen.  The  dollar  was  in  a 
bear  market  for  the  next  two  years. 

One  attractive  feature  of  euro- 
denominated  debt  is  diat  it  pays  a  higher 
yield.  When  the  euro  was  falling,  that 
advantage  was  wiped  out  by  currency 
losses.  Not  a  problem  now. 

Why  are  rates  higher  in  Europe? 
Because  the  European  Central  Bank  is 
solely  focused  on  fighting  inflation  (think 
Germany  in  the  1920s).  The  Federal 
Reserve  has  that  mission,  too,  but  also  is 
charged  with  buoying  the  U.S.  economy. 
A  two-year  German  government  note 
\  ields  3.8%  annually,  while  a  comparable 
Treasury  yields  2.6%. 

That  yield  spread  is  dwarfed  by  the 


potential  gain  (or  loss)  from  exchang 
rate  shifts.  The  euro  has  moved  from  I 
cents  to  $1  in  the  past  year,  so  mot 
appreciation  to  $1.10  or  so  is  plausible.' 

Why  go  for  the  euro  and  not  the  yen  (i 
some  other  currency?  Japan  may  be  tli 
world's  second-largest  economy  and  tl! 
yen  also  has  improved  lately,  moving  froii 
134  to  the  dollar  in  January  to  1 17  no'!  I 
Trouble  is,  Japan's  own  economic  situ; 
tion  still  is  shaky.  And  its  bonds  pay  pra 
tically  nothing.  Other  countries'  securiti 
lack  the  breadth  and  liquidity  of  Europe* 

Here  are  some  tips  for  dollar  bears. 

EUROPEAN  GOVERNMENT  BONDS  Yc 
can  pay  a  broker  a  fee  to  convert  yoi 
dollars  into  euros,  then  pay  another  fee  < 
spread  (comparable  to  the  quarter-  to 
half-point  you'd  face  on  an  open-mark 
Treasury  trade)  to  buy  the  security.  0 
the  purchase  of  a  €  125,000  German  not 
your  transaction  cost  would  be  in  tf 
neighborhood  of  $350  to  $700. 

William  E.  Byers,  a  Bear  Steari 
senior  managing  director  who  has  pi 
wealthy  clients  into  such  paper,  likes  tl 
five-year  German  note,  which  yields  4.4( 
(versus  3.8%  for  the  Treasury  of  the  san 
maturity).  In  his  best-case  scenario,  tl 
euro  would  rise  back  to  the  $1.17  level 
enjoyed  briefly  at  its  1999  debut.  Add  tl 
currency  gain  to  the  interest  coupon  an 
this  would  give  you  a  return  of  13% 
year  over  the  next  two  years. 

CORPORATE  BONDS  denominated  i 
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:  i  ©TO02  GMAC.  All  Rightelfeservecl  Insurance  coverage  is  rWavailable  in  all  states.  Contact  GMAC  Insurance  for  details. 


Imagine  owning  the  truck. 
(Along  with  a  new  car.) 


Imagine  owning  the  house. 
I  And  the  other  house  on  the  lake.) 


marine  a  company  where  you  can  get 
insurance  for  all  four. 


* 


Imagine  the  peace  Oj 
rorn  making  soundi 


that  comes 
ons 


agine  a  company^^HHKHjHBicitfr  power 
>fover  $200  billion  to  help  you  do  iy.Uk 


& 


■1^N»- 


GMAC  Financial  Services 

CM  AC  is  a  Wholly  Owned  Subsidiary  of  General  Motors: 

www.gniacfs.coin 


CM  AC  Financed  Services  •  GMAC  Bank  •  GMAC  Commercial  Finance  •  GMAC  Commercial  Mortgage  •  GMAC  Real  Estate 
GMAC  Global  Relocation  Servia  5  ■  GMAC  Insurance  ■  GMAC  Investments  •  GMAC  Mortgage  •  GMAC  Residential  Funding  Corporation 
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euros.  Look  for  big  ($1  billion  and  up) 
issues  of  either  U.S.  companies  or  large 
European  companies  with  stock  trading 
here.  Say  what  you  want  about  U.S. 
accounting  imbroglios;  American  stan- 
dards of  disclosure  are  far  better  than 
those  in  Europe.  You  want  to  buy  bonds 
of  a  company  with  decent  transparency. 
Also,  the  fortunes  of  European  compa- 
nies with  American  Depositary  Receipts 
are  easier  to  track. 

The  Ford  Motor  4.9s  of  2004,  yielding 
5.8%,  are  rated  BBB+,  and  the  IBM  5.4s  of 
2005,  yielding  4.6%,  are  rated  A+.  On  the 
European  side,  try  Unilever's  4.8s  of  2004 
(A+),  which  yield  4.1%. 

MUTUAL  FUNDS.  You  need  not  buy 
foreign  paper  directly.  Get  a  no-load  for- 
eign bond  fund  with  a  heavy  emphasis  on 
Europe.  The  American  Century  Interna- 
tional Bond  Fund,  which  has  60%  of  its 
portfolio  in  the  euro  zone,  runs  an  annual 
expense  ratio  of  1.11%.  It  is  up  14%  this 
year  and  has  a  ten-year  average  return  of 
5%.  Credit  quality  is  high  among  its  hold- 


ings: 75%  of  assets  are  in  AAA  bonds. 

Another  possibility  is  the  T  Rowe  Price 
International  Bond  Fund,  up  14.5%  this 
year  and  also  sporting  a  ten-year  average 
return  of  5%.  It,  too,  has  60%  exposure  to 
the  euro  zone  and  is  laden  with  good  cred- 


don't  use  leverage  at  all.  Back  up.yoij 
€125,000  future  with  $125,000  in  ten-y«[  < 
Treasury  bills.  A  1.5%  gain  in  the  eui 
would  then  have  the  effect  of  simply  rai 
ing  the  return  on  your  $125,000  stalls 
from  the  4.6%  available  on  T  bills 


1 

"In  a  postbubble  world  'Buy  America  is 
suddenly  seen  as  A  RISKY  ALTERNATIVE. 


its — 58%  are  AAA.  The  T  Rowe  fund,  with 
a  0.95  expense  ratio,  is  slightly  less  costly 
than  American  Century's. 

FUTURES  CONTRACTS.  These  have 
the  virtue  of  being  traded  right  here  at 
home,  in  full  public  view,  on  the  Chicago 
Mercantile  Exchange.  If  you  are  a  gam- 
bler, you  can  get  a  big  charge  out  of 
futures  contracts,  which  are  available  on 
leverage  as  high  as  66-to-l.  Meaning:  A 
1.5%  move  in  the  currency  would  have 
you  either  doubling  your  stake  or  being 
wiped  out. 

If  you  are  an  investor,  not  a  gambler, 


Tie 

no 

eei 


6.1%.  Each  hundredth-of-a-cent  move  i|ws 
the  value  of  the  euro  adds  or  subtract  w 
$12.50  from  your  futures  position's  value' ^ 

Typical  commission  cost  on  a  $125,0C 
future  is  $10  to  $50.  Hidden  from  view: 
bid/ask  spread  that  might  cost  you  $15  or 
way.  Bear  Stearns'  Byers  suggests  buy 
the  nearest  contract  (they  expire  quarterly 
and  rolling  over  into  the  next  one.  By  buyj 
ing  a  longer  contract  you  can  reduce  trans 
action  costs,  but  be  careful  and  use  a  stop! 
loss     order.     Trading    volume     thinal 
dramatically  the  longer  you  go  out,  so  yoi| 
risk  getting  killed  on  the  spread. 
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/  Turn  people  on  and  maximize  the  performance  of  any  group  or  business 
/  Build  a  can-do  attitude  and  generate  high  levels  of  enthusiasm 
/  Bring  a  team  together  and  help  them  achieve  extraordinary  results 


This  book  is  sure  to  inspire  readers  and  renew  their  belief  in   the  limitless 
potential  of  people  to  achieve  what  they  set  their  hearts  on  doing." 

-  Ken  Blanchard,  coauthor,  I  be  One  Minute  Manager 


MAKING 

HORSES 

DRINK 


A  HORSE  TO  WATER 


"  Li 


How  to  Lead  and  Succeed  in  liusim^ 
AUX  H1AM 


Cloth.  $19.95/  ISBN:  1  891984-50-0 


AVAILABLE  AT  ALL  FINE  BOOKSTORES  AND  ONLINE  AT     BAMM^COM 


BOOKSAMILLIOH.COM 


Ep 

tnlrepreneur 
Press 


. 


/ 


150  Exhibits  •  150  Workshops  •  5  Special  Panels  •  50  Speakers 


Attend  an  Extraordinary 
Investor  Gathering— Absolutely  FREE! 

October  23-26,  2002  •  Hilton  New  York 


*e  New  York  Money  Show  is  a 

ique,  one-stop  educational  resource 
everything  relating  to  investing, 
economy,  and  your  money, 
ether  you  are  an  experienced 

restor,  or  just  developing  your 

•estment  skills,  you  belong  at 

e  Money  Show. 
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earn  and  Profit  from 
he  Collective  Advice 
>f  America's  Most 
|  lespected  Advisors... 


Rudolph  Giuliani 

Former  Mayor  of 
New  York  City 
Leadership  in 
Difficult  Times 

Ralph  Acampora 

Director  of  Technical  Research 
Prudential  Securities,  Inc. 
The  Fourth  Mega  Market 


Mary  Farrell 

Managing  Director 
UBS  Warburg/ 
UBS  PaineWebber 
Investment  Strategy 

Ned  Riley 

Chief  Investment  Strategist 
State  Street  Global  Advisors 
Investment  Si  Economic 
Outlook  for  2003 

Arnaud  de  Borchgrave 

President  and  CEO 
United  Press  International 
Clash  of  Civilization— or 
New  World  Order? 

...and  many  more! 

Speakers  and  topics  subject  to  change 

i  Association  with 


Returning  to 
New  York 


The  New  York 


MONEY f J SHOW 

In  Association  with  Forbes 

October  23-26,  2002 

Hilton  New  York 


LEARN  new  &  profitable  strategies — 
150  educational  workshops  provide  insight 
into  investing,  market  analysis,  &  much  more 

MEET  other  investors  and  over  50  world-class 
advisors,  analysts,  newsletter  editors,  portfolio 
managers,  and  professional  traders  who  will 
share  their  knowledge,  wisdom,  and  experience 

COMPARE  products  &  services  from  150 
exhibits  of  top  mutual  funds,  money  managers, 
online  services,  trading  tools,  is.  advisories  in 
the  investor's  mega-marketplace 

COLLECT  hundreds  of  dollars  worth  of  valuable 
investment  advisories.. .ABSOLUTELY  FREE! 

EXPERIENCE  product  demonstrations,  in 
Showcase  Theater  presentations,  and  many  other 
stellar  opportunities  to  LEARN,  NETWORK, 
AND  PROFIT! 


Louis 

Rukeyser's 
Superstar 
Event* 


Thursday,  October  24 
12:35  pm- 2:20  pm 


Louis  Rukeyser 

America's  Favorite 

Economic  &  Financial 

Commentator 


Louis  Rukeyser  is 

America's  favorite  economic 
and  financial 

commentator —  and  much 
more:  its  best  loved  and  most  respected  adviser 
on  the  entire  political-economic-financial  scene. 
Be  there  as  Lou  appears  LIVE,  first  delighting 
you  with  his  own  uniquely  wise  and  witty 
opening  remarks — and  then  turning  his  legendary 
interviewing  talents  to  an  all-star  panel,  grilling 
them  on  their  forecasts  for  2003. 

Gain  Lou's  unmatched  insights,  plus  the  word  on 
precisely  where  these  Wall  Street  superstars  see 
the  best  profits  in  the  months  ahead!  Panelists 
include:  Ralph  Acampora,  Prudential  Securities; 
Joe  Battipaglia,  Ryan,  Beck  &  Co,  LLC; 
Mary  Farrell,  UBS  Warburg/UBS  PaineWebber; 
Mike  Holland,  Holland  &  Company,  LLC;  and 
Barbara  Martin.  Gabelli  Asset  Management. 

S69  per  person,  pre-registered  price 
includes  a  light  lunch. 


Town  Hall  Meeting  with 
Steve  Forbes 

Hosted  by  Jim  Michaels 

Thursday,  October  24  •  7:30  am  -  8:30  am 
The  US  Economy— What's  Next?' 


James  Michaels 


Join  widely  respected  economic  prognosticator,  editor-in-chief,  and  former 
Presidential  candidate  Steve  Forbes,  for  breakfast  and  a  lively  question-and- 
answer  session  in  a  town  hall  meeting  format  to  discuss  the  current  and  future  state  of 
the  US  economy. 

Forbes'  editor  emeritus  and  group  vice  president-editorial,  James  Michaels, 

recently  named  as  "one  of  the  ten  outstanding  business  journalists  of  the  20th 
century,"  will  be  hosting  and  facilitating  this  town  hall  meeting  discussion.  So  take  a 
card,  write  down  your  question,  and  enjoy  the  insightful  and  entertaining  discussion 
that  follows. 

$59  per  person,  pre-registered  price,  includes  a  continental  breakfast. 


For  a  FREE  brochure  or  to  register,  call 
800/970-4355  or  visit  www.moneyshow.com 

Mention  priority  code  001355  for  FREE  admission. 
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Biogen's 

James 

Mullen: 

Avonex 

isn't  all. 


Biopipeline 

IN  TWO  YEARS  THE  AMERICAN  STOCK  Ex- 
change Biotech  index  has  collapsed  60%.  One 
of  the  resulting  bargains,  says  Larry  N.  Feinberg, 
managing  partner  of  health  care  hedge  fund  Or- 
acle Partners,  is  BlOGEN  (Nasdaq:  BGEN).  Stock 
in  the  veteran  firm  (founded  1978)  has  dropped 
a  third  since  May,  to  $32.  The  problem:  concern 
about  Avonex,  an  injectable  multiple  sclerosis 
drug  that  makes  up  almost  all  of  Biogen's 
$  1  billion  annual  revenues.  There's  a  new  com- 
peting drug  just  out  called  Rebif  from  Swiss 
biotech  outfit  Serono,  which  has  teamed  up  with 
pharmaceutical  marketing  powerhouse  Pfizer. 
While  Avonex  sales  haven't  been  hurt  much  yet, 
investors  fear  they  will  be. 

Investors  are  overreacting.  Historically,  says 
Feinberg,  heavily  marketed  new  entrants  help 
all  the  drugs  in  a  category — and  the  multiple 
sclerosis  market  is  still  poorly  penetrated. 


More  important,  he  notes,  is  Biog 
impressive  pipeline  of  new  drugs,  driven 
strong  R&D  spending  under  James  Mullen, 
chief  executive.  Prominent  among  these  dr 
is  Amevive,  a  remedy  for  severe  psoriasis, 
autoimmune  disorder  that  causes  scaly  rash 
7  million  Americans  (see  FORBES,  July  f 
p.  208).  There  are  few  good  treatments  availa' 
today.  Feinberg  projects  $500  million  to  $1 1) 
lion  in  peak  sales  for  the  drug,  which  recen 
got  a  Food  &  Drug  Administration  advise] 
panel's  okay  and  could  garner  final  approval 
year-end.  Biogen's  other  big  drug  in  develo 
ment  is  Antegren,  also  for  M.S. 

At  20  times  trailing  earnings,  Biogen  is  r 
atively  cheap.  If  Wall  Street  fails  to  bolster  t 
shares,  Feinberg  sees  them  getting  snapped  I 
for  a  big  premium  by  a  product-hungry  gia 
like  Johnson  &  Johnson.      — Robert  Langrt 


Printer  Power 

HEWLETT-PACKARD'S  MERGER  WITH  COM- 
paq  may  not  be  Carly's  folly  after  all. 
Yeah,  the  combined  company's  first-half 
sales  are  down  an  estimated  15%,  to  $38 
billion,  and  the  stock  since  the  April 
merger  is  off  a  third,  to  $12.  Yet  despite 
all  the  trash  talk 
about  the  deal,  Chief 
Executive  Carleton 
Fiorina  might  be 
right  in  creating 
the  new  company 
(NYSF.:  HPQ). 

Let's  pretend  the 
high-tech  Goliath's 
much-maligned  PCs,  servers  and  storage 
products  are  worth  nothing.  That  leaves 
the  thriving  printer  business  ($19  bil- 
lion in  sa!  ■■  the  I  ist  12  months,  down 
3%)  and  a  pile  ol  cash.  Rival  Lexmark, 
with  $4.2  billion  in  sales  for  the  12 
months  traili  nter- 

prise  value,  or  Using  that 

multiple,  ill''-  s  is  worth 

)illion.  Add  billion  in 

cash     ubtractth  debt,  and 

the  stripped  dov  \  alue  is 


only  a  little  shy  of  its  market  cap. 

In  reality  the  rest  of  the  company, 
with  75%  of  sales,  is  certainly  worth 
something.  Ergo,  HP  is  undervalued,  even 
though  its  28  P/E  seems  high.  Deutsche 
Bank  analyst  George  Elling  argues  now's 
the  time  to  buy  HP.         — Daniel  Kruger 

Malone  Math 

SO  MEDIA  STOCKS  STINK?  WELL,  DON'T 
bet  against  John  Malone.  His  liberty 
media  is  a  steal  to  Robert  Routh,  analyst  at 
Arnhold  8c  S.  Bleichroeder,  who  says  Lib- 
erty (NYSE:  L)  is  worth  twice  its  $8  price. 
Here's  the  math:  Malone's  holding 
company  owns  $22  billion  in  shares  of  gi- 
ants like  AOL  Time  Warner  and  Sprint  PCS, 
plus  another  $29  bil- 
lion in  stakes  of  pri- 
vate companies.  After 
subtracting  debt,  Lib- 
erty's net  assets  are 
worth  $45  billion,  or 
$17  a  share.  Also, 
Malone  has  wisely 
hedged,  such  as  the  $48  put  price  he  has 
on  58  million  AOL  shares  (market  price 
now.  $12).  — Christopher  Helman 


Discounted 

CHARLES    SCHWAB    CORP.     HAS     MAI 

strengths.  Yet  it'll  be  a  while  until  Schw 
(NYSE:  SCH)  recovt 


Stock  price 


0' 


K 


a 


from  the  bear  ma 
ket,  which  has  end 
three  decades  of  tc 
rid  growth  at  the  d 
count  broker. 
2001  sales  fell  25 fci 
and  earnings  72( 
For  2002's  first  six  months  sales  were  < 
another  7%  and  net  income  4%. 

Despite  Schwab's  current  advice-driv 
ad  campaign,  net  new-client  assets  for  t 
recent  quarter  were  $1 1.5  billion.  Tha 
well  off  its  $18  billion-to-$24  billion  targ 
At  U.S.  Trust,  Schwab's  bank  for  the  we 
heeled,  net  new  assets  were  just  $600  m 
lion.  Compare  that  with  Merrill  Lyncl 
U.S.  Private  Client  division,  which  garner 
$4  billion  in  new  assets.  Schwab's  tradt 
volumes  for  the  quarter  were  off  12.4%. 
At  $10,  down  34%  this  year,  the  sto 
changes  hands  at  a  hard-to-justify  73  tin: 
trailing  and  32  times  expected  2002  ear 
ings.  Short  it  and  cover  at  $6. 

— C. 
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h  imagination,  good  tools  and  a  lot  of 
o\v  grease,  anything  is  possible.  =^^ 


have  to  rely  on  the  packaged  analysis  coming  from  Wall  Street. 


Other  times,  it  means  putting  our  heads  together.  To  manage 


vat  ion  is  more  than  a  buzzword  here.  It's  always  been  a  investments,  we  use  teams.  We've  found  that  better  ideas  come 

of  the  way  we  manage  investments.  In  1972,  our  founder  from  a  group  of  people  with  a  common  goal.  It  also  assures  that 

eered  the  use  of  software  to  identify  earnings  acceleration  our  mutual  funds  and  other  investments  are  managed  with  the 

;rns.  Today,  this  is  reflected  in  our  proprietary  database  disciplined,  long-term  approach  that  has  been  our  hallmark 


tracks  the  earnings  of  16,000  companies  worldwide  for  our 
vth  funds.  Sometimes,  it  means  thinking  independently. 


for  over  forty  years.  To  learn  more,  please  ask  your  financial 


advisor  or  visit  us  at  americancentury.com.  It's  easier  to  find 


example,  we  do  our  own  research.  Which  means  we  don't  companies  with  new  ideas  when  you  have  a  few  of  your  own. 


se  call  1-877-44-AMCEN  for  a  prospectus  with  more  complete  information,  including 
jes,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 
KwOntary  Investment  Services,  Inc.  ©2002  American  CentU) 
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Investment  Managers 


Portfolio  Strategy  Ry  Kenneth  L.  Fisher 

Four  Dangerous  Words 


IN  SHIFTING  LAST  MONTH  FROM  BEARISH  TO  BULLISH  I  WAS 
clearly  too  early.  But  I'm  content.  Investors  are  fearful.  Many 
folks  foresee  a  foul  future.  Few  fathom  fantastic  returns.  In 
my  30-year  investment  career,  and  in  the  history  I've  stud- 
ied, such  times  have  always  rewarded,  if  not  immediately, 
then  before  many  months  pass. 

When  I  point  out  that  this  bear  market  has  been  the  longest 
(and  second  biggest)  since  World  War  II,  I'm  lectured  by  folks 
who  never  foresaw  this  bear  market  yet  who  now  cite  many  well- 
publicized  reasons  that  the  bottom  isn't  here  yet.  I  like  that.  They 
cite  causality  that  was  never  valid  and  the  reasons  it  will  be  dif- 
ferent this  time. 

Note  John  Templeton's 
legendary  phrase  that  the 
world's  four  most  dangerous 
words  are:  "It's  different  this 
time."  It  never  is.  It  just  feels 
that  way.  At  and  around  bot- 
toms people  clutch  at  ghoul- 
ish visions  while  praying  to 
craven  mythology  that  never 
was  realistic. 

This  time,  for  example, 
many  cite  the  market's  high 
P/E,  fretting  further  that  it  is 
higher  now  than  in  early 
2000.  All  true — and  normal. 
The  market's  P/E  usually  is 
higher  at  a  bear  market  bot- 
tom than  its  prior  peak 
because  as  a  rule  earnings  disappear  faster  than  stock  prices. 

Counterintuitive,  but  history  shows  there  is  simply  nothing 
about  P/E  levels,  cut  any  way  you  want,  to  help  predict  market 
tops  or  bottoms,  or  market  levels  several  years  out.  That  we 
believe  otherwise  is  mythology.  If  you  want  more  on  this,  see 
my  Fall  2000  Journal  of  Portfolio  Management  article  (co-written 
with  Meir  Statman),  "Cognitive  Errors  in  Market  Forecasts." 
Nor  does  finance  theory  suggest  the  P/Es  should  be  predictive. 
Theory  would  have  you  flip  it  on  its  head,  as  an  E/P,  the  earnings 
yield,  and  compare  that  with  interest  rates.  Hereto,  nothing 
much  is  revealed.  For  example,  the  E/P  divided  by  the  90-day 
T  bill  rate  :s  boi  ingly  in  the  middle  of  its  historic  range. 

P/J  s  .t  around  bottoms  and  thereafter  because 

of  all  the  w        I  iw  n  v  ( onvct'y  calculated,  the  market's  highest 

nd  1         I  hive  of  the  five  best 
times  to  buy  in       Last  :en 

Iks w  uvs  t>>  slow  down  before  the  mar- 

ket 1. 1  m  rl     !  thai  <v.i\  so  it  won't  now. 

Moi  lals  I    |  top  a  hull  mar- 


Price/earnings 

ratios  look  too 

high?  The  market's 

highest  P/Es  ever 

were  in  1920, 1932 

and  1982,  three  of 

the  five  best  times 

to  buy  in  the  last 

century. 
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ket?  No.  We've  been  here  bef< 
just  not  recently. 

Investors  fear  terrorists  a 
war.  Nothing  new  here.  At  a 
Nuclear  war?  Old  idea.  The  la 
time  around  we  were  worri 
about  the  Soviets — and  didr 
know  that  they  lacked  t 
thrust  power  to  hit  us.  But  v 
know  the  rogue  states  lack 
Dirty  bombs?  They  were  alwa 
possible.  No  one  says  the  trut 
that  the  terrorists  we  so  fear  are  amazingly  incompetent.  J 
they  got  one  lucky  strike  on  us.  Name  one  thing  they  do  wt 
that  threatens  us.  Just  ghoulish  visions.  If  all  the  globe's  suicic 
bombers  targeted  only  American  shopping  malls  from  n 
on,  we  should  rationally  be  much  more  frightened  of  ov 
drunk  drivers. 

I  see  very  nice  returns  in  2003  and  2004.  The  question  i 
Exactly  where  is  the  bottom?  Most  folks  now  say  later  rathi 
than  sooner,  so  I  suspect  it  will  be  sooner.  A  bull  market  no 
would  surprise  more  investors  than  a  bad  market.  And  if  I'lj ', 
wrong?  You'll  pay  a  small  penalty  for  being  a  little  too  early,  bi]  ( 
someone  who  buys  a  little  too  late  will  pay  the  same  penalt 
Both  sides  of  the  bottom  of  a  "V"  look  pretty  similar  6  to  lf( 
months  later.  Buy  stocks  like: 

Rayonier  (48,  RYN,  www.rayonier.com),  a  great  forest  proc 
ucts  company.  Then  take  a  summer  vacation.  Fly  to  Seattl 
drive  the  Olympic  Peninsula.  Visit  the  Poison  Museum  i 
Hoquiam  and  buy  a  book  on  forest  management.  Read  at  nigh 
Drive  during  the  day.  See  some  of  the  2  million  acres  you  ow 
via  Rayonier.  You'll  feel  better  about  owning  stocks.  Rayonu 
sells  for  six  times  cash  flow  (in  the  sense  of  net  income  pit 
depreciation  and  amortization)  and  offers  a  3%  dividend  yiek 

Then  fly  to  Atlanta;  drive  to  Florida.  Eat  along  th|» 
way  at  an  outlet  of  Ryan's  Family  Steak  Houses  (12,  RYAI 
www.ryansinc.com).  You  can  find  the  chain's  325  locations  ol! 
the  Web  site.  You'll  feel  great  about  your  steaks  and  your  stock 
and  you  will  see  lots  more  Rayonier  timberland  on  your  drivt 
Ryan  sells  for  70%  of  annual  revenue  and  12  times  earnings- 
and  a  meal  costs  about  seven  bucks. 

Buy  Regency  Centers  (30,  REC,  www.regencyrealty.com),  a  res 
estate  investment  trust  that  owns  property  in  21  states.  Yo 
might  come  across  one  of  Regency's  shopping  centers  while  o: 
your  Washington  or  your  Georgia  drive;  again,  the  Web  will  te 
you  where  to  look.  The  dividend  will  start  out  at  6.8%  of  you 
purchase  price  and  should  grow  moderately  for  years.  I 
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Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager. 
Visit  his  home  page  at  www.forbes.com/fisher. 
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Oregon 


Per  Capita  income  By  County 


$0-$14.999 
$15.000-$19.999 
$20,000-$24.999 
$25,000  &  UP 


General  State  Indicators 
Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 

Initial  Unemployment  Claims-Jan  2002 

Civilian  Labor  Force-Jan  2002  (Ths.) 

Non-Agricultural  Employ. -Jan  2002  (Ths.) 

Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD) 

Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001 


—  XV 

JN\     Economy. 

com 

12-Month 

12-Month 

State 

Change 

National 

Change 

3,472.9 

+1% 

284,796.9 

+  1% 

124.5 

+4% 

9,332.3 

+  1% 

2,117.4 

-23% 

164,895.6 

-14% 

21,433.9 

+24% 

1,460,387.1 

+  18% 

1,563.8 

+21% 

41,834.2 

+  19% 

7.1 

+71% 

6.3 

+34% 

52,125.0 

+47% 

2,660,722.0 

+  18% 

1,798.2 

0% 

141,074.0 

0% 

1,5947 

-2% 

129,217.0 

-1% 

19,955.0 

+9% 

115,139.0 

0% 

276.6 

+6% 

193.7 

+7% 

son's  Featured  Business 
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Tripwire,  Inc. 
Portland,  OR 


a  Integrity  Assurance  Company 
of  the  attention  commanded  by  computer 
issues  focuses  on  intrusion:  firewalls,  virus 

and  other  tools  for  detecting  unauthorized 

)  the  network.  Experts  look  for 

bihties  and  ways  to  close  and 

he  perimeter.  The  assumption  is 

itrusions   are   malicious   and 

are  external.  In  other  words,  the 

s  on  protecting  against  outside 


Tripwire-  Essential  to  a  Layered  Security  Strategy 

Trust  in  the  network  begins  with  the  certainty  that 
you're  starting  from  a  known  good  state.  Tripwire's  data 
integrity  assurance  software  establishes  a  baseline  by 


Tripwire  in  a  layered  security  strategy 


Firewall/ 
Network 


Log  Analyzer/  ^^^ 
Anti-virus         Data 
Integrity 


Internet 

e  this  approach  is  valuable  and, 
,  mandatory  for  protecting  digital 
it  doesn't  protect  against  data 
damage  occuring  from  the  inside 
:o  accidental,  malicious  or  simply 
vn  activity.  It  doesn't  let  you  know 
i\\  your  best  perimeter  defenses 
stwork  security  policies  have  been  breached.  It 
t  establish  the  state  of  data  at  rest  and  enable 
'estoration  of  the  baseline  if  undesired  change 

original  idea  of  a  "secure"  perimeter  is  no 
enough.  Assets  need  to  be  monitored  or  managed 
jgrity  in  order  to  ensure  that  core  data  is  safe. 

lyered  Security  Approach 

irder  to  address  both  internal  and  external 
s  to  a  network,  a  complete  security  strategy 
I  be  layered.  This  kind  of  strategy  can  be 
J  to  fully  securing  a  house.  For  example,  you 
Dk  your  doors  and  windows  and  turn  on  alarms, 
you've  accidentally  knocked  a  hole  in  the  wall 
hosting  a  guest  who  secretly  causes  problems 
rfifhin,  locks  and  alarms  alone  won't  adequately 
tyou. 


Authentication/ 

Authorization/ 

Administration 

Perimeter-Focused  Security  Layers 


Employees  and 
Trusted  Third  Parties 


Tripwire  detects  internal  and  external  threats, 
malicious  or  accidental  in  nature. 


taking  a  'snapshot'  of  data  in  its  desired  state.  It  detects 
and  reports  changes  to  the  baseline,  whether  accidental 
or  malicious,  from  outside  or  within.  By  immediately 
detecting  changes  from  the  baseline,  Tripwire®  software 
can  trigger  fast  remediation  and  help  avoid  the  necessi- 
ty of  having  to  rebuild  servers,  firewalls,  routers  or  other 
network  devices  from  scratch. 

In  this  way,  Tripwire  software  provides  the  foundation 
for  data  security  and  ensures  a  safe,  productive,  stable 
IT  environment.  Tripwire  software  detects  change, 
whether  accidental  or  malicious,  from  outside  or  within, 
and  is  the  only  way  you  can  know  for  certain  that  your 
data  is  safe  and  your  systems  remain  uncompromised. 
Tripwire  software  is  an  extremely  flexible  solution  and 
can  be  used  for  a  variety  of  applications,  including: 
intrusion  detection,  file  integrity  assessment,  damage 
discovery,  chan»e/configuration  management,  system 
auditing,  poi'    compliance  and  data  forensics. 
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Tripwire  is  also  used  to  provide  the  foundation  for  a 
well-rounded  security  policy  complementing  other  secu- 
rity tools  that  lack  integrity  assurance  functionality. 
Tripwire  "guards  the  guard"  to  ensure  that  other  security 
products  that  are  in  place  have  not  been  compromised, 
which  could  potentially  allow  for  an  attacker  to  penetrate 
your  network  infrastructure. 

Security  solutions  and  IT  environments  without  data 
integrity  assurance  are  like  buildings  without  founda- 
tions. With  Tripwire  software  as  the  foundation  of  your 
infrastructure  security  strategy,  you  can  rest  assured 
that  your  servers  and  other  network  devices  operate  at 
maximum  efficiency  and  safety.  Keep  business  running 
as  usual.  Insist  on  data  integrity  assurance  solutions 
from  Tripwire. 

Contact: 

Tripwire,  Inc. 

326  SW  Broadway,  3rd  Floor 

Portland,  OR  97205 

1-800-TRIPWIRE 

www.tripwire.com 
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Per  Capita  Income  By  County 


$0-$19,999 
$20,000-$24,999 
$25,000-$29,999 
$30,000  &  UP 


General  State  Indicators 

Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 
Initial  Unemployment  Claims-Jan  2002 
Civilian  Labor  Force-Jan  2002  (Ths.) 
Non-Agricultural  Employ. -Jan  2002  (Ths.) 

Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD) 
Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001 


State 

a4,501.1 
1,319.6 

24,432.6 

144,924.1 

5,802.1 


6.7 

339,820.0 

17,429.0 

14,511.8 


10,549.0 
227.2 


12-Month 
Change 

+1% 

+2% 

-26% 

+  10% 

+28% 


+29% 

+45% 

+2% 

0% 


-26% 
+  10% 


National 

284,796.9 

9,332.3 

164,895.6 

1,460,387.1 

41,834.2 


6.3 

2,660,722.0 

141,074.0 

129,217.0 


115,139.0 
193.7 


12-Moi 
Cham 

+ 
+ 

-14 
+18 
+19 


+34 
+  18 
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Caspian  Group,  Inc. 
San  Francisco,  CA 


Caspian  Group  of  San  Francisco,  CA,  has  spent  the 
past  five  years  delivering  a  combination  of  information 
technology  consulting,  integration  and  outsourced 
services  to  its  clients.  The  end  result  has  been  a 
steady  growth  from  just  a  few  employees  to  over  120, 
even  in  a  recession  that  has  severely  hit  IT  profes- 
sional services  firms  of  all  sizes.  The  secret  to 
Caspian  Group's  success  has  been  its  decision  to 
focus  less  on  the  Web  and  more  on  IT  management 
fundamentals. 
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Delta  Dental  Plan  of  California,  the  state's  largest 

dental  insurer  with  2,500  employees,  is  a  Caspian 

Group  success  story.  By  investing  time  to  understand 

D^lta  Dental's  business  and  IT  challe.ng.-i,  Ca:  pian 

'"as  able  to  lower  the  company's  IT  opeio  ig 

-'  tems  avail 

Ct  99       Recently. 

.-ear  contract  with 


a  iership,"  says  Delta  De 

Pi  lorry  Holcombe.  "It's  not  rea- 

that  every  organization  can  be 


expert  in  every  area.  We  know  a  heck  of  a  lot  about 
administering  dental  benefit  programs.  At  the  same 
time,  Caspian  Group  really  knows  how  to  improve  and 
manage  IT  operations,  especially  under  difficult 
circumstances." 

Now  Caspian  Group  is  looking  to  focus  its 
enterprise  expertise  on  the  IT  problems  of  small  to 
medium-sized  companies.  These  organizations  have 
many  of  the  same  technology  concerns  and  IT 
management  issues  of  larger  companies,  but 
nowhere  near  the  same  IT  budgets  or  staff.  Caspian 
Group  has  picked  up  on  a  trend  identified  by  Gartner 
Dataquest,  the  Stamford,  CT-based  research  firm, 
which  noted  in  a  recent  study  that  small-  to  medium- 
sized  companies  are  being  underserved  in  the  IT 
outsourcing  industry. 

"An  IT  staff  of  a  few  people  is  never  going  to 
embody  enough  of  the  specialized  knowledge  neces- 
sary to  address  all  the  complexities  of  an  IT 
infrastructure  of  a  growing  company,"  says  Caspian 
Group  founder  and  Chief  Executive  Officer  Nariman 
Teymourian.  "They  are  facing  a  sort  of  IT  'chasm.' 
They  need  the  IT  functionality  and  performance  of  a 
large  conpany  but  don't  have  the  resources.  We  can 
provide  IT  outsourcing  at  an  enterprise  level  . 

and  at  a  price  that  is  feasible  for  them."        oo^UaIX^^ 

By  providing  a  new  type  of  IT  outsourcing 
model,  Teymourian  says,  Caspian  Group  can  shift  its 
customers'  IT  expenditures  from  a  fixed  cost  to  a  vari- 
able cost,  creating  tax  advantages.  "It's  a  pay-as- 
you-go  model,"  he  says.  "We  focus  on  providing 
infrastructure  from  the  desktop  to  the  network  at  a 
per  user  per-month  cost.  It  essentially  removes  the 
element  of  heavy  infrastructure  investment."  In  this 
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way,  Caspian  Group  can  help  small-  to  medium-sized  r 
companies  manage  their  IT  costs  whether  they  are 
growing  rapidly  or  downsizing  their  staff.  "We  under- 
stand the  need  for  both  upward  and  downward 
scalability  when  managing  IT,"  Teymourian  says. 

Caspian  Group's  strategy  for  attracting  new 
customers  begins  with  a  no-cost,  in-depth  needs 
assessment.  The  goal  is  to  identify  the  appropriate ,  ^ 
level  of  IT  infrastructure,  performance  and  spending,  s 
which  can  often  reduce  a  client's  total  cost  of 
IT  ownership.  "We  believe  this  is  an  IT  model  that  fa 
cuts  across  every  industry,"  Teymourian  says. 
"Our  outsourcing  model  will  provide  the  infrastructure 
and  services  that  will  help  our  clients  cross  the 
IT  'chasm.'" 
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Contact: 

Sam  Kang,  VP,  Marketing  and  Business  Development 

415-974-7033 

www.caspiangroup.com 
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Washington 


Per  Capita  Income  By  County 


$0-$19.999 
$20.000-$21.999 
$22.000-$25.999 
$26,000  &  UP 


General  State  Indicators 

Total  Residential  Population-2001  (Ths.) 
Gross  State  Product-2001  (Bil.  $) 
Total  Exports-Q4  2001  (Mil.  $) 
Personal  Bankruptcies-Q4  2001 
Business  Bankruptcies-Q4  2001 

Labor  Indicators 

Unemployment  Rate-Jan  2002 
Initial  Unemployment  Claims-Jan  2002 
Civilian  Labor  Force-Jan  2002  (Ths.) 
Non-Agricultural  Employ. -Jan  2002  (Ths.) 

Construction  Indicators 

Total  Residential  Permits-Jan  2002  (YTD) 
Freddie  Mac  Mortgage  Home  $  lndex-Q4  2001 
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12-Month 

12-Month 

State 

Change 

National 

Change 

5,988.0 

+1% 

284,796.9 

+1% 

198.4 

+1% 

9,332.3 

+1% 

8,537.6 

+1% 

164,895.6 

-14% 

36,379.1 

+  19% 

1,460,387.1 

+18% 

741.5 

0% 

41,834.2 

+  19% 

8.2 

+32% 

6.3 

+34% 

72,557.0 

+25% 

2,660,722.0 

+  18% 

3,004.5 

0% 

141,074.0 

0% 

2,612.0 

-2% 

129,217.0 

-1% 

2,484.0 

-24% 

115,139.0 

0% 

267.2 

+6% 

193.7 

+7% 

shington's  Featured  Business 


BCG.  Inc.  is  an 
industry  leader  pro- 
viding integrated  IT 

s  that  improve  efficiency  and  profitability  BCG 

lients  select  a  clear  path  among  the  diverse  IT 

s  available  and  accelerates  the  return  on  invest- 

:0I)  while  reducing  total  cost  of  ownership  (TCO). 

ializing  in  server  and  storage  network  solutions. 

irks  with  partners  who  provide  a  broad  range  of 

re.  software 

vice  solutions 

nize  and  pro- 
organization's 

dge.  resources 

sets.  BCG  also 
a   set   of 

tion  tools  to 

ritical  IT  deci- 
)ased  on  solid 
tative  analysis 

and  TCO. 

ly,  many  com- 

,  grapple  with 

me  fundamental  IT  issues.  As  IT  demands  esca- 

ramatically,  so  also  does  confusion  about  the  IT 

s  available. 

key  trends  fuel  this  crisis.  First,  data  plays  an 
ding  and  increasingly  critical  role  in  an  organiza- 
life.  Data  storage  capacity  is  exploding,  driven  by 
icreasing  cost  of  storage  and  server  platforms  and 
creasing  value  of  data.  The  U.C.  Berkeley  School  of 
lation  Management  and  Systems  reports  that  the 
nd  for  data  storage  capacity  this  year  will  exceea 

petabytes— more  than  eight  times  the  capacity 
ed  four  years  ago — and  is  projected  to  triple  every 
jars. 


Distributed 
Storage 


The  second  trend  reflects  the  reality  of  current 
economic  conditions:  IT  budgets  shrink  while  IT 
demands  expand. 

Many  corporate  IT  infrastructures  have  been  built  on 
an  ad  hoc  basis.  As  a  result,  they  are  expensive  to 
operate,  have  limited  reliability,  and  are  underutilized 
due  to  poor  design. 

BCG  addresses  this  problem  by  focusing  on  server 
and  storage  network  consolidation  and  concentration. 

This  involves  replacing 
many  small,  distrib- 
uted computers  with 
a  few,  large  new  com- 
puters in  one  central 
location  resulting  in 
more  efficient  man- 
agement. 

In  a  typical  dis- 
tributed network  envi- 
ronment, processor 
utilization  is  only 
30%  and  storage 
utilization  is  less  than 


Server  Utilization 
Storage  Utilization 
%  Storage  Staff  Costs 


Open  SAN 


Improvement  Metrics  for  SAN 


50%.  The  shift  to  BCG's  consolidated  approach  often 
dramatically  increases  resource  utilization  while  simpli- 
fying management.  BCG  helped  one  client  significantly 
cut  its  operating,  maintenance,  and  software  licensing 
costs  while  increasing  IT  staff  utilization,  by  replacing 
65  older  servers  with  five  new  servers. 

The  next  step  in  the  consolidation  process  is  to  place 
all  corporate  data  into  a  stora.>e  aiea  network  (SAN), 
thereby  eliminating  individual  storage  pools,  where  any 
application  running  on  any  server  can  access  all  the 
corporate  data  if  required  and  allowed.  An  IT  adminis- 
trator can  typically  manage  400  %  morn  capacity  with  a 
SAN  than  with  direct  attached  storage.  The  final  step  is 
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to  cluster  a  few  large  servers  so  that  different  applica- 
tions can  be  hosted  on  a  single  server. 

Upon  installation  of  your  enterprise  solution,  our  on-site 
training  services  ensure  that  your  engineers  become 
proficient  at  maximizing  performance,  and  your  execu- 
tives understand  the  impact  and  benefits  of  storage  and 
server  consolidation  on  your  organizational  structure. 

BCG  clients  achieve  numerous  benefits  from  this  type 
of  storage  and  server  consolidation:  reduced  operating 
costs  and  backup  window,  increased  service  levels, 
improved  business  flexibility,  availability,  security,  scal- 
ability, staff  utilization  and  simplified  management. 
These  solutions  also  have  the  most  robust  ability  to 
deploy  disaster  recovery  or  business  continuance  plans 
by  replicating  data  off-line. 

According  to  BCG  President  Seth  Basken  "BCG's 
award  winning  team  helps  companies  implement  tech- 
nology solutions  that  not  only  achieve  their  IT  goals,  but 
also  improve  the  overall  bottom  line  of  their  business. 
BCG  delivers  the  products  and  services  that  best  meet 
their  total  business  requirements,  and  simplifies  the 
selection  process  by  applying  quantitative  evaluation 
tools  that  lead  to  clear  choices." 

Contact: 

Seth  Basker 

BCG,  Inc. 

1275  12th  Avenue  NW,  Issaquah  WA  98027 

425-391-5000 

info@bcginc.net 
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Information  Integration  for  Oncology  Care 


What  is  good  medical  practice?  This 
question  was  posed  by  Jones  and  Lee  in 
their  seminal  1933  paper  on  healthcare 
quality.  Their  answer  to  this  question,  while 
straightforward  in  retrospect,  laid  the  foun- 
dation of  what  is  quickly  becoming  the  holy 
grail  of  modern  healthcare.  They  outlined  the 
following  elements  of  good  medical  practice: 

•  It  must  be  rational  and  based  on 
medical  science 

•  Prevention  must  be  emphasized 

•  Lay  public  and  practitioners  must 
cooperate 

•  It  must  treat  the  individual  as  a  whole, 
and  focus  on  quality  of  life 

•  Social  welfare  and  other  services  must 
be  coordinated 

The  "macro"  workflow  of  oncology  - 
from  prevention  through  follow-up  -  is 
technology  intensive.  Screening,  for 
instance,  can  deploy  imaging  modalities 
such  as  mammography  or  computed 
tomography  (CT).  Diagnosis  and  staging  of 
cancer  also  rely  heavily  upon  various  imag- 
ing technologies,  such  as  ultrasound,  CT, 
magnetic  resonance  imaging  (MRI),  and 
positron  emission  tomography  (PET). 
Finally,  the  actual  treatment  of  cancer 
uses,  among  other  methods,  radiation 
therapy.  It  is  becoming  increasingly  evident 
that  basic,  technological-level  integration  is 
a  prerequisite  to  enable  the  integration  of 
information  and  knowledge. 


Proceeding  fi 
"micro"  work 
tion  integration  cat 


the 


example  of  rotation  i  n. 

process  that  requi ,i 
accurate  localization  a 
tracking    During  tl 
the  evict  ,      it;on  of 


position  with  respect  to  noncancerous 
surrounding  tissues  are  determined.  Next, 
radiation  is  prescribed.  This  includes  defin- 
ing the  radiation  dose  that  targets  the 
malignant  tissue  but  spares  healthy  'tis- 
sues. Extensive  volumes  of  information 
must  be  efficiently  exchanged  between 
the   various    imaging    and    treatment 


modalities.  This  has  been  made  possible 
only  recently  with  the  emergence  of  highly 
integrated  solutions  that  address  the  work- 
flow needs  of  various  stakeholders  in  the 
care  process  -  the  oncologist,  radiologist, 
therapist,  physicist,  nurse,  referring  physi- 
cian, and  patient.  This  recent  breed  of 
workflow  solutions  is  different  from  its 
preceding  generation  in  that  it  inherently 


allows  for  efficient  integration  -  thrqf 
common    software    platforms,    paj 
records  shared  across  functions,  com! 
user  interfaces  and  software  services.! 

Finally,  the  case  for  knowledge  inta 
tion  is  inherent  in  the  underlying  complq 
of  cancer  care,  and  the  vast  extent  of  I 
vant  knowledge  available.  Between  ' 
and  2001,  the  Institute  of  Medicine 
lished  three  reports  -  To  Err  is  Hun 
Crossing  the  Quality  Chasm  and  Ensut 
Quality  Cancer  Care.  One  of  the  underly 
recommendations  of  these  works  was! 
introduction  of  "systematically  develof 
guidelines  based  on  best  availa 
evidence  for  prevention,  diagnosis,  tri 
ment  and  palliative  care." 

Siemens  is  of  the  firm  conviction  1 
integration  is  not  an  afterthought.  It  cor 
tutes  the  very  basis  of  efficient  and  hi 
quality  cancer  care.  It  positively  imps 
outcomes  -  both  clinical  and  financ 
The  oncology  community  will  greatly  be 
fit  by  embracing  integration  as  a 
value"  by  which  to  assess  new  solutif 
on  the  horizon. 


Siemens  Oncology  Care  Systems 


AjH  Singh,  Ph.D. 


As  the  global  oncology 
business  headquarters 
for  Siemens  Medical 
Solutions,  Siemens  OCS 
is  a  leader  in  designing, 
manufacturing,  market- 
ing and  servicing  of  cancer  treatment 
systems.  Our  products  attest  to  the 
strength  and  commitment  of  Siemens 
to  oncology  disease  management, 
from  screening  and  diagnosis  through 
treatment  and  follow-up.  Siemens  is 
dedicated  to  making  a  significant  con- 
tribution to  the  treatment  and  cure  of 
cancer  and  to  providing  better  out- 
comes in  a  cost-sensitive  healthcare 
environment. 


OCS  President  Ajit  Singh,  I 
brings  broad  experience  in  the  field? 
both  IT  and  Medical.  "We  have 
strong  team  in  place  to  deve 
comprehensive  oncology  workfl 
solutions  that  will  redefine  the  work 
environment  for  oncology  clinicia 
The  future  of  healthcare  requires 
integration  of  medical  devices  v 
customizable  IT  solutions  from 
user-centric  point  of  view.  By  leverag 
the  power  of  Siemens  in  med 
imaging  and  IT,  we  are  able  to  prov 
innovative  solutions  for  healthc 
professionals." 


Contact:   Sandi  Lotter,  Media  Manager 
Concord,  CA  •  925-602-8017  •  www.SiemensMedical.com/oncoloi 
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Our  growing  collection  of  photos,  letters  and  news  clippings 
tells  a  remarkable  story.  Following  the  social  unrest  of  1992, 
John  Bryant  formed  Operation  HOPE,  an  organization 
committed  to  bringing  economic  literacy  and  empowerment 
to  the  underserved  people  in  the  Los  Angeles  area.  In  the 
decade  since,  some  five  hundred  low-income  homeowners 
and  business  owners  were  created,  over  $94  million  in  lending 
commitments  were  secured  and  more  than  87,000  inner-city 
youth  have  been  taught  the  basics  of  personal  finance. 

But  we  aren't  just  about  numbers.  We're  about  people.  For 
without  the  help  of  bankers,  teachers,  major  corporations 
and  local  businesspeople,  those  numbers  wouldn't  have  been 
possible.  People  giving  other  people  a  hand  up — not  a  handout. 
After  ten  years,  we're  just  getting  started.  But  if  our  scrapbook 
is  any  indication,  the  future  will  be  full  of  HOPE. 

To  get  involved,  visit  our  Web  site  at  operationhope.org. 
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Celebrating  a  decade  of  empowerment. 
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Fixed-income  Watch  By  Richard  Lehmann 

Bad  News  Buys 


FIXED-INCOME  MARKETS  ARE  HARDLY  IMMUNE  FROM 
the  economic,  political  and  social  currents  that  roil  the 
stock  markets.  The  two  markets  often  react  in  tandem 
rather  than  move  in  opposite  directions.  The  money- 
management  firms  that  run  most  of  the  world's  equity 
investments  also  trade  fixed-income  securities,  so  bad  news 
from  one  market  spreads  to  the  other  easily.  Result:  111  tidings 
on  a  company's  stock  often  translates  into  knee-jerk  price 
declines  for  its  bonds  and  preferreds. 

Today's  market  is  focused  on  negatives,  a  condition  we  can 
expect  to  continue  for  some  time  to  come.  Changes  in  account- 
ing will  depress  earnings  in 
2002.  The  accounting-rule 
changes   for  goodwill  will 
result  in  large  writeoffs  this  $tocks  hurfs 

year — a  shirt  that  will  im- 
prove all  future  earnings  but  pref e»TedS  and 
won't  do  much  to  help  now. 

In    addition,    Standard    &        bOJldS  Of  VG^  SOlid 
Poor's  has  come  up  with  its  .,    , 

own  stricter  definition  for  COmpanieS.  It  the 

operating  earnings,  which  will      damage  js  ^  f  ^j 
be  used  tor  calculating  its 


Bad  news  about 


the  fixed-income 

security  may  be  a 

real  bargain. 


stock  indexes;   the   overall 
effect  promises  to  be  negative. 

No  wonder  doomsday 
scenarios  are  all  the  rage.  The 
media,  politicians,  Securities 
&  Exchange  Commission  and 
attorneys  general  are  having  a 

field  day  maligning  corporate  accounting,  reporting  and  finan- 
cial analysis.  Expect  even  more  market-wounding  disclosures 
prompted  by  the  outside  auditors  who  now  feel  vulnerable  in 
the  aftermath  of  Enron.  Uncertainty  about  another  terrorist 
attack  and  the  possible  economic  fallout  remains. 

That's  why,  for  a  long  time  to  come,  stock  and  bond  price 
volatility  will  be  the  rule.  This  baleful  state  is  not  just  because  of 
the  financially  ignorant  who  are  panicking. 

The  markets  move  according  to  the  dictates  of  around 
10,000  asset  managers.  This  relatively  small  number  of  individ- 
uals with  similar  training  draw  instantaneous  conclusions  from 
a  body  of  information  that,  thanks  to  the  electronic  media,  is 
simultaneously  available  to  everyone,  often  in  real  time.  These 
managers  are  heavily  short  ten  i-oriented.  A  good  deal  of  their 
day-to-day  decisions  about  a  parti  ular  security  or  the  overall 
market  are  motivated  not  j  o  .    by  how  they 

expect  other  managers  to  rei  »iece  ofnews  tnis 

herd  mentality  is  foolish,  but  it  h 

In  broad  terms,  bonds  and  preferreds  hat 
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well  as  a  shelter  from  the  ston 
Our  model  portfolios  are 
from  4.2%  to  10.9%  year 
date,  while  the  S&P  500  is 
21%.  Some  individual  com 
nies,  however,  are  getting  unj 
tifiably  crucified. 

Unless  an  issuing  comp 
is  bound  for  Chapter  1 1,  such 
WorldCom,  it  is  silly  for  fixe 
income  investors  to  panic.  Th 
should  stop  and  review  wh 
they  own.  Bonds  and  preferreds  have  a  fixed  payout  and  usuall 
a  maturity  date;  both  of  them  need  only  for  the  company  tj 
survive,  not  prosper,  to  continue  paying  what  they  promised.  I 
spooked  investors  dump  bonds  or  preferred  issues  because  thj 
common  stock  has  lost  some  of  its  luster,  chances  are  thos| 
fixed-income  securities  are  now  a  good  buy.  No,  they  may  no 
recover  quickly,  but  they  are  paying  you  an  above-market  rate  cj 
return  while  you  wait. 

The  fallout  from  the  Enron  debacle  is  instructive.  I  prev 
ously  recommended  the  preferreds  of  Mirant,  Semco  a 
Teco  Energy  (Apr.  15  column)  after  their  preferreds  were  ovei 
sold  along  with  the  common  stocks.  Their  prices  got  ha 
mered  even  more.  Then  guess  what?  Moody's  and  S&P  did 
downgrade  them — or  in  the  case  of  Semco,  did  so  lightly  Bot 
torn  line:  They  are  still  attractive.  The  Mirant  Trust  I  preferred^ 
for  example,  which  I  recommended  at  $32,  is  now  down  tc 
$21  and  yields  13.4%.  Buy  more.  Teco  Energy's  9.5%  preferred 
was  selling  for  $26;  it's  now  $21.50  and  a  better  buy  with  i 
yield  of  10.9%. 

More  recent  examples  of  good  companies  tarred  with  th< 
Enron  brush  include  Duke  Energy  8.25%  convertible  preferred 
rated  A3/A  and  priced  at  $16.40  to  yield  12%.  Since  January  il 
has  lost  one-third  of  its  value.  More  fortunate  are  Consume! ! 
Energy  9%  preferreds,  rated  Ba2/BB,  priced  at  $22  to  yielc 
10.5%;  they're  down  just  12%  in  2002. 

Meanwhile,  the  WorldCom  meltdown  has  hurt  the  likes  ol 
Telephone  &  Data,  which  is  in  the  cellular  and  local  telephone 
business.  If  anyone  is  in  a  position  to  benefit  from  WorldCom's 
demise,  these  folks  are.  Its  7.6%  preferred,  rated  A3/A-,  priced  at 
$22.46,  yields  8.5%.  It  also  is  down  6%.  Finally  we  have  LaSalk 
Re  Holdings,  a  reinsurance  company  in  the  middle  of  a  claims 
dispute  with  the  owners  and  other  insurers  of  the  World  Trade 
Center.  It  has  an  8.75%  preferred,  rated  Bl/BB,  priced  at  $15 
to  yield  14.6%.  This  is  a  still  a  BBB-rated  company  that  will  pay 
its  obligations.  W 
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Visit  his  home  page  at  www.forbes.com/lehmann. 
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)U'RE  TIRELESS  IN  YOU 
IRSUIT  OF  MUTUAL  FUNDS 
ME  TO  TAKE  A  BREATHER. 


IsManager  Program*'-'  provides  you  w'rth  a  model  portfolio  of  mutual 

s  managed  for  you  on  an  ongoing  basis  by  experts,  based  on  your 

tment  objectives.  Let  our  money  managers  do  their  thing,  so  you  can  do  yours. 

'   >r  visit  Fidelity.  Because  you're  not  just  invested.  You're  personally  invested: M 


FIDELITY  FUNDSMANAGER  PROGRAM5 


PORTFOLIOS  MANAGED  BY  EXPERTS 
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One  man  defeated  tuberculosis. 

Surely  all  of  us  working  together  can  keep  healthcare  affordable. 


,  first  antibiotic  effective  against 


Insurers.  Drug  companies.  Hospitals.  Physicians.  Lawmakers.  Employers.  Consumers. 
!  need  to  work  together  to  keep  healthcare  affordable.  And  right  now,  the  BlueCross 
hield  system  is  leading  the  way. 

:'re  funding  research  to  uncover  the  real  drivers  of  healthcare  costs  and  we'll  share 

'■'■        teamed  up  with  the  Washington  Bus  roup  on  Health  to  launch 

I  [i  >sts  and  Solutions.  We're  working  with  others  to  support 

lcgi  Fective,  !ower-<  >st  generic  drugs  gi  'vet  when  they  should. 

Bci  ''ectivelj  n<  know  the  size  of  the 

challengi     Vt  healthcare  affo  da  le. 
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BlueCross  BlueShield 
Association 

An  Association  of  Independent 
Blue  Cross  and  Blue  Shield  Plans 
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By  adding  the  active  ingredient. 

Brand  after  brand  are  proving  that,  when  it  comes  to  connecting 
with  customers,  fostering  action  and  driving  sales,  Interactive  is 
the  active  ingredient.  And  that  the  more  Interactive  is  part  of 
your  mix,  the  more  you  increase  awareness,  preference  and 
purchase  intent.  Only  Interactive  provides  the  interaction  that 
sparks  brand  action. ..and  business  results.  Which  is  why  it's  a 
key  ingredient  in  your  brand's  success. 


INTERACTIVE.  It's  the  active  ingredient. 


Interactive 
Advertising 
Bureau 


For  the  complete  Palm  case  study  as  well  as  other  cases  and 
research  results,  visit  www.iab.net/activeingredient 

Screen  image  is  simulated.  ©2002  Palm.  Inc.  All  rights  reserved.  Palm  and  the  Palm  logo  are  trademarks  of  Palm.  Inc. 
or  its  subsidiaries.  Active  Ingredient  is  a  registered  trademark  of  Active  Ingredient- 
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300M 

Agile  performan.  H-|  by  a  High  Output  250  hp  V6 

engine  equals  301  ost  powerful  sports  sedan  in  its 

class'-with  per      i  --pension,  traction  control, 

and  four-wheel  ABS  ;LER  or  visit  chrysler.com 
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lo  sooner  have  you  mastered  wine,  than  here  comes  the  cheese  list.  Our  navigational  tip: 

Imports  are  great,  but  don't  write  off  the  domestics. 


BY  BRUCE  UPBIN 


^  ATtNG  CHEESE  AFTER  DINNER  HAS  BECOME  THE  HEIGHT  OF  FASHION.  ARTISANAL,  THE 
j    bustling  year-old  Manhattan  brasserie,  offers  diners  a  five-page  pamphlet,  with  most  of  its  250 
varieties  grouped  by  source:  cow,  goat,  sheep.  The  minicave  at  San  Francisco's  Jardiniere  rotates 
J  through  30  to  40  cheeses  for  any  given  night's  cheese  course. 

This  is  great  news  for  lactophiles  who  know  their  way  around  a  wheel  of  gubbeen  (a  semisoft  Irish 

ese,  from  the  Gaelic  gobm,  meaning  "small  mouthful");  but  intimidating  for  anyone  cheese-challenged. 

lr  selection  can  be  a  little  overwhelming,"  admits  Max  McCalman,  cheese  master  at  Artisanal  and  its  sis- 

estaurant,  Picholine.  He's  coauthor  of  the  helpful  new  book  The  Cheese  Plate  (Clarkson  N.  Potter,  2002). 

One  way  to  lessen 

fusion — and  flex  your 

riotic  taste  buds — is  to 

domestic.  Some  750 

esemakers  now  dot 

IS.,  according  to  the 
lencan  Cheese  Society; 
ucing  variations  on 

i  Old  World  stalwarts 
Camembert,  Gouda, 
and  cheddar. 
ough     Europe     still 

ces  better  cheese  over- 

U.S.  interpretations 

ge  from  good  to 
mned  impressive. 

N  lv  wife  and  I  decided 
stage  an  informal  Lact- 
'mpics.  Comparing 
rds  from  different  con- 

ents  may  be  unfair.  But  who  cares?  Wine  snobs  make  comparisons  all  the  time.  From  Artisanal's  cheese  cave, 
I  pulled  four  competing  pairs,  to  be  washed  down  with  a  bottle  of  1998  Domaine  Chandon  Pinot  Meunier. 

Round  One  pitted  a  Valencay  goat  cheese  (French)  against  a  Wabash  Cannonball  from  Judy  Schad's 
ats  in  Greenville,  Ind.  Much  as  we  liked  the  Hoosier's  dense  tanginess  and  groovy  name,  the  Cannonball 
is  blown  away  by  the  European's  pate-like  richness.  Next  up,  Camembert:  a  French  raw  cow's  milk  version 
rsus  a  sheep's  milk  cheese  from  Old  Chatham  Sheepherding  Co.  in  New  York  Both  were  soft  and  luscious- 
it  the  import  more  so.  In  Gouda,  an  aged  Dutch  variety  named  Roomano  went  up  against  the  pride  of  San 
iego,  a  Gouda  from  the  Winchester  Cheese  Co.  Though  nicely  caramelized  and  crunchy,  this  time  the  un- 
to* was  sjlfiply  outgunned.  Closing  ceremonies  pitted  a  blue  cheese  from  Great  Hill  Dair^in  Marion,  Mass. 
;ainsta  Tasmanian  called  Roaring  Forties  Blue.  The  cheese  from  down  under  proved  attractively  deviant, 
iffkeat  Hill  tasted  a  bit  too  much  like  salad  dressing.  Final  score:  World  3,  U.S.  1 .  F 


A  sampling  of  U.S.- 
made  artisanal  cheeses: 

Sally  Jackson's 
Sheep  Cheese 

Oroville,  Wash. 
Herbaceous.  Wrapped 
in  chestnut  leaves. 

Lively  Run  Cayuga  Blue 

Interlaken,  N.Y., 
Mild,  toasty.  Lightly 
veined  goat  cheese. 

Cowgirl  Creamery 
Red  Hawk 

Pt.  Reyes  Station,  Calif. 
Full-bore  triple  creme 
from  cow's  milk. 

Major  Farms' 
Vermont  Shepherd 

Putney,  Vt. 

A  nutty,  luscious 

sheep's  milk  cheese 

Winchester  Aged  Gouda 

Winchester,  Calif. 
Sharp  and  crunchy. 
Goes  great  with  port. 

Sontheim  Tilsit 

Powderhorn,  Colo. 
Semisoft.  With  a 
Bavarian  kick. 

Grafton  Village 
Cheddar 

Grafton,  Vt. 

Get  the  Classic  Reserve 
Extra  Sharp  (white). 
It's  phenomenal. 

Uplands  Pleasant  Ridge 
Reserve 

Dodgeville,  Wis. 
This  cow's  milk  cheese 
took  best-of-show  at 
the  2001  American 
Cheese  Society  contest. 


FORBES'   August  12,2002      127 


Newton's  Laws,  Upendec 


The  Nazis,  General  Electric  and  Sperry-Rand  all  sought  to  harness  antigravity.  Next  up:  Boeing? 

into  a  hangar  ceiling.  Cook  admits  he  doesn't  completely  gra 


BY  SUSAN  ADAMS 

AUTHOR  NICK  COOK  HAS  ALL  THE  QUALIFICATIONS  OF  A 
hard-nosed  reporter.  For  more  than  a  decade  he  has 
worked  as  aviation  editor  at  Jane's  Defence  Weekly,  the 
respected  (if  mind-numbingly  technical)  trade  journal 
for  the  defense  industry.  So  why  has  he  penned  a  book  on  a  topic 
usually  confined  to  pulp  sci-fi — antigravity?  In  The  Hunt  for  Zero 
Point  (Broadway,  $26),  due  out  this  month,  he  chronicles  his  quest 
to  show  that  Newton's  laws  have  been  annulled.  It's  a  dramatic,  en- 
tertaining tale,  with  a  clear  lesson:  Corporations,  universities  and 
governments  never  tire  of  throwing  good  money  at  bad  science. 
His  story  starts  in  1992,  when  a  photocopy  of  a  1956  news 
clipping  is  left  mysteriously  on  his  desk  at  Jane's.  "The  G-Engines 
Are  Coming!"  shouts  its  headline.  There's  an  illustration  of  a  foot- 
ball-shaped craft  hovering  above  the  ground.  The  text  predicts  a  fu- 
ture of  "weightless  airliners  and  spaceships."  More  intriguing  are 
the  enthusiastic  predictions  from  such  esteemed  figures  of  the  day 
as  George  S.  Trimble  of  Martin  Aircraft  and  Lawrence  D.  Bell, 
founder  of  Bel!  Aircraft,  who  proclaims,  "We're  already  working  on 
nuclear  fuels  and  equipment  to  cancel  out  gravity."  Using  the 
Jane's  library,  Cook  learns  that  big  Vmerican  companies,  includ- 
ing Sperry-Rand  and  ( ieneral  Electric,  seriously  pursued  "elec- 
trogravitics  [a.k.a.  antigravity]  research." 

He  scours  the  Internet  and  public  archives,  phones  contacts  in 
the  defense  industry.  H  lyPodklel  Lussian 

physicist  who  claims  to  hav<  ts  in  his  lab. 

Cook  even  delves  into  a  days  ofWoi  Id 

War  II,  when  Allied  pilots  re]  ermany. 

The  Na/i  angle  takes  Cook  t<  sits  the  fam- 

ily  of  the  late  Viktor  Schaub  idinventor 

who  experimented  with  a  mach  irding 

to  Schauberger's  copious  notes,  the  X  i 

rful  levitational  force  that  it  shol  u  indsm 


the  physics,  writing,  "The  primary  levitating  force  was  due  to 
reaction  between  the  air  molecules  in  their  newly  excited  state  at 
the  body  of  the  machine  itself." 

Huh?  And  why  would  the  normally  skeptical  Cook  believe  tl 
unverified  notes  of  a  forestry  engineer  transplanted  far  beyon> 
his  ken?  Because,  says  Cook,  "People  don't  throw  money  at  pn 
grams  unless  they  think  they  work" — blithely  ignoring  h 
mankind's  propensity  for  taking  daft  things  seriously.  Case  j 
point:  cold  fusion,  as  well  as  other  screwball  free-energy  schemi 
funded  by  corporations  or  governments.  University  of  Marylan 
physicist  Robert  L.  Park  has  documented  such  projects  in  Voodi 
Science  (Oxford  University  Press,  $15).  Park,  who  read  a  prepul 
lication  copy  of  Zero  Point,  chuckles  at  some  of  Cook's  conch 
sions.  "In  my  book  I  discuss  something  I  call  a  'belief  gene.'  Th 
guy  Cook's  got  it.  He's  simply  prepared  to  believe  anything." 

What  about  Cook's  reporting?  He  describes,  for  example,  ant' 
gravity  projects  now  under  way  at  NASA  and  at  BAE  Systems  in  tl 
U.K.  FORBES'  phone  calls  to  these  organizations  verified  Cook 
facts,  though  folks  were  awfully  careful  with  their  language.  Ronal 
Evans,  the  physicist  in  charge  at  BAE,  says,  "We  don't  use  the  woi 
[antigravity].  It  would  make  us  look  like  lunatics."  Funding 
small — $3.25  million  for  BAE's  and  NASA's  work  combined,  ov( 
seven  years — but  the  fact  that  money  gets  spent  at  all  is  testimor 
to  the  prevalence  of  the  belief  gene.  The  U.S.  Congress  keeps  do 
kits  Qowing.  Since  2000  it  has  allocated  an  additional  $4.8  millio 
for  antigravity  research.  In  a  July  issue  of  Jane's,  Cook  reports  Bo< 
ing  conducted  experiments  involving  antigravity  as  recently  i 
1999  and  remains  intensely  interested  in  further  research.  (Boein 
confirms  this,  but,  like  BAE,  disdains  to  use  the  a-word.) 
C  look  is  an  engaging  writer,  and  he  peppers  his  high-tech 
I  e  story  with  digressions  both  rich  and  entertaining.  His  boo 
is  a  fun  read.  But  it  lacks  a  certain  ...  gravity.  I 


i28 


O     K     II     I 


Every  year,  the  f Man  gets  another  500  people  teed  off. 

On  September  23,  AT&T,  Don  ;mus  and  500  golfers  will  chase  a  little  white  ball  around  a  course, 

all  to  help  some  truly  deserving  kids.  This  year's  AT&T  Steven  A. Cox  Charity  Classic  and 

Imus  Teed  Off  Challenge  will  raise  more  than  $500,000  in  the  fight  against  childhood  cancer  and  sudden 

infant  death  syndrome.  The  event,  attracting  over  100  companies  on  five  prestigious  courses, 

benefits  the  Tomorrows  Children's  Fund,  the  CJ  Foundation  for  SIDS  and  the  Imus  Ranch. 

To  find  out  more  or  become  involved  in  corporate  sponsorship,  visit  www.coxcharityclassic.com 
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The  Imus  Ranch 
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Forbes 


FORBES  GLOBAL  CEO  CONFERENCE 

CReassessina  One  Jjusiness  JSlueprint 

Hong  Kong  SAR,  September  24  -  26,  2002 


I 

I 

I 


Don't  miss  your  chance  to  join  Mr.  Steve  Forbes,  President,  CEO  and  Editor-in-Chief  and  the  Hon.  Caspar  Weinberger, 
Chairman  of  Forbes  Inc.  and  Rich  Karlgaard,  Publisher  of  Forbes  Magazine,  along  with  a  distinguished  panel  of  some  of 
the  biggest  and  most  powerful  names  to  influence  the  business  world,  including:  Mr.  Tung  Chee  Hwa,  Chief  Executive 
of  the  Government  of  the  Hong  Kong  SAR  The  People's  Republic  of  China,  the  Hon.  Arthur  Levitt,  former  Chairman  of 
the  Securities  &  Exchange  Commission  (USA),  Prof.  Joseph  E.  Stiglitz,  Graduate  School  of  Business,  Columbia  University, 
Nobel  Prize  Winner  in  Economics,  Chief  Economist  of  the  World  Bank  1997-2000,  Liu  Yong  Xing,  Chairman  of  the  Board 
of  East  Hope  Group,  Hui  Wing  Mau,  Chairman  of  Shimao  Holdings  Co.  Ltd.,  John  Chen,  Chairman,  President  &  CEO  of 
Sybase,  Stan  Shih,  Chairman  and  CEO  of  Acer  Incorporated,  Dr.  Morris  Chang,  Chairman  of  Taiwan  Semiconductor 
Manufacturing  Co.,  Zhang  Ruimin,  Chief  Executive  Officer  of  Haier  Group,  Yang  Lan,  Founder  of  Sun  Television 
Cybernetworks  Holdings,  Richard  Tsai,  Vice  Chairman  of  Fubon  Group,  James  Hughes-Hallett,  Chairman  of  Swire  Pacific 
Ltd.,  Dhanin  Chearavanont,  Chairman  and  CEO  of  Charoen  Pokphand,  Dr.  Victor  Fung,  Chairman  of  Li  &  Fung, 
Vincent  Lo,  Chairman  of  Shui  On  Holdings,  Tao  Xin  Kang,  President  of  Shanghai  Xin  Gao  Chao  Group  Co.  Ltd.,  MarjorieYang, 
Chairman  of  Esquel  Group,  Clark  Winter,  Chief  Investment  Strategist  of  Citigroup  Private  Bank,  Tan  Sri  Francis  Yeoh, 
Managing  Director  of  YTL  Corporation  Berhad,  Bill  Henderson,  Managing  Partner  of  Egon  Zehnder  International, 
Peter  Scaturro,  CEO  of  Citigroup  Private  Bank,  Dr.  Lee  Shau  Kee,  Chairman  of  Henderson  Land  Development  Co.  Ltd., 
Dr.  Yuwa  Hend rick- Wong,  Economic  Advisor  of  MasterCard  International  (Asia  Pacific)  and  many  more. 


The  Forbes  Global  CEO  Conference  is  intended  for  CEOs,  Presidents  and  senior  management-level  executives  only.  Make  j 
sure  vou  don't  miss  this  golden  opportunity  to  be  a  part  of  this  extraordinary  occasion. 


Venue:  Grand 
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Citigroup; 

private  bank 


For  registration 
Ms.  Barbara  Naylor 

Tel:  (852)  2868-6050 
Fax:  (852)  2559-0969 


For  sponsorship 
Ms.  Pauline  Seozv 
Tel:  (852)  2877  8050 
Fax:  (852)  2523  9154 


Email:  qtq@fbrbes.com.hk    Email:  pseow@forbes.com.hk 
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EEF  OPPORTUNITIES 


Spread  the  Word. 

There  used  to  be  two  ways  to  get  a 
new  job:  Go  find  an  opportunity  or  let 
the  opportunity  find  you.  But  now,  with 
CandidateSuite.com,  there's  a  third. 
We've  put  together  a  suite  of  tools  to 
broadcast  your  talents,  including: 

•  Instant  distribution  of  your  resume 
to  thousands  of  recruiters  and  head 
hunters 

•  "Position  Wanted"  postings  where 
recruiters  will  see  your  skills 

•  A  Resume  and  cover-letter  touch- 
up  service  that  guarantees  you'll  get 
a  job  interview  in  30  days  or  less! 

There's  no  better  way  to  spread  the 
word  that  your  expertise  is  available  than 
CandidateSuite.com.  Sign  up  today! 


www.candidatesuite.com 


Employment  Review 


BestJobsUSA.(  om 


LAWSON 


Lawson  Software  is 
proud  to  be  recognized 
by  Best  Jobs  USA  as  an 
Employer  of  Choice. 


Lawson  recognizes  the  demands  of  fulfilling  client 
expectations  with  superior  software  products.  In  turn, 
we  offer  our  employees  a  comprehensive  range  of 
benefits  and  an  exciting  work  environment. 

For  immediate  consideration, 

please  apply  on  line  at 

www.lawson.com  and  view 

our  Career  Section.  You 

can  also  mail  or  fax 

your  resume  to: 

Human  Resources, 

Attn:  CS,  380  St.  Peter 

Street,  St.  Paul, 

MN  55102. 

Fax:  651.767.4945. 

E-mail: 

human,  resources*® 

lawson.com. 

EOE 


Employers  ofOwke 6 


It's  a  long  way  to  the  top. 
Care  for  a  lift? 

Whatever  your  mission,  we're  the 

vehicle  that'll  take  you  further. 

There's  no  better  place  to  explore 

new  frontiers  than  with 

BestJobsUSA.com. 
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fee  here  call  561-277-1216 


For  more  career  opportunities  visit  BestJobsUSA.com 
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Exceptional  Waterfront  Golf  Living 
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It's  an  interesting  choice:  the  coast  of  southern 
France  or  a  home  on  the  shores  of  Rarity  Bay,  a  scenic 
960-acre  peninsula  with  a  championship  golf  course, 
an  equestrian  center,  country  club,  and  homes  in 
French  Country  architecture.  Grand  Estate  homesites 
offer  you  Chateau  elegance  and  waterfront  vistas 
with  the  ambiance  of  Provence  in  the  foothills  of 
the  beautiful  Great  Smoky  Mountains.  Call  soon. 

Rarity  Bay  •  Vonore,  Tennessee  •  Toll  Free  1-888-RARITYBAY 
e-mail:  lnfod>  rarltybay.com  •  www.raritybay.com 


Homes  starting  in 
the  $200, OOOs 


Void  where 
piohibited 


o 


Health/Back  Pain 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW, guaranteed 
seat  and  back  supports 

^xdesigned  by  a  leading 
I W  back  pain  specialist. 

Posture  Education 

15  Parkway,  Katonah,  NY  10536 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Education 


FREE  EVALUATION. 

Accredited  universities  offer  full  credit 
for  life  and  work  experience.  Bachelor's, 
Master's,  and  Ph.D.  degrees  in  most 
fields.  No  residency  requirements. 
Free,  prompt,  and  confidential 
evaluations.  Guaranteed  Student  Loans. 
1-800-951-1203  www.arrc.org 
Fax:  1  707  371  2979 


Newsletter 


MAKE  MONEY  IN  A 
BEAR  MARKET 

In  the  middle  of  a  bear  market,  the  last 
12  stock  picks  from  the  experts  at  the 
Forbes  Special  Situation  Survey  have 
gained  an  average  of  17.2%.  We  evaluate 
5.000  stocks  and  each  month  pick  the  one 
we  believe  is  most  likely  to  move  up. 
We  tell  you  when  to  sell  too.  Call  today  for 
a  FREE  trial  issue.  1-888-647-7302.  Be 
sure  to  give  the  operator  promotion  code 
JSM610FRB  when  placing  your  order. 


Capital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOCINC.561-627-7110 


L 


Arrange 
equipment  leases  •  Factoring  •  Business 
loans  of  ALL  types  •  No  experience  needed. 

-saw 

SEE  FOR  YOURSELF! 
Visit  us  at  www.TiewTLC.com  where  making 
money  is  as  easy  as  receiving  your  E-mail! 
RECEIVE  A  COLOR  INFO  KIT 
AND  FREE  VIDEO  SEMINAR 
The  Loan  Consultants,  Inc 
since  1983 


CALL 
800-336-3933 


86,400 
CLIENT 


...offering  unique  financial  services  to  save 
clients  huge  amounts  on  their  income  taxes 
and  protect  their  assets  from  lawsuits, 
judgements  and  seizures.  All  the  local 
appointments  you  can  handle.  Lifetime 
residuals.  Talk  to  existing  consultants. 
24-hour  recording  (800)  653-4497 


e-mcorporate 


•  Incorporate  in  all  50  states 

•  U.S.  bank  accounts  opened 

•  Legal  Delaware  address 

Delaware  Incorporation  Handbook 
Delaware  Business  Incorporators,  Inc. 

800.423.2993 


A  RARE  OPPORTUNITY 


Investors  for  a  Condo/Hotel 

No  underlying  financing 

Development  under  construction 

Hottest  segment  of  the  real  estate 

industry  today 

All  $  Returned  in  approx  18  mos 

Excellent  High  Returns 

Minimum  $1  NT  investment 

Brian  (561)347-6858 


Fine  Wine  Auctions 


^   MORRELL  FINE 
**  WINE  AUCTIONS 


58  MILLION  BORDEAUX  AUCTION 

Single  Cellar  -  Private  Collection 
Sept.  20-21st.  4  Seasons  Rest.  NYC 
www.morrellwineauctions.com  or 
call  (212)  307-4200  for  a  catalogue. 


Advertisem 


THOUSANDS 


Of  Businesses  For  Sale  By  Owni 
Nationwide.  Preview  Businesse 
For  Free. 

ZGWBS 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


WHYDIMTITHINKOFTHJ 


That's  the  response  we  hear  after 
explain    our    unique    and    excit 
opportunity.   If  you're  looking  fo 
simple  business  with  HIGH  INCCM 
POTENTIAL     and     absolutely 
downside.       let's      talk.       $14,9| 
Investment  required. 


Call  1-800-675-6144 


Buy  Foreclosed  Property. 

Use  OUR  Money.  Split  Big  Profits. 

Complete  Training.  Call  for  Free 

Information  Package. 

800-995-0049  Ext.  7675 


v  Seminars    (888)NUSHO 
v  Education  6  8  7  4  6  7| 

Free  Bro 

v  Opportunities 

v  Strategies         ^^ 


www.new-shore.com/info 
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Mailing  Lists 


Sales  Leads  &  Mailing  Lisi 


14  Million  Businesses  •  Select  by  geography,  sales  volume, 
business  type,  conlacl  name,  credit  rating,  and  more. 

250  Million  Consumers  •  Select  by  age,  income,  home  vain 
buying  behavior,  geography,  and  more 

Customer  Analyzer  &  Prospect  Builder  ■  Analyze  your  am 
customers  &  find  prospects  that  match  Free  analysis  &  25  Q 
prospects  at  infouSA.com. 

infi*SA^  1-800-555-5335  01P 


SMALL  ADS  BRING 

BIG 

RE 

Call:  r 

1-800-  *1 

Forbes  Businc 


I 


For  information  and 

rates  on  advertising 

in  the  next  Forbes 

isplay  Classified  Section 

Gail  Media  Options 

800-442-6441 


I  Service...to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 
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Advertisement 


Aircraft  Ownership  Programs 


Legal  Services 


)RE  AFFORDABLE 
T  \CTIOXAL  OWNERSHIP 


III) 


Printing 


Business  Financing 


NK  SAYS  "NO"? 

II  pay  you  cash  for  your 
npany's  receivables  within  24 
irs.  Approvals  by  phone, 
sonalized  service.  No  upfront 

.  No  collateral  required. 

today  to  CASH  $50,000 
limum  to  $2,500,000. 

more  affordable  than 

think. 

Weil  800  -499-6179 
[888-505-7332  for 

corded  information. 


Investments 


WE'LL 

i.      OU  /OM  III  MONTHLY 

GUARANTEED-INSURED 


IRA-QUALIFIED-ROLLOVER 


21YRS. -EXPERIENCE 

"GREAT  REFERENCES" 

MIN.  $23,615/36  MOS. 

888-539-5066  MR.  LINDSAY 

800-561-4882 


SMALL  ADS  BRING 

BIG 

RESULTS! 

Call:  Media  Options 
1-800-442-6441 

Forbes  Business  Classified 


BEBM 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


ASSET  PROTECTION 

Offshore/Domestic 
Corps.,  LLC's,  FLP's,  Trusts, 

Private  Banking. 

Matthew  C.  Mullhofer 

Attorney  at  Law 

Toll  Free  1-877-246-2770 

www.protectmyassets.com 


Public  Relations 


HOWS  YOUR  PR? 

With  Over  Forty  Years 
Experience  We  Review, 
Advise,  Vary  or  Validate 
Your  P.R.  Program. 
WWW.PHILLIPSPR.COM 


Promotional  Product 


CUSTOM  MAGNETS 


Business  Cards  Magnets  as  low  as 

Other  Styles  Available!   Aflfc 

www.fridgedoor.com/biz.html    ' 

1-800-501-3953 
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Advertise  &  Make  Money... 
isn't  that  the  whole  idea? 

If  you  have  a  business,  product,  service,  or  money-making  idea  that 
needs  promoting... Forbes  Business  Classified  has  to  be  your  choice  for 
return  on  investment.  Forbes  classified  advertising  offers: 

•  Over  5  Million  readers  per  issue 

•  Forbes  readers  are  high  income  decision  makers 
For  extremely  competitive  advertising  rates 

and  versatile  media  packages:  Call  Media  Options  1-800-442-6441 


Forbes  Subscriber  Service.. .to  order,  change  address  or  other  customer  service,  call  1-800-888-9896. 


Now,  for  a  limffed  time,  you  a 
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f/ie  effective  reliable  way4®« 
natu         tie  enhancement 


. 


'suffragiumasotas)  capsules 


\ 


'  Enzyte  and  save  up  to  40%. 


ft 


f 


If  you've  ever  wondered  if  natural  male 
enhancement  could  increase  the  pleasure 
of  your  love  life,  you're  not  alone. 

Maximize  the  Pleasure  Take  two  Enzyte  capsules  daily,  and  within 
just  three  to  four  weeks,  you  will  begin  to  see  results.  For  maximum 
effectiveness,  continue  to  take  Enzyte  for  three  full  months."  Additional 
benefits  of  Enzyte  include  increased  virility,  energy,  and  stamina. 

Proven  Results  Most  men  on  the  Enzyte  program  report  an 
enhancement  from  12-31%  with  an  average  reported  enhancement 
of  24%.'*  Additionally,  Enzyte  has  a  tremendous  reorder  rate  -  82% 
of  all  Enzyte  customers  choose  to  purchase  again. 

Quality  Assurance.  Enzyte  is  100%  safe  and  all  natural,  consisting 
of  the  highest  quality  ingredients.  Each  bottle  of  Enzyte  is  packaged 
to  meet  the  highest  standards  and  is  fully  backed  by  our  Customer 
Satisfaction  Guarantee  (CSG). 

Ask  your  doctor  if  Enzyte  is  right  for  you,  then  visit  us  on  the 
web  at  www.enzyte.com,  or  call  us  directly,  and  get  started 
today:  1-877-4ENZYTE  (1-877-436-9983). 


hep  leasure 

:  Please  Print  Forb0602 


Name 


Phone ( 


Apt. 


State 


Zip 


1  Month  Trial  Supply $    69.95 


Full  3  Month  Enzyte  Program  (Regularly  $239.95) $  149.95 


7  Month  Enzyte  Supply'  (Regularly  $349.95)  

"  3  month  program  plus  4  month  maintenance  supply 


.  $  199.95 


Pack  and  Ship  Process  (CPSP") $     14.95 


Sterile 
SalesT: 
Expediti 
to 


System'  Assures  Confidentiality 
s  No  Package  Tampering 
pie  to  each  state) 

voduct  Guaranteed 
Hours  of  fto  ;ved  Order 


Canadian  orders  add  $10.00 

All  other  international 

ordeirl.add  $15.00 


Total  Enclosed 

(U.S.  Funds  Only) 


Method  of  Payment'. 


MC 


If  VISA 


Disc.     □  Money  Order 


in  Advertising:  Lifekey  Healthcar 
ertising,  and  full  disclosure  of  all 
consumer  rights  and  demand  t! 


Credit  Card  dumber" 
Signature 


Exp.  Date 


/ 


5ena 7.  omy  Orders  to:  Ltfekey  Healthcare,  Inc.,  Customer  Care-Crd^r  Processing,  Building  Box  42635, Cincinnati,  OH  45242 


rlts  may  vary.  "Study  results  based  on  customer 

contraceptive  and  will  not  aid  in  the  prevention  of  sexual!)  transmrtt^c'  diseases. 

.ic.tn.c.  Cincinnati, OH   ©  2002,Lifekey  Healthcare,  In 
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THOIIRHTS 

On  the  Business  of  Life 


here  is  no  reason  to  preserve  passenger  rail  travel.  Plane,  car  and  bus  are  the  way  people 

go,  and  that's  that.  Passenger  rail  travel's  future  is  in  the  history  books.  Moving  people  by 

JL.      rail  is  a  necessity  and  has  a  future  only  in  the  heavily  populated  metropolitan  areas  where 

rail  loops  above  and  below  the  surface  can  be  used  as  arteries  connecting  the  urban  and  the  suburban. 

How  fruitful  from  every  point  of  view  it  would  be  to  take  some  of  these  Amtrak  down-the-drain 

Sbillions  and  put  them  into  rapid  transit.  — MALCOLM  S.  FORBES  (1976) 


The  American  arrives  in  Paris  with  a 
few  French  phrases  he  has  culled  from 
a  conversational  guide  or  picked  up 
from  a  friend  who  owns  a  beret. 

—FRED  ALLEN 


Tourism,  human  circulation  considered  as 
consumption,  is  fundamentally  nothing 
more  than  the  leisure  of  going  to  see  what 
has  become  banal. 

—GUY  DEBORD 


The  tourist  who  moves  about  to  see  and 
hear  and  open  himself  to  all  the  influences 
of  the  places  which  condense  centuries 
of  human  greatness  is  only  a  man 
in  search  of  excellence. 

—MAX  LERNER 


In  the  Middle  Ages  people  were  tourists 
because  of  their  religion,  whereas  now 
they  are  tourists  because  tourism  is  their 
religion. 

—ROBERT  RUN( 


The  time  to  enjoy  a  European  tour  is 
about  three  weeks  after  you  unpack. 

—GEORGE  A 


If  airport  traffic  continues  to  snarl, 

the  only  sure  way  to  get  there  on  Tuesday 

will  be  to  leave  on  Monday. 

—DAVID  PAUL 


If  you  reject  the  food,  ignore  the  customs, 
fear  the  religion  and  avoid  the  people, 
you  might  better  stay  home. 

—JAMES  MICHENER 


As  for  pictures  and  museums,  that  don't 
trouble  me.  The  worst  of  going  abroad 
is  that  you've  always  got  to  look  at  things 
of  that  sort.  To  have  to  do  it  at  home 
would  be  beyond  a  joke. 

—MARGARET  OLIPHANT 


Everybody  in  15th-century  Spain  was 
wrong  about  where  China  was  and  as 
a  result,  Columbus  discovered 
Caribbean  vacations. 

—P.).  O'ROURKE 


Thanks  to  the  interstate  highway 
system,  it  is  now  possible  to  travel  across 
the  country  from  coast  to  coast  without 
seeing  anything. 

—CHARLES  KURAIT 


A  Text... 

He  that getteth  wisdom  loveth 
his  own  soul;  he  that  keepeth 
understanding  shall  find  good. 

—PROVERBS  19 

Sent  in  by  Willa  Ramsden,  Carson  City,  Ne 
What's  your  favorite  text?  The  Forbes  Book 
Quotations:  Thoughts  on  the  Business  of  Life 
given  to  senders  of  Bible  texts  that  are  used. 

More  than  14,000  "Thoughts,"  arranged  alphabetically 
subject,  are  available  in  a  900-page,  one-volui 
deluxe  edition,  Forbes  Book  of  Quotations:  Thoughts  i"i 
Business  of  Life.  The  price  is  $40,  plus  $3.50  shipping  a 
$1  per  item  for  handling  (add  applicable  sales  ta 
To  order,  please  call  toll-free,  1-800-876-6556. 


Though  l here  are  some  disagreeable 

things  in  Venue  there  is  nothing  so 
disagreeable  as  the  visitors. 

—HENRY  [AMES 

»ufU.,l2.2002.Volum.170.Hun,bor5 

1     k.N.Y.andatadditionalm«ilingoffices,OmadianAgreementNo.40036469GST#12574 

"  ""'  '"';"'  bligation  unless  we  receive  .,  corrected  address  within  two  years.  RT.  POSTMAST1 
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